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Preface 

FOCUS OF THE BOOK 

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 t o  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 t o  the field. 

1 have been fortunate to  tackle HR measurement and evaluiition from several 
perspectives. First and most importantly, as a human resource executive for many 
years, 1 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 
i n  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, I 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 O F  MEASURING THE 

CONTRl BUTION 

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

H Growing budgets that make human resources the greatest single expenditure 

H The consequences of improper and ineffective human resource practices. 
The vast potential for using human resources to enhance productivity, 
improve quality, spur innovation, contain costs, and satisfy customers. 

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

in most organizations. 

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-bottorn- 
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. I t  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, i t  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 O F  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. 

Pdfl 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. I t  discusses a variety of fundamen- 



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 i t  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) i s  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 measured and highlights five 
important measures that collectively should determine much o f  ihe 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 10-1 2 )  explores data analysis and presentation of results. 
Chapter Ten reports on human resources costs and shows the various ways i n  
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 I2 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 i n  the chapters. Overall, each chapter is self-contained, although some 
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chapters build on information presented earlier. I t  is not necessary to read the book 
in  sequence. The reader may absorb only the chapters of particular interest. 

WHAT T H I S  B O O K  W I L L  D O  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: 

W Assess the current status of measuring the HR contribution in the organization 
W Explain the importance of and necessity for measuring the contribution 
W Identify the various approaches that can be used to measure the contribution 
W Develop programs with an emphasis on accountability 
W Establish a results-based approach when implementing HR programs 
W Design data collection instruments and techniques for measurement and 

W Improve management commitment and support for the HR function 
W Build partnership relationships with key managers 
W Select the optimum evaluation strategy for the organization 
W Determine the costs of HR programs 
W Isolate the effects of HR programs from other variables 
W Convert HR program data to monetary values 
W Calculate the return on investment in  HR programs 
W Communicate the results of HR programs 

evaluation 

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 I 
General Framework for Evaluation 

C H A P T E R  O N E  

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 H R  executives recognized the 
change and stepped up to the challenge. A panel of top-level Human Resources 
executives recently assembled by Personnel Jourtwl agreed that “HR is moving 
away from the transactional, paper-pushing, hiring/tlring support function i t  has 
been and is becoming a bottom-line business decision maker.”l 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 Novel1 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 accomplishinents in business language. The H R  function must perform 
i n  a measurable and accountable way for the business to reach its objectives.” 



2 H U M A N  R E S O U R C E  CONTRIBUTION 

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 “rea1”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 Motorb, 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 pr~fitable.~ 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- 
cession, 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 CPI 
corollary is that when something is measured, i t  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 i t  
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 i n  an employee 
for the total 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.x 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. i t  
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- 
sions on human resources issues. Improper decisions, based on subjective data, 
can result i n  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 i n  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 Srreef 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 H R  department to monitor and improve its contribution 
to organizational performance. 

Increased Importance of the HR Function 

The importance of the H R  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 H R  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. Inc. magazine’s list of the best small 
companies to work for i n  America, and other publications such as The 100 Besf 
Companies to Workfor in America. Iz 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- Joiws, 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 H R  is recognized in many ways. Probably no recognition 
has been more meaningful than the awards given by Peranrinel Journd, a practi- 
tioner publication serving the human resources field. The Optimas awards, with 
ten categories, were created in 1991 to recognize the importance of H R  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.I4 I t  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 similar to those used i n  the cor- 

TABLE 1 - 1  

PERSONNEL JOURNAL OPTIMAS AWARD 

A W A R D  C A T E G O R Y  1995 WINNER B A S I S  F O R  A W A R D  

General Excellence City of Hampton, Virginia A public deployment of 

Competitive Advantage Mirage Resorts, Inc. 

Financial Impact Springfield Remanufac- 
turing Corp. 

Global Outlook Colgate-Palmolive Co. 

Innovation Hotel del Coronado 
San Diego, CA 

Managing Change The Seattle Times Co. 

Partnership Intel Corp. 

