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Preface

The demand for accountability among all business functions has never been greater.
Recent events show how vital decisions are about human resources in an increasingly
uncertain and interconnected world. A key responsibility of organization leaders, human
resource (HR) leaders, and consultants is to articulate the logical connections between
progressive HR practices and firm performance, and they need to demonstrate those
connections with data. This book provides logic and technology to look inside the “black
box” between HR practices and financial/business performance.

Investing in people should be as systematic as investing in any other vital resource, based
on logical frameworks and focused on optimization, not simply on reducing costs or
mimicking best practices. This argues against the common “peanut-butter” approach to
talent investments that spreads the same investments (for example, in training or staff-
ing programs) over the entire organization, in an effort to be fair by being equal. Such
approaches engender justifiable skepticism from leaders and employees who are asked
to invest in programs or activities because HR—or even the CEO—says that “everyone
must do it.” That approach is in stark contrast to other resources, such as customers and
technology, where investments are targeted where they have the greatest effect. Why
not make greater talent investments where they matter most? This “decision science”
approach provides the foundation for the techniques we present here. We emphasize
that, ultimately, measurement is valuable when it improves important decisions about
talent. That requires not simply more or better measures, but an integrated approach that
combines those measures with logic, analytics, and knowledge processes (what we call the
LAMP framework). Chapters are based on logic diagrams that show the links between
particular HR programs, employee behaviors, and operational and financial outcomes.
Each chapter also includes a discussion about process, describing opportunities and
effective ways to communicate results to decision makers.

We draw extensively on our decades of experience assisting senior-level decision makers
to better understand and measure the impact of talent decisions, and also on our research
on the connections between talent and organizational outcomes. We have been fortu-
nate to work with both practicing leaders and academic researchers. This combination
is essential for talent measurement and decisions that achieve both practical relevance
and logical rigor.

Investing in People draws upon research in psychology, economics, accounting, and
finance to provide tools that leaders inside and outside the HR profession can use



together to describe the financial results of their investments in people. We focus on
HR investments with a rich history of data-based research, including staffing, training,
workplace health, employee attitudes, and employee turnover, which also represent some
of the most important strategic HR functions.

This book provides specific formulas and calculations that you can use to evaluate the
impact of your own talent decisions. To make the formulas easier to use, we developed
software to accompany the chapters on the following topics: absenteeism, turnover,
health and welfare, attitudes and engagement, work-life issues, external employee sourc-
ing, the economic value of job performance, payoffs from selection, and payoffs from
training and development.

The Society for Human Resource Management (SHRM) provided generous support for
the development of the software, and you can access this software at the SHRM website
(http://hrcosting.com/hr/), regardless of whether you are a SHRM member. The software
performs the calculations of measures so that readers can focus on the logic, analytics,
and processes necessary to improve strategic decisions about talent.

Business leaders, inside and outside of the HR profession, need more rigorous, logical,
and principles-based frameworks to understand the connections between human capital
and organizational success. We hope that this book serves as a “go-to” resource for those
frameworks.

Plan for the Book

Chapter 1, “Making HR Measurement Strategic,” introduces the fundamental principle
of this book, that HR measurement is valuable to the extent that it improves vital deci-
sions about talent and how it is organized. This decision-based approach to HR measure-
ment leads to different approaches from the traditional focus on HR services or resource
expenditures. It emphasizes that effective HR measures must be embedded within a
system that recognizes their role in enhancing decisions and organizational effective-
ness. The elements of that framework are the guiding logic for each of the chapters that
describe specific techniques and measures in selected HR areas.

Chapter 2, “Analytical Foundations of HR Measurement,” describes four levels of sophis-
tication in HR analytics, along with several analytical concepts that recur throughout this
book. These are similar to foundational principles in finance or marketing, such as risk,
return, and economies of scale. New to this edition is a discussion of conjoint analysis,
a technique that researchers in a variety of fields use to identify the hidden rules that
people use to make tradeoffs between different products or services and the values they
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place on different features. This chapter provides a primer on fundamental ideas that all
organization leaders should understand about good measurement.

Beginning with Chapter 3, “The Hidden Costs of Absenteeism,” we update the material
from our first edition and also from Cascio’s Costing Human Resources (4th ed., 2000)
volume—revised, reconfigured, and presented in the context of the LAMP framework.
Chapter 3 shows how to estimate, interpret, and manage absenteeism costs and other
effects.

Chapter 4, “The High Cost of Employee Separations,” describes how to calculate the
fully loaded costs of employee turnover, and how to incorporate them into a complete
framework of turnover effects. We show that turnover rates can easily be misinterpreted,
and we show how to avoid that with better logic and measures. We also discuss the hid-
den costs of layoffs, a factor often ignored when organizations use layoffs to reduce labor
costs.

Chapter 5, “Employee Health, Wellness, and Welfare,” presents methods to assess the
costs and benefits of employee assistance and worksite health-promotion programs. It
also addresses the economics of employee smoking and obesity. In addition, the chapter
discusses the value of disease-prevention investments and the role of health, wellness,
and welfare programs in an age of rising health costs.

