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“A simple question of value - 

(or why the ‘HR Scorecard’ is a NASA ballpoint pen)”

by Paul Kearns, Senior Partner, Personnel Works

The NASA ballpoint, the Russian pencil and the HR Scorecard

When Edward De Bono wants to illustrate the simplicity and power of lateral thinking he often uses a story about NASA engineers trying to solve the problem of developing a space-age ballpoint pen, with which their astronauts could write upside down in a weightless environment.  To this end they spent millions of dollars designing a pen powered by a tiny gas canister.  The Russians solved the same problem by giving their astronauts a pencil.

“The HR Scorecard” (Becker, Huselid and Ulrich, Harvard Business School Press, 2001) is in serious danger of inflicting a similar ‘ballpoint pen’ on the HR profession with what can only be described as an extremely complicated solution to a relatively simple problem.  But what ‘problem’ exactly are they trying to resolve?  They are attempting to answer “the question of how best to integrate HR’s role into a firm’s measurement of business performance.”  Unfortunately, the case study material they provide is, at times, unintelligible to anyone without a degree in astro-HR and ultimately unconvincing.  If such a sophisticated approach fails to provide any clear cut answers then what have we got to lose by resorting to the use of a ‘pencil’?

Maybe an even more pertinent question though is how on earth did HR get into this situation in the first place?

Where did the idea of scorecards come from?

To understand why anyone would want to develop an HR scorecard we need first to understand the history and development of the concept of the balanced business scorecard - the most famous version of which was that developed by Kaplan and Norton (“The Balanced Scorecard - Translating Strategy into Action”, Harvard Business School Press, 1996).

It all started when large, command-and-control type organisations, seeking to maximise shareholder value, began to recognise that sustainable, continuous improvement could not be achieved through conventional performance target setting and historical, financial management reporting. In fact, setting individual targets often led to conflicting management behaviour with the VP-Sales aiming to hit sales targets at any cost, while the cost-focused VP - Operations was desperately trying to keep costs down.  Meanwhile the VP-Customer service was picking up the pieces dealing with complaints that were not of their own doing. Hardly a recipe for value maximisation.

The goal of lean, flexible, seamless, customer-focused organisations is to make sure every part of the organisation is pulling together, in the same direction.  So, following the fundamental law of organisational life that ‘what gets measured gets done’ it soon became apparent that if management boards want departments to work together then they had better put in place a measurement system that encouraged them to do so. 

Cutting a very long story short this led people like Kaplan and Norton to the idea of a ‘scorecard’ where the organisation did not design competing and conflicting internal measures but a range of measures which should work in harmony to produce maximum value.  In very simple terms, they suggested that in order to get it all right organisations had to view performance measurement from 4 key perspectives, which would be in ‘balance’ with each other.  These perspectives are financial measures, customer satisfaction, internal efficiency and effectiveness (processes) and learning/innovation (i.e. HR and people related issues).

The balanced business scorecard was a serious and mature attempt to address many organisational issues and in the right circumstances it works well. So how might it go wrong?

So what’s wrong with the balanced scorecard?  The people perspective.

I think Kaplan and Norton genuinely, strenuously, tried to acknowledge fully the importance of the ‘people dimension’ but their learning/innovation perspective seems to me to miss the point.  The human element cannot be separated out into one perspective because it permeates every perspective.  I would go even further in suggesting that the concept of ‘balance’ is a limited concept and should be replaced by one of a ‘holistic’ approach to maximising organisational performance through people.  A ‘balanced diet’ might mean a healthy diet but the ‘whole’ body needs exercise, intellectual stimulus, spiritual wellbeing and on occasions the right medicine if it is to aim at being a perfect picture of health.

I am not saying that Kaplan and Norton are unaware of this.  What I am saying is that their scorecard methodology does not actually, effectively resolve the very critical issue that they, themselves, have identified.  In their own words they admit that “one of the most important goals for adopting the scorecard measurement...is to promote the growth of individual and organisational capabilities”.  That is easy to say and very difficult to achieve.  The idea that measuring the ‘people perspective’ will balance with all of their other measures is denying the inherently inseparable, holistic nature of organisations that are, first and foremost, human organisms.

The problems really begin though when organisations, that are trying to use the scorecard approach, start looking for ‘people perspective’ measures.  It is because the measures they have been using in this area have been simplistic and ineffective that a need appeared for another scorecard to plug the gap.  Enter the HR scorecard.

HR measurement and the HR scorecard

Now, behind this simple logic lies another, not-very-well-hidden, agenda - the credibility and worth of HR itself (the function, system, department, architecture, strategy - call it what you will).  It is no secret that HR is a beleaguered profession and so the HR scorecard is not just about getting HR integrated with the business - it is as much, if not more, to do with proving the worth of HR to the business.

So while the new scorecard ideas were evolving many HR teams were expending a great deal of time and effort trying to measure their worth.  Whether by accident or design this led them to collect enormous amounts of data which then had to be analysed and benchmarked (see “There is ‘HR measurement’ and then there is HR measurement” also by Paul Kearns in HR.com archive). 

Now, as someone who has spent the last 10 years of his professional career as an HR measurement consultant I have to admit that I have never found it too difficult to quickly gauge the worth of HR functions and it has very little to do with measuring or scorecards.  I prefer a much simpler method called ‘added value’.