Quality of Life Calvert Group 

corporate tactics 
Selective staffing and 
commitment to training 
gives Mirage Resorts a 
competitive edge 
Springfield Remanufactur- 
ing turns financial training 
into a game and workers 
into entrepreneurs 
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 Serittle Times current 
with its community 
Intel teaches an Arizona 
school quality manage- 
ment principles in 
exchange for educational 
involvement 
Benefits programs at this 
investment firm address 
social responsibility ;IS 

well as individual needs 
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TABLE 1 - 1  (CONTINUED) 

P E R S O N N E L  J O U R N A L  O P T I M A S  AWARD 
~~ ~ 

A W A R D  CATEGORY 1995 W I N N E R  BASIS FOR AWARD 

Service 

Vision 

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

Minnesota Mining and A decade-old strategy has 
Manufacturing Co. (3M) helped 3M prevent down- 

sizing while continuing to 
recruit new talent 

Source: Halcmw, A. “Oprimas Awards Recognize Triumphs in HR, Personnel Journal, Januan 
1995. pp. 6640. 

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 in~olved . ’~  

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.16 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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FIGURE 1 - 1 .  COMPETENCIES O F  H R  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- 
nu/ 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.Ix 

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 
field. 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 se le~t ion . '~  

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.22 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.23 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 I00 rapid growth companies.2s 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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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.”2h 

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 H R  ON FINANCIAL PERFORMANCE 

COMPANIES C O M  PAN I ES 

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 $1 26, I00 $169,900 
Income Per Employee $1,900 $5,700 

stronger stock market performance, and higher stock values. As the table shows. 
significant gains i n  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 difficult to evaluate, such 
as diversity training, are now being linked to organizational success.2x 

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.’y The program’s response increased 
by 25 percent with the new online process. and actual savings realized by IBM 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- 
ne/ Jourriul 100.3’ 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 H R  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.”7’ 

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.33 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 i t  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 in~olvement .~~ 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: 

I .  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.36 
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, i t  would be perceived as just another flavor of the month. 
Instead, line managers and vice presidents carried the quality torch. I t  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 rec~gnition.~’ 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.3x 

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.39 The Wull 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.40 

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

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



16 HUMAN R E S O U R C E  CONTRIBUTION 

Improvement in Productivity 

During the decade of the 198Os, 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 emphasizin, 0 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 o f  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 prohlems. the harriers t o  
improvements in productivity. and the elements nece ry for a successful pro- 
ductivity improvement program. At the top of almost any HR practitioner's list o f  
critical issues are those relating to competitiveness or productivity." 

The types of productivity improvement prograins 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 off 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. I t  
appears that productivity improvements can be linked to almost any organiza- 
tional variable.?j Productivity improvement programs have spread through dl 
types of settings including nonprofit and government organizations. One report 
shows that the productivity growth rate of the federal government i s  slightly 
ahead of the private sector.4' 

The important aspect about productivity is that. before i t  can be effectively 
improved. i t  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 il baseline period, the HR manager must compare the current year figures 
with those of the previous years.4s 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 leisure time. Many firms, however, proudly point to their pro- 
ductivity increases and claim that increases are due to employees working 
smarter, not harder.4h 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 i n  the press. Consider an 
IMPROSHARE plan for example in which workers are essentially paid bonuses 
equal to X of any increase in  productivity. A study of its use in manufacturing firms 
found that defect and downtime rates fell 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 IS percent by the third year. By 
comparison, productivity increased by only 2 percent, on average, in  these manu- 
facturing sectors as a who1e.j’ 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:oO to 5:OO 
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 H the employees 
chose new starting times or compressed work weeks, while continuing to cover the 
work. Absences fell by %, 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 nontraditional arrangements work.4x 

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 i t  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 i t  
is tied to business success, i t  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 I ) human resources management i s  
fully integrated with the strategy and the strategic needs of the firm, 2 )  H R  
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 w0rk.l’’ 

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.s0 I t  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.s’ As shown in Table 1-3. there are several benefits of 
integrating human resource planning with strategic planning. making i t  inipera- 
tive for this integration to be regularly pursued.5’ This issue is so important that 
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TABLE 1-3 

STRATEGIC PLANNING 

BENEFITS O F  I N T E G R A T I N G  H U M A N  R E S O U R C E  P L A N N I N G  W I T H  

I .  Generates inore diversc solutions to complex org"iiizntioiia1 problems. 
2 .  Ensures cons i de r;i t i on o f h u ma ii re sources i n organ i mt i oiia I g oa I - se t t i ng 

3. Ensurcs consideration of human resources in ;issessiiient of' the organization's 

4. Reciprocal integration prevents strategy formulation based on personnel 

5. Facilitates concurrent consideration of strategic plans and managerial 

6. Ensures that a comprehensive measurement system is i n  place. 

processes. 