Chapter 6, “Employee Attitudes and Engagement,” begins by distinguishing three impor-
tant attitudes: job satisfaction, commitment, and engagement. It focuses on the econom-
ics of employee engagement, including research on how engagement and the feeling of
working at a “best place to work” connect with customer service and financial results.

Chapter 7, “Financial Effects of Work-Life Programs,” includes new findings on the eco-
nomics of work-life programs and how to measure them. These techniques are useful as
organizations increasingly struggle with fundamental questions about how to optimize
their investments in talent to enhance employee work-life fit in an increasingly competi-
tive work environment.

Chapter 8, “Staffing Utility: The Concept and Its Measurement,” introduces utility analy-
sis, an important research framework for understanding how investments in HR pro-
grams, such as staffing, training, and compensation, produce financial outcomes, and
how to calculate them. New to Chapter 8 is a discussion of supply-chain analysis, an
integrative framework whose objective is to optimize investments across the various
elements of the staffing process, not simply to maximize payoffs within each element.

Chapter 9, “The Economic Value of Job Performance,” addresses one of the most impor-
tant financial issues related to talent: the financial value of improved job performance. It

|
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provides a framework for understanding where improving performance makes a big dif-
ference and where its effects are smaller. We also look at approaches to actually estimate
the value of improving performance in particular jobs or roles.

Chapter 10, “The Payoff from Enhanced Selection,” combines the utility analysis frame-
work from Chapter 8 and the economics of job performance from Chapter 9 to calculate
the economic value of staffing, including recruitment and selection. The formulas are
based on decades of scholarly research and show how statistics such as correlations can
be clues to significant organizational value. The software that accompanies the book
simplifies the calculations so that readers can focus on the strategic implications of their
findings (available at http://hrcosting.com/hr/).

Chapter 11, “Costs and Benefits of HR Development Programs,” addresses one of the
most significant organizational enterprises: employee development. Despite the mas-
sive investments in this area, across all developed countries, specific payoffs are often
unknown; at a broader level, we cite research that shows that investments in training
predict future stock prices. In this chapter, you learn how to use the utility analysis and
performance value frameworks of Chapters 8 and 9 to estimate payoffs from learning
and development within a logical and research-based framework that leaders can actu-
ally apply.

Chapter 12, “Talent Investment Analysis: Catalyst for Change,” provides a capstone
chapter that integrates the previous material. It’s not enough to have solid logic, analy-
sis, and measurements that show the economic effects of talent investments. Key deci-
sion makers must listen and act on them. This chapter describes strategies that we have
used to communicate the financial implications of investing in people to employees and
leaders outside the HR function. This chapter also describes opportunities to integrate
the decision science approach to talent with ongoing organizational processes, such as
strategy, budgeting, and performance management.

i
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1

Making HR Measurement Strategic

his book will help you better understand how to analyze, measure, and account

for investments in people. However, although data and analysis are important to

investing in people, they are really just a means to an end. The ultimate purpose
of an investment framework is to improve decisions about those investments. Decisions
about talent, human capital, and organizational effectiveness are increasingly central to
the strategic success of virtually all organizations.

According to 2010 research from the Hay Group, businesses listed in Fortune magazine as
the world’s most admired companies invest in people and see them as assets to be devel-
oped, not simply as costs to be cut. Consider how the three most admired companies in
64 industries—firms like UPS, Disney, McDonald’s, and Marriott International—man-
aged their people during the Great Recession, compared to their less-admired peers.
Those companies were less likely to have laid off any employees (10 percent versus 23
percent, respectively). By even greater margins, they were less likely to have frozen hir-
ing or pay, and by a giant margin (21 points), they were more likely to have invested
the money and the effort to brand themselves as employers, not just as marketers to
customers. They treat their people as assets, not expenses. Perhaps the most important
lesson from the 2010 World’s Most Admired companies is that they did not launch their
enlightened human capital philosophies when the recession hit; they’d been following
them for years. Once a recession starts, it’s too late. “Champions know what their most
valuable asset is, and they give it the investment it deserves—through good times and

bad” (p. 82)."

It is surprising how often companies address vital decisions about talent and how it is
organized with limited measures or faulty logic. How would your organization measure
the return on investments that retain vital talent? Would the future returns be as clear as
the tangible short-term costs to be saved by layoffs? Does your organization have a logi-
cal and numbers-based approach to understanding the payoff from improved employee

i
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health, improvements in how employees are recruited and selected, reductions in turn-
over and absenteeism, or improvements in how employees are trained and developed?
In most organizations, leaders who encounter such questions approach them with far
less rigor and analysis than questions about other resources such as money, customers,
and technology. Yet measures have immense potential to improve the decisions of HR
and non-HR leaders.

This book is based on a fundamental principle: HR measurement adds value by improv-
ing vital decisions about talent and how it is organized.