Ask anyone working in HR whether they add any value and, if so, how and how much and you will rarely, if ever receive a clear-cut answer.  They will talk in terms of ‘changing culture’, ‘devising strategies’, making their organisation ‘more flexible’, ‘developing human capital’ but this will never be expressed in added value terms.  For me, this is an immediate and clear indication that their ‘HR strategy’ is not aligned with their business strategy.  

If a key objective in a particular organisation’s current business strategy is to achieve an increase in market share, then ‘strategically-aligned HR people’ should be able to articulate, absolutely clearly, what they are doing to help increase market share.  There should be a demonstrable connection, a clear line of sight.  “Changing the culture to become customer focused” does not satisfy any of these criteria and any HR activity in ‘culture change’ is very likely to be unfocused and therefore ineffective.

Instead of asking the added value question to check HR’s alignment you could, of course, choose to use the HR scorecard’s “Systems Alignment Map” (SAM) but would the answer it produced be any clearer or more convincing? An increase in market share means higher sales, but only profitable higher sales will add value.  If the SAM does not show the connection between HR activity and this result then it is meaningless. 

Behind this specific example though is a really fundamental management question.  Do complex organisational issues require complex or simple solutions?

Added value is a very simple but powerful concept - and always has a $ sign

One omission in “The HR Scorecard” is a definition of added value (if you don’t know what it is how can you add it?).  I can find “multiple regression analyses” and even a “strategy map ... to define the value creation process” but I cannot find a simple definition of what added value looks like in terms that any employee might understand.  So I had better offer my definition of what added value is.
Take any manufacturing business as an example.  Let us describe its current ‘value’ as 1,000,000 products a year, produced at an average cost of $10 per product and sold for $15, resulting in a gross profit of $5,000,000.  We will assume that customers choose to buy this particular product because they perceive the quality of it to be worth $15.  So how can anyone add value to this business and how much value might they add?

Well, they could increase productivity by 10% resulting in 1,100,000 products being produced.  If all of these extra products were sold at $15 the net added value would be an increase in profit to $6,500,000.  That assumes that costs do not increase.  If average costs increased by 20% there would actually be a loss of value to the tune of $1,700,000 even though the company would still be making a profit of $3,300,000.  By the way, if you think this is a purely theoretical argument just ask Boeing how much money they lost (and in their case it was a loss!) as a result of increasing their order book significantly a couple of years ago.

We could do a few more simple, ‘added value’ calculations on the effect of an increase in price or even improving the quality of the product, which results in an increase in customer demand.  However, there are a few un-arguable, fundamental truths about added value that need to be pointed out: -

-
added value can only be achieved in any organisation (and that includes public and not-for-profit sector organisations) by increasing its output, reducing the cost of output or increasing prices (Note. I would normally also include improving, measurably, the quality of the product or service but only if this, in turn, leads to improvements in quantity, cost or price).

-
added value is holistic both in concept and reality - any change in any of the variables of output, cost, price and quality cannot be viewed in isolation, they are all totally inter-connected and a change in one is likely to impact on another (e.g. efforts to drive down costs may adversely affect quality and result in lower sales - a loss of value)

-
added value always has a $ sign attached.  There is no such thing as an ‘intangible’ when we are discussing added value.  Statements that HR is improving ‘employee creativity and innovation’ is meaningless unless it results in an overall improvement in measurable added value, either now or in the medium to long term.  Take a creative business like advertising and ask the question which is the ‘highest value’ advertising agency? The one with the most creative people or the one with the highest billings and profit?

So who needs an HR Scorecard when you can have an added value pencil?

Maybe the original ‘problem’ should be re-stated - a problem well defined is a problem half-solved.  Let us look at the logic of why anyone would want or need an ‘HR Scorecard’.  The only reason that firms measure performance is in order to manage performance.  They want to manage performance to maximise performance and shareholder value.  Hence, performance measurement should lead to maximum value.  

It is now widely accepted, however, that the biggest potential contribution to firm performance is how you manage the potential of your people.  So, if you cannot measure the ‘people’ contribution then you cannot maximise value.  But much more importantly, from the employee’s perspective, if they cannot measure their own contribution how will they know when they are adding value or not.

One of my favourite (if slightly sadistic) MBWA (management by walking around) techniques is to walk into any office (it works particularly well in IT departments) and, after a few of the normal pleasantries, ask an individual whether the work they are currently engaged in is adding any value.

After the puzzled expression on their face turns to apprehension I suggest that I can make the question much simpler for them if they like by asking specifically whether they can make any connection between what they are doing and whether it is helping the organisation to: -

-
produce or sell more of its products/services?

-
reduce the cost of those products/services?

-
achieve higher prices for its products/services?

-
or perhaps improve the quality of its products/services? 

We do not need to explore here what range of responses I usually get to these questions (although I have to say it is an extremely wide range).  What we need to consider is this: -

-
if any employee cannot make a clear connection between their activity and added value what chance has a balanced scorecard approach got of helping them to add more value?

and

-
if HR are not asking themselves and employees these questions then what chance has HR got of measuring its own added value through improved employee performance?

HR teams can choose whether to use the ‘NASA’ HR scorecard or the added value pencil but I know which one has more chance of being understood and used effectively by most employees in their work. 

Paul Kearns is Senior Partner at UK based HR measurement consultancy Personnel Works.  Some of the ideas expressed in this article are explored more fully in two of his titles "The Bottom Line HR Function" (www.chandospublishing.com/Kearns.html) and "Measuring and Managing Employee Performance" (Financial Times/Prentice Hall - www.briefingzone.com) He can be contacted at personnelworks@cableinet.co.uk
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