abilities to accomplish goals and implement strutcgies. 

rigidi ties/prcferences. 

succession. 

some experts have suggested that the hunian resource manager be labeled Direc- 
tor of People Strategy.s3 

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 i n  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 H R  information systems. These advances 
allowed H R  managers in ;dl types and sizes of organizations to tap the capabili- 
ties ofcomputers. I t  is now possible to automate the H R  function with a complete 
inforniation system for under $ 10.000. Powerful microcomputers are changing 
the way managers and professionals work. In the early 1980s. there were o n l y  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.53 

The vast capability of systems allows greater amounts of data to be analyzed. 
monitored. and reported, and ultiinately leads to more accurate nieasurcs of per- 
formance at the organization, division. and department level. I t  is not uncommon 
for typical data elements in a human resources information system (HRIS) to 
include I SO 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.55 

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, i t  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. 

I t  would be impossible to think of administering benefit and compensation pro- 
grams without HRIS. I t  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.s6 

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 ~rganization.’~ 

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 HK 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.sx 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: 

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. 
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 i t  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. 
The HR staff must improve techniques and processes in order to mea- 
sure the effectiveness of the function. This important challenge i s  rela- 
tively new to the field. For too many years the cost of human resources has 
been recognized and not challenged. 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 i s  established and to focus i ts  effort on a manageable 
number of prograins 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 mans that there i s  
a systematic review and adjustment of programs. If one i s  no longer needed, or  if 
i t  i s  not making a contribution, then i t  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 
P A R A D l G M  S H I F T S  NECESSARY FOR A RESULTS-BASED APPROACH 

TRADITIONAL APPROACH R ES u LTS-8 ASED 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 staff lack knowledge of finance 
and business concem. 

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 concem. 

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 results-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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C O N C L U S I O N :  P A Y O F F  O F  M E A S U R I N G  

T H E  H R  C O N T R I B U T J O N  

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 e~aluation.~’ These payoffs are as follows: 

Evaluation makes good economic sense. Every HR program should pro- 
vide an appropriate return on the investment. I t  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. 
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. 
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. 
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. 
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. 
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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sonnl satisfaction. but i t  can increase the influence and respect enjoyed by the 
H R  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 payoffs 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 t o  disappointment and frustration. 

A SELF-ASSESSMENT TOOL 

Evaluating the HR function and specific HR program involves more than 
developing performance measures and administering evaluation instruments. I t  is 
a results-based philosophy that the organization must adopt at all 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 1-5 has been developed to assess the current sta- 
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TABLE 1 - 5  

H O W  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 I for scores. 

I .  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 function. 

2 .  Major organizational decisions are: 
A. Usually made with input from the H R  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 froin participants and users. 
C. Improvements in productivity, cost savings, quality, etc. 

( l ~ l > I I I I t I I I ' ~ d  I l l 1  t l l ' V 1  pll,qc') 
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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 
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. 

uation are: 
A. Never implemented. 
B. Regularly implemented. 
C. Occasionally implemented. 

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

6. The costs of specific HR programs are: 
A. Estimated when the programs are implemented. 
B. Never calculated. 
C. Continuously monitored. 

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

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

8. Cosribenefit comparisons of HR programs are: 
A. Never developed. 
B. Occasionally developed. 
C. Frequently developed. 

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. 

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. 

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

1 0 .  The cost of current or proposed employee benefits are: 
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TABLE 1-5 CONTINUED 
HOW RESULTS-BASED ARE YOUR HUMAN RESOURCES PROGRAMS? 

A QUICK CHECK FOR THE HUMAN RESOURCES MANAGER 

I I .  The chief executive officer (CEO) 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. 

A. Reports directly to the CEO. 
B. Is more than two levels removed from the CEO. 
C. Is two levels below the CEO. 

12. On the organizational chart, the top HR manager: 

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. 

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. 

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

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. 



28 HUMAN RESOURCE CONTRIBUTION 

TABLE 1-5 CONTINUED 
H O W  RESULTS-BASED ARE YOUR HUMAN RESOURCES PROGRAMS? 

A QUICK CHECK FOR THE H U M A N  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. 
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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. I t  
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 fo r  the function. Responses should be 
candid and anonymous. After responding t o  all statements. the instrument should 
be scored using the guidelines provided i n  Appendix I .  The rationale for deter- 
mining the correct responses is brietly 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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