This perspective was articulated by John Boudreau and Peter Ramstad in their book,
Beyond HR.? It means that HR measurements must do more than evaluate the perfor-
mance of HR programs and practices, or prove that HR can be made tangible. Rather,
it requires that HR measures reinforce and teach the logical frameworks that support
sound strategic decisions about talent.

In this book, we provide logical frameworks and measurement techniques to enhance
decisions in several vital talent domains where decisions often lag behind scientific
knowledge, and where mistakes frequently reduce strategic success. Those domains are
listed here:

m Absenteeism (Chapter 3)

m Employee turnover (Chapter 4)

m Employee health and welfare (Chapter 5)

m Employee attitudes and engagement (Chapter 6)

m Work-life issues (Chapter 7)

m External employee sourcing (recruitment and selection) (Chapter 8)
m The economic value of employee performance (Chapter 9)

m The value of improved employee selection (Chapter 10)

m The costs and benefits of employee development (Chapter 11)

Each chapter provides a logical framework that describes the vital key variables that affect
cost and value, as well as specific measurement techniques and examples, often not-
ing elements that frequently go unexamined or are overlooked in most HR and talent-
measurement systems.

The importance of these topics is evident when you consider how well your organization

would address the following questions if your CEO were to pose them:

[
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Chapter 2: “I see that there is a high correlation between employee engagement
scores and sales revenue across our different regions. Does that mean that if we
raise engagement scores, our sales go up?”

Chapter 3: “I know that, on any given day, about 5 percent of our employees are
absent. Yet everyone seems to be able to cover for the absent employees, and the
work seems to get done. Should we try to reduce this absence rate, and if we did,
what would be the benefit to our organization?”

Chapter 4: “Our total employment costs are higher than those of our competi-
tors, so I need you to lay off 10 percent of our employees. It seems “fair” to reduce
headcount by 10 percent in every unit, but we project different growth in different
units. What’s the right way to distribute the layoffs?”

Chapter 4: “Our turnover rate among engineers is 10 percent higher than that of
our competitors. Why hasn’t HR instituted programs to get it down to the indus-
try levels? What are the costs or benefits of employee turnover?”

Chapter 5: “In a globally competitive environment, we can’t afford to provide
high levels of health care and health coverage for our employees. Every company
is cutting health coverage, and so must we. There are cheaper health-care and
insurance programs that can cut our costs by 15 percent. Why aren’t we offering
cheaper health benefits?”

Chapter 6: “I read that companies with high employee satisfaction have high
financial returns, so I want you to develop an employee engagement measure and
hold our unit managers accountable for raising the average employee engagement
in each of their units.”

Chapter 7: “I hear a lot about the increasing demand for work and life fit, but my
generation found a way to work the long hours and have a family. Is this genera-
tion really that different? Are there really tangible relationships between work-life
conflict and organizational productivity? If there are, how would we measure
them and track the benefits of work-life programs?”

Chapter 8: “We expect to grow our sales 15 percent per year for the next 5 years. I
need you to hire enough sales candidates to increase the size of our sales force by
15 percent a year, and do that without exceeding benchmark costs per hire in our
industry. What are those costs?”

Chapter 9: “What is the value of good versus great performance? Is it necessary
to have great performance in every job and on every job element? Where should

Chapter 1 Making HR Measurement Strategic 3



I push employees to improve their performance, and where is it enough that they
meet the minimum standard?”

Chapter 10: “Is it worth it to invest in a comprehensive assessment program, to
improve the quality of our new hires? If we invest more than our competition, can
we expect to get higher returns? Where is the payoff to improved selection likely
to be the highest?”

Chapter 11: “I know that we can deliver training much more cheaply if we just
outsource our internal training group and rely on off-the-shelf training products
to build the skills that we need. We could shut down our corporate university and
save millions.”

In every case, the question or request reflects assumptions about the relationship between
decisions about human resource (HR) programs and the ultimate costs or benefits of
those decisions. Too often, such decisions are made based on very naive logical frame-
works, such as the idea that a proportional increase in sales requires the same propor-
tional increase in the number of employees, or that across-the-board layoffs are logical
because they spread the pain® equally. In this book, we help you understand that these
assumptions are often well meaning but wrong, and we show how better HR measure-
ment can correct them.

Two issues are at work here. First, business leaders inside and outside of the HR profes-
sion need more rigorous, logical, and principles-based frameworks for understanding
the connections between human capital and organization success. Those frameworks
comprise a “decision science” for talent and organization, just as finance and market-
ing comprise decision sciences for money and customer resources. The second issue is
that leaders inside and outside the HR profession are often unaware of existing scien-
tifically supported ways to measure and evaluate the implications of decisions about
human resources. An essential pillar of any decision science is a measurement system
that improves decisions, through sound scientific principles and logical relationships.

The topics covered in this book represent areas where very important decisions are con-
stantly made about talent and that ultimately drive significant shifts in strategic value.
Also, they are areas where fundamental measurement principles have been developed,
often through decades of scientific study, but where such principles are rarely used by
decision makers. This is not meant to imply that HR and business leaders are not smart
and effective executives. However, there are areas where the practice of decisions lags
behind state-of-the-art knowledge.

The measurement and decision frameworks in these chapters are also grounded in
general principles that support measurement systems in all areas of organizational
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decision making; such principles include data analysis and research design, the distinc-
tion between correlations and causes, the power of break-even analysis, and ways to
account for economic effects that occur over time. Those principles are described in
Chapter 2, “Analytical Foundations of HR Measurement,” and then used throughout
this book.

Next, we show how a decision-science approach to HR measurement leads to very dif-
ferent approaches from the traditional one, and we introduce the frameworks from this
decision-based approach that will become the foundation of the rest of this book.

How a Decision Science Influences HR Measurement

When HR measures are carefully aligned with powerful, logical frameworks, human
capital measurement systems not only track the effectiveness of HR policies and prac-
tices, but they actually teach the logical connections, because organization leaders use
the measurement systems to make decisions. This is what occurs in other business disci-
plines. For example, the power of a consistent, rigorous logic, combined with measures,
makes financial tools such as economic value added (EVA) and net present value (NPV)
so useful. They elegantly combine both numbers and logic, and help business leaders
improve in making decisions about financial resources.

Business leaders and employees routinely are expected to understand the logic that
explains how decisions about money and customers connect to organization success.
Even those outside the finance profession understand principles of cash flow and return
on investment. Even those outside the marketing profession understand principles of
market segmentation and product life cycle. In the same way, human capital measure-
ment systems can enhance how well users understand the logic that connects organiza-
tion success to decisions about their own talent, as well as the talent of those whom they
lead or work with. To improve organizational effectiveness, HR processes, such as suc-
cession planning, performance management, staffing, and leadership development, must
rely much more on improving the competency and engagement of non-HR leaders than
on anything that HR typically controls directly.

Why use the term science? Because the most successful professions rely on decision sys-
tems that follow scientific principles and have a strong capacity to quickly incorporate
new scientific knowledge into practical applications. Disciplines such as finance, mar-
keting, and operations provide leaders with frameworks that show how those resources
affect strategic success, and the frameworks themselves reflect findings from universities,
research centers, and scholarly journals. Their decision models and their measurement
systems are compatible with the scholarly science that supports them. Yet with talent and
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human resources, the frameworks that leaders in organizations use often bear distress-
ingly little similarity to the scholarly research in human resources and human behavior
at work® The idea of evidence-based HR management requires creating measurement
systems that encourage and teach managers how to think more critically and logically
about their decisions, and to make decisions that are informed and consistent with lead-
ing research.*

A vast array of research focuses on human behavior at work, labor markets, how organi-
zations can better compete with and for talent, and how that talent is organized. Disci-
plines such as psychology, economics, sociology, organization theory, game theory, and
even operations management and human physiology all contain potent research frame-
works and findings based on the scientific method. A scientific approach reveals how
decisions and decision-based measures can bring the insights of these fields to bear on
the practical issues confronting organization leaders and employees. You will learn how
to use these research findings as you master the HR measurement techniques described
in this book.

Decision Frameworks

A decision framework provides the logical connections between decisions about a
resource (for example, financial capital, customers, or talent) and the strategic success
of the organization. This is true in HR, as we show in subsequent chapters that describe
such connections in various domains of HR. It is also true in other, more familiar deci-
sion sciences such as finance and marketing. It is instructive to compare HR to these
other disciplines. Figure 1-1 shows how a decision framework for talent and HR, which
Boudreau and Ramstad called “talentship,” has a parallel structure to decision frame-
works for finance and marketing.

Finance is a decision science for the resource of money, marketing is the decision sci-
ence for the resource of customers, and talentship is the decision science for the resource
of talent. In all three decision sciences, the elements combine to show how one factor
interacts with others to produce value. Efficiency refers to the relationship between what
is spent and the programs and practices that are produced. Effectiveness refers to the
relationship between the programs or practices and their effects on their target audience.
Impact refers to the relationship between the effects of the practice on the target audience
and the ultimate success of the organization.

To illustrate the logic of such a framework, consider marketing as an example. Invest-
ments in marketing produce a product, promotion, price, and placement mix. This is
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Figure 1-1 Finance, marketing, and talentship decision frameworks.

efficiency. Those programs and practices produce responses in certain customer seg-
ments. This is effectiveness. Finally, the responses of customer segments create changes
in the lifetime profits from those customers. This is impact.

Similarly, with regard to talent decisions, efficiency describes the connection between
investments in people and the talent-related programs and practices they produce (such
as cost per training hour). Effectiveness describes the connection between the programs/
practices and the changes in the talent quality or organizational characteristics (such
as whether trainees increase their skill). Impact describes the connection between the
changes in talent/organization elements and the strategic success of the organization
(such as whether increased skill actually enhances the organizational processes or initia-
tives that are most vital to strategic success).

The chapters in this book show how to measure not just HR efficiency, but also elements
of effectiveness and impact. In addition, each chapter provides a logical framework for
the measures, to enhance decision making and organizational change. Throughout the
book, we attend to measures of efficiency, effectiveness, and impact. The current state of
the art in HR management is heavily dominated by efficiency measures, so this book will
help you see beyond the most obvious efficiency measures and put them in the context
of effectiveness and impact.
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Data, Measurement, and Analysis

In a well-developed decision science, the measures and data are deployed through man-
agement systems, used by leaders who understand the principles, and supported by
professionals who add insight and expertise. In stark contrast, HR data, information,
and measurement face a paradox today. There is increasing sophistication in technology,
data availability, and the capacity to report and disseminate HR information, but invest-
ments in HR data systems, scorecards, and integrated enterprise resource systems fail to
create the strategic insights needed to drive organizational effectiveness. HR measures
exist mostly in areas where the accounting systems require information to control labor
costs or to monitor functional activity. Efficiency gets a lot of attention, but effectiveness
and impact are often unmeasured. In short, many organizations are “hitting a wall” in
HR measurement.

Hitting the “Wall” in HR Measurement®

Type “HR measurement” into a search engine, and you will get more than 900,000 results.
Scorecards, summits, dashboards, data mines, data warehouses, and audits abound. The
array of HR measurement technologies is daunting. The paradox is that even when HR
measurement systems are well implemented, organizations typically hit a “wall.” Despite
ever more comprehensive databases and ever more sophisticated HR data analysis and
reporting, HR measures only rarely drive true strategic change.®

Figure 1-2 shows how, over time, the HR profession has become more elegant and
sophisticated, yet the trend line doesn’t seem to be leading to the desired result. Vic-
tory is typically declared when business leaders are induced or held accountable for HR
measures. HR organizations often point proudly to the fact that bonuses for top leaders
depend in part on the results of an HR “scorecard.” For example, incentive systems might
make bonuses for business-unit managers contingent on reducing turnover, raising aver-
age engagement scores, or placing their employees into the required distribution of
70 percent in the middle, 10 percent at the bottom, and 20 percent in the top.

Yet having business leader incentives based on HR measures is not the same as creating
organization change. To have impact, HR measures must create a true strategic differ-
ence in the organization. Many organizations are frustrated because they seem to be
doing all the measurement things “right,” but there is a large gap between the expecta-
tions for the measurement systems and their true effects. HR measurement systems have
much to learn from measurement systems in more mature professions such as finance
and marketing. In these professions, measures are only one part of the system for creating
organizational change through better decisions.
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Figure 1-2 Hitting the “wall” in HR measurement.

Typically, HR develops measures to justify the investment in the HR function and its
services and activities, or to prove a cause-effect connection between HR programs and
organizational outcomes. Contrast this with financial measurement. Although it is cer-
tainly important to measure how the accounting or finance department operates, the
majority of financial measures are not concerned with how finance and accounting pro-
grams and services are delivered. Financial measures typically focus on the outcomes—
the quality of decisions about financial resources. Most HR measures today focus on
how the HR function is using and deploying its resources and whether those resources
are used efficiently. If the HR organization is ultimately to be accountable for improving
talent decisions throughout the organization, HR professionals must take a broader and
more complete perspective on how measurements can drive strategic change.

Correcting these limitations requires keeping in mind the basic principle expressed at
the beginning of this chapter: Human capital metrics are valuable to the extent that they
improve decisions about talent and how it is organized. That means that we must embed
HR measures within a complete framework for creating organizational change through
enhanced decisions. We describe that framework next.
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The LAMP Framework

We believe that a paradigm extension toward a talent decision science is key to getting
to the other side of the wall. Incremental improvements in the traditional measurement
approaches will not address the challenges. HR measurement can move beyond the wall
using what we call the LAMP model, shown in Figure 1-3. The letters in LAMP stand
for logic, analytics, measures, and process, four critical components of a measurement
system that drives strategic change and organizational effectiveness. Measures represent
only one component of this system. Although they are essential, without the other three
components, the measures and data are destined to remain isolated from the true pur-
pose of HR measurement systems.

Lighting the “LAMP”

“The Right Analytics”
Valid Questions and Results
(Information, Design, Statistics)

Figure 1-3 Lighting the LAMP.

The LAMP metaphor refers to a story that reflects today’s HR measurement dilemma:

One evening while strolling, a man encountered an inebriated person diligently

“The Right Logic” .
Rational Talent HR Metrics and “The Right
Strategy Analytics That Are Mt_aa_sures”
(Competitive A Force For S_uffICIent Data
Advantage, Talent Strategic Change (Tlmely,_ Reliable,
Pivot Points) Available)

“The Right Process”
Effective Knowledge
Management
(Values, Culture, Influence)

searching the sidewalk below a street lamp.

“Did you lose something?” he asked.

“My car keys. I've been looking for them for an hour,” the person replied.

The man quickly scanned the area, spotting nothing. “Are you sure you lost them

here?”
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“No, I lost them in that dark alley over there.”
“If you lost your keys in the dark alley, why don’t you search over there?”
“Because this is where the light is.”

In many ways, talent and organization measurement systems are like the person looking
for the keys where the light is, not where they are most likely to be found. Advancements
in information technology often provide technical capabilities that far surpass the ability
of the decision science and processes to use them properly. So it is not uncommon to find
organizations that have invested significant resources constructing elegant search and
presentation technology around measures of efficiency, or measures that largely emanate
from the accounting system.

The paradox is that genuine insights about human resources often exist in the areas
where there are no standard accounting measures. The significant growth in HR out-
sourcing, where efficiency is often the primary value proposition and IT technology is the
primary tool, has exacerbated these issues.” Even imperfect measures aimed at the right
areas may be more illuminating than very elegant measures aimed in the wrong places.

Returning to our story about the person looking for keys under the street lamp, it’s been
said, “Even a weak penlight in the alley where the keys are is better than a very bright
streetlight where the keys are not.”

Figure 1-3 shows that HR measurement systems are only as valuable as the decisions they
improve and the organizational effectiveness to which they contribute. HR measurement
systems create value as a catalyst for strategic change. Let’s examine how the four compo-
nents of the LAMP framework define a more complete measurement system. We present
the elements in the following order: logic, measures, analytics, and, finally, process.

Logic: What Are the Vital Connections?

Without proper logic, it is impossible to know where to look for insights. The logic ele-
ment of any measurement system provides the “story” behind the connections between
the numbers and the effects and outcomes. In this book, we provide logical models that
help to organize the measurements and show how they inform better decisions.

Most chapters provide “logic models” for this purpose. Examples include the connec-
tions between health/wellness and employee turnover, performance, and absenteeism
in Chapter 5, “Employee Health, Wellness, and Welfare.” In Chapter 4, “The High
Cost of Employee Separations,” on employee turnover, we propose a logic model that
shows how employee turnover is similar to inventory turnover. This simple analogy
shows how to think beyond turnover costs, to consider performance and quality, and to
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optimize employee shortages and surpluses, not just eliminate them. In Chapter 8, “Staft-
ing Utility: The Concept and Its Measurement,” we propose a logic model that shows
how selecting employees is similar to optimizing a supply chain for talent, to help leaders
understand how to optimize all elements of employee acquisition, not simply maximize
the validity of tests or the quality of recruitment sources. In Chapter 9, “The Economic
Value of Job Performance,” we propose a logic model that focuses on where differences
in employee performance are most pivotal, borrowing from the common engineering
idea that improving performance of every product component is not equally valuable.

Another prominent logic model is the “service-value-profit” framework for the
customer-facing process. This framework depicts the connections between HR and man-
agement practices, which affect employee attitudes, engagement, and turnover, which
then affect the experiences of customers, which affect customer-buying behavior, which
affects sales, which affect profits. Perhaps the most well-known application of this frame-
work was Sears, which showed quantitative relationships among these factors and used
them to change the behavior of store managers.®

Missing or faulty logic is often the reason well-meaning HR professionals generate mea-
surement systems that are technically sound but make little sense to those who must use
them. With well-grounded logic, it is much easier to help leaders outside the HR profes-
sion understand and use the measurement systems to enhance their decisions. Moreover,
that logic must be constructed so that it is understandable and credible not only to HR
professionals, but to the leaders they seek to educate and influence. Connecting HR mea-
sures to traditional business models in this way was described as Retooling HR, by John
Boudreau, in his book of that name.’

Measures: Getting the Numbers Right

The measures part of the LAMP model has received the greatest attention in HR. As dis-
cussed in subsequent chapters, virtually every area of HR has many different measures.
Much time and attention is paid to enhancing the quality of HR measures, based on
criteria such as timeliness, completeness, reliability, and consistency. These are certainly
important standards, but lacking a context, they can be pursued well beyond their opti-
mum levels, or they can be applied to areas where they have little consequence.

Consider the measurement of employee turnover. Much debate centers on the appropri-
ate formulas to use in estimating turnover and its costs, or the precision and frequency
with which employee turnover should be calculated. Today’s turnover-reporting systems
can calculate turnover rates for virtually any employee group and business unit. Armed
with such systems, managers “slice and dice” the data in a wide variety of ways (ethnicity,
skills, performance, and so on), with each manager pursuing his or her own pet theory
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about turnover and why it matters. Some might be concerned about losing long-tenure
employees, others might focus on high-performing employees, and still others might
focus on employee turnover where outside demand is greatest. These are all logical ideas,
but they are not universally correct. Whether they are useful depends on the context
and strategic objectives. Lacking such a context, better turnover measures won’t help
improve decisions. That’s why the logic element of the LAMP model must support good
measurement.

Precision is not a panacea. There are many ways to make HR measures more reliable
and precise. Focusing only on measurement quality can produce a brighter light shining
where the keys are not! Measures require investment, which should be directed where
it has the greatest return, not just where improvement is most feasible. Taking another
page from the idea of “retooling HR” to reflect traditional business models, organizations
routinely pay greater attention to the elements of their materials inventory that have the
greatest effect on costs or productivity. Indeed, a well-known principle is the “80-20
rule,” which suggests that 80 percent of the important variation in inventory costs or
quality is often driven by 20 percent of the inventory items. Thus, although organizations
indeed track 100 percent of their inventory items, they measure the vital 20 percent with
greater precision, more frequency, and greater accountability for key decision makers.

Why not approach HR measurement in the same way? Factors such as employee turn-
over, performance, engagement, learning, and absence are not equally important every-
where. That means measurements like these should focus precisely on what matters. If
turnover is a risk due to the loss of key capabilities, turnover rates should be stratified to
distinguish employees with such skills from others. If absence has the most effect in call
centers with tight schedules, this should be very clear in how we measure absenteeism.

Lacking a common logic about how turnover affects business or strategic success, well-
meaning managers draw conclusions that might be misguided or dangerous, such as the
assumption that turnover or engagement have similar effects across all jobs. This is why
every chapter of this book describes HR measures and how to make them more precise
and valid. However, each chapter also embeds them in a logic model that explains how
the measures work together.

Analytics: Finding Answers in the Data

Even a very rigorous logic with good measures can flounder if the analysis is incorrect.
For example, some theories suggest that employees with positive attitudes convey those
attitudes to customers, who, in turn, have more positive experiences and purchase more.
Suppose an organization has data showing that customer attitudes and purchases are
higher in locations with better employee attitudes. This is called a positive correlation

i
Chapter 1 Making HR Measurement Strategic 13



between attitudes and purchases. Organizations have invested significant resources in
improving frontline-employee attitudes based precisely on this sort of correlation. How-
ever, will a decision to improve employee attitudes lead to improved customer purchases?

The problem is that such investments may be misguided. A correlation between employee
attitudes and customer purchases does not prove that the first one causes the second.
Such a correlation also happens when customer attitudes and purchases actually cause
employee attitudes. This can happen because stores with more loyal and committed
customers are more pleasant places to work. The correlation can also result from a third,
unmeasured factor. Perhaps stores in certain locations (such as near a major private
university) attract college-student customers who buy more merchandise or services and
are more enthusiastic and also happen to have access to college-age students that bring a
positive attitude to their work. Store location turns out to cause both store performance
and employee satisfaction. The point is that a high correlation between employee atti-
tudes and customer purchases could be due to any or all of these effects. Sound analytics
can reveal which way the causal arrow actually is pointing.

Analytics is about drawing the right conclusions from data. It includes statistics and
research design, and it then goes beyond them to include skill in identifying and articu-
lating key issues, gathering and using appropriate data within and outside the HR func-
tion, setting the appropriate balance between statistical rigor and practical relevance, and
building analytical competencies throughout the organization. Analytics transforms HR
logic and measures into rigorous, relevant insights.

Analytics often connect the logical framework to the “science” related to talent and
organization, which is an important element of a mature decision science. Frequently,
the most appropriate and advanced analytics are found in scientific studies that are pub-
lished in professional journals. In this book, we draw upon that scientific knowledge to
build the analytical frameworks in each chapter.

Analytical principles span virtually every area of HR measurement. In Chapter 2, we
describe general analytical principles that form the foundation of good measurement.
We also provide a set of economic concepts that form the analytical basis for asking the
right questions to connect organizational phenomena such as employee turnover and
employee quality to business outcomes. In addition to these general frameworks, each
chapter contains analytics relevant specifically to the topic of that chapter.

Advanced analytics are often the domain of specialists in statistics, psychology, econom-
ics, and other disciplines. To augment their own analytical capability, HR organizations
often draw upon experts in these fields, and upon internal analytical groups in areas such
as marketing and consumer research. Although this can be very useful, it is our strong
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belief that familiarity with analytical principles is increasingly essential for all HR profes-
sionals and for those who aspire to use HR data well.

Process: Making Insights Motivating and Actionable

The final element of the LAMP framework is process. Measurement affects decisions
and behaviors, and those occur within a complex web of social structures, knowledge
frameworks, and organizational cultural norms. Therefore, effective measurement sys-
tems must fit within a change-management process that reflects principles of learning
and knowledge transfer. HR measures and the logic that supports them are part of an
influence process.

The initial step in effective measurement is to get managers to accept that HR analysis is
possible and informative. The way to make that happen is not necessarily to present the
most sophisticated analysis. The best approach may be to present relatively simple mea-
sures and analyses that match the mental models that managers already use. Calculating
turnover costs can reveal millions of dollars that can be saved with turnover reductions,
as discussed in Chapter 4. Several leaders outside of HR have told us that a turnover-cost
analysis was the first time they realized that talent and organization decisions had tan-
gible effects on the economic and accounting processes they were familiar with.

Of course, measuring only the cost of turnover is insufficient for good decision making.
For example, overzealous attempts to cut turnover costs can compromise candidate
quality in ways that far outweigh the cost savings. Managers can reduce the number of
candidates who must be interviewed by lowering their selection standards. The lower
the standards, the more candidates will “pass” the interview, so fewer interviews must be
conducted to fill a certain number of vacancies. Lowering standards can create problems
that far outweigh the cost savings from doing fewer interviews! Still, the process element
of the LAMP framework reminds us that often best way to start a change process may be
first to assess turnover costs, to create initial awareness that the same analytical logic used
for financial, technological, and marketing investments can apply to human resources.
Then the door is open to more sophisticated analyses beyond the costs. Once leaders buy
into the idea that human capital decisions have tangible monetary effects, they may be
more receptive to greater sophistication, such as considering employee turnover in the
same framework as inventory turnover.

Education is also a core element of any change process. The return on investment (ROI)
formula from finance is actually a potent tool for educating leaders in the key compo-
nents of financial decisions. It helps leaders quickly incorporate risk, return, and cost in
a simple logical model. In the same way, we believe that HR measurements increasingly
will be used to educate constituents and will become embedded within the organization’s
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learning and knowledge frameworks. For example, Valero Energy tracked the perfor-
mance of both internal and external sources of applicants on factors such as cost, time,
quality, efficiency, and dependability. It provided this information to hiring managers
and used it to establish an agreement about what managers were willing to invest to
receive a certain level of service from internal or external recruiters. Hiring managers
learned about the tradeoffs between investments in recruiting and its performance.' We
will return to this idea in Chapters 8, 9, and 10.

In the chapters that follow, we suggest where the HR measures we describe can con-
nect to existing organizational frameworks and systems that offer the opportunity to
get attention and to enhance decisions. For example, organizational budgeting systems
reflect escalating health-care costs. The cost measures discussed in Chapter 5, offer added
insight and precision for such discussions. By embedding these basic ideas and measures
into the existing health-care cost discussion, HR leaders can gain the needed credibility
to extend the discussion to include the logical connections between employee health and
other outcomes, such as learning, performance, and profits. What began as a budget
exercise becomes a more nuanced discussion about the optimal investments in employee
health and how those investments pay off.

As another example, leaders routinely assess performance and set goals for their subor-
dinates. Measuring the value of enhanced performance can make those decisions more
precise, focusing investments on the pivot points where performance makes the biggest
difference. Chapter 9 describes methods and logic for measuring the monetary impact
of improved performance.

You will see the LAMP framework emerge in many of the chapters in this book, to help
you organize not only the measures, but also your approach to making those measures
matter.

Conclusion

HR measures must improve important decisions about talent and how it is organized.
This chapter has shown how this simple premise leads to a very different approach to
HR measurement than is typically followed today, and how it produces several decision-
science-based frameworks to help guide HR measurement activities toward greater stra-
tegic impact. We have introduced not only the general principle that decision-based
measurement is vital to strategic impact, but also the LAMP framework, as a useful logi-
cal system for understanding how measurements drive decisions, organization effective-
ness, and strategic success. LAMP also provides a diagnostic framework that can be used
to examine existing measurement systems for their potential to create these results. We
return to the LAMP framework frequently in this book.
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We also return frequently to the ideas of measuring efficiency, effectiveness, and impact,
the three anchor points of the talentship decision framework of Boudreau and Ramstad.
Throughout the book, you will see the power and effectiveness of measures in each of
these areas, but also the importance of avoiding becoming fixated on any one of them.
As in the well-developed disciplines of finance and marketing, it is important to focus on
synergy between the different elements of the measurement and decision frameworks,
not to fixate exclusively on any single component of them.

We show how to think of your HR measurement systems as teaching rather than telling.
We also describe the opportunities you will have to take discussions that might nor-
mally be driven exclusively by accounting logic and HR cost cutting, and elevate them
with more complete frameworks that are better grounded in the science behind human
behavior at work. The challenge will be to embed those frameworks in the key decision
processes that already exist in organizations.

Software to Accompany Chapters 3-11

To enhance the accuracy of calculations for the exercises that appear at the end of each
chapter and make them easier to use, we have developed web-based software to accom-
pany material in Chapters 3—11. The software covers the following topics:

» Employee absenteeism

= Turnover

m Health and welfare

m Attitudes and engagement

m Work-life issues

m External employee sourcing

m The economic value of job performance
m Payoffs from selection

m Payoffs from training (HR development)

Developed with support from the Society for Human Resource Management (SHRM),
you can access this software from the SHRM website (http://hrcosting.com/hr/) any-
where in the world, regardless of whether you are a member of SHRM. Of particular note
to multinational enterprises, the calculations can be performed using any currency, and
currency conversions are accomplished easily. You can save, print, or download your
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calculations and carry forward all existing data to subsequent sessions. Our hope is that,

by reducing the effort necessary to perform the actual calculation of measures, readers

will spend more time focusing on the logic, analytics, and processes necessary to improve
strategic decisions about talent.
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