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			Book Presentation
The HR Scorecard by Brian Becker, Mark Huselid, Dave Ulrich1

			Book Abstract

			About the Author

			Important Note About This Ebook

			Summary of The HR Scorecard (Brian Becker, Mark Huselid, Dave Ulrich)4

			1. Clarify and articulate the business strategy

			2. Develop the business case for HR as a strategic asset

			3. Create a strategy map for the firm

			4. Identify HR deliverables within the strategy map

			5. Align the HR architecture with HR deliverables

			6. Design the HR strategic measurement system

			7. Execute management by measurement

		

		
			Book Presentation
The HR Scorecard by Brian Becker, Mark Huselid, Dave Ulrich

			Book Abstract

			Main idea

			The HR (human resources) scorecard matches business strategy against HR deliverables and objectives to provide a statistical basis by which HR efficiency and contribution to strategy implementation can be measured.

			As such, the HR scorecard is a management tool which allows a business to:

			
					Manage HR as a strategic asset and a source of competitive advantage.

					Quantitatively demonstrate HR’s contribution to the firm’s financial results and bottom-line profitability.

					Create and measure the degree of alignment between the strategy of the business and its HR architecture.

			

			When used effectively, HR scorecards link the things people do with the strategy of the company. The HR scorecard also allows a HR architecture to evolve which is measurement managed and systematic. And the HR scorecard allows the human resource function to fill a strategic role in the business – participating fully in the balanced goals of cutting costs and creating added value.

			In total, the HR scorecard makes it possible for HR to enhance its role as a strategic business asset.

			About the Author

			BRIAN BECKER is Professor of Human Resources and Chairman of the Department of Organization and Human Resources in the School of Management at the State University of New York at Buffalo. He specializes in the relationships between human resources systems, strategy implementation and firm performance.

			MARK HUSELID is Associate Professor of HR Strategy in the School of Management and Labor Relations at Rutgers University. He specializes in the linkages between human resources management, corporate strategy and firm performance. Professor Huselid also serves as Editor of the Human Resources Management Journal.

			DAVE ULRICH is Professor of Business at the University of Michigan. He specializes in building leadership brand, creating organizational capabilities, developing a shared mind-set and shaping the HR agenda.

			Important Note About This Ebook

			This is a summary and not a critique or a review of the book. It does not offer judgment or opinion on the content of the book. This summary may not be organized chapter-wise but is an overview of the main ideas, viewpoints and arguments from the book as a whole. This means that the organization of this summary is not a representation of the book.

			Summary of The HR Scorecard (Brian Becker, Mark Huselid, Dave Ulrich)

			1. Clarify and articulate the business strategy

			Main Idea

			Until a firm clarifies its business strategy precisely and in a way that employees understand, it will be impossible to measure how successful the organization is. Therefore, before focusing on implementing the strategy of the business, there must be the capacity to definitively state the preferred business strategy clearly, concisely and free of ambiguities.

			Supporting Ideas

			The HR role within a firm has evolved over the past century quite dramatically:

			
					The traditional perspective was to view HR as being purely administrative – administering benefits and payroll.

					In the 1990s, HR started to be seen as a strategic asset from several perspectives:	Personnel – Hiring and developing exceptional employees.

	Compensation – Rewards for exceptional performers.

	Alignment – Executing whatever management wants.

	High-performance – Using HR to achieve greatness.




					In the emerging digital business era, the emergence of a new paradigm wherein wealth is created from intangible assets is beginning. This new paradigm suggests HR has a direct impact on business performance since the HR architecture influences how effectively a business can execute its preferred business strategy.

			

			Overall, the focus of HR is now squarely on how people create value within the firm, and the metrics by which the creation of value can be measured and ultimately optimized. And to measure that, a HR architecture is required.

			A firm’s HR architecture has three components or dimensions:

			[image: ]

			
					The HR FunctionHistorically, HR managers focused on the delivery of services such as recruiting, compensation and benefits. Today’s HR managers tend to be more interested in finding ways to deliver HR services that directly support the designated strategy of the business. HR managers are acquiring the competencies required to provide strategic human resources management services.


					The HR Management SystemThis system attempts to maximize the overall quality of the organization’s human capital by putting in place and supporting policies and practices which:
	Create links between promotions and competencies.

	Provide skills training.

	Attract and retain high performers.




					Strategic Employee BehaviorsAll the employee actions which are productive in implementing the firm’s preferred strategy are strategic employee behaviors. Therefore, this area will incorporate behaviors that flow from core competencies as well as situation-specific behaviors required at key points in the value chain. HR focuses on motivating the appropriate behaviors.


			

			So how can HR measure its contribution to the success of the firm in terms that general and line managers will understand and relate to?

			To demonstrate and quantify HR’s contribution:

			
					HR needs to show it is helping control costs by driving out inefficiencies in the HR function.

					HR needs to show it is creating value at all points of intersection between parts of the HR architecture and the strategy implementation process.

					HR’s conventional metrics (hours of training, time to fill a position, turnover rates) need to be replaced by new metrics which are part of the value creating process itself.

					HR practitioners must restructure their role using new tools so the way they add value is derived from a few key measures that can be tracked rather than a broad basket of intangible measures which are impossible to understand.

			

			And therefore, the first step in developing better ways to position HR as a strategic asset of the firm is to clearly understand what the strategy of the business is. Without that, any HR scorecard will have nothing to aim for.

			Key Thoughts

			“A direct link between human capital and corporate financial results is not readily apparent in traditional accounting practices. Right now, we are only beginning to understand the potential for this tool, but it’s the measurement process that’s important. Once we are able to measure intangible assets more accurately, I think investors and finance professionals will begin to look at human capital metrics as another indicator of a company’s value.”

			– Lawrence Whitman, deputy CFO, GTE

			“When it comes to specific measures concerning HR and people-related issues, companies have devoted virtually no effort to measuring either outcomes or the drivers of these capabilities. This gap is disappointing, since one of the most important goals for adopting the scorecard measurement and management framework is to promote the growth of individual and organizational capabilities. This reflects the limited progress that most organizations have made linking employees and organizational alignment with their strategic objectives.”

			– Robert Kaplan and David Norton, authors, The Balanced Scorecard

			“Clearly, designing any new measurement system for intangible assets isn’t easy – if it were, most companies would have already done it. Embracing this challenge takes time and a lot of careful thought. Real innovation comes only when people work together on the most pressing challenges of the workplace.”

			– Brian Becker, Mark Huselid and Dave Ulrich

			“While much of the work of an HR scorecard is technical, the delivery of the scorecard is personal. It requires that HR professionals desire to make a difference, align their work to business strategy, apply the science of research to the art of HR and commit to learning from constant experimentation. When you create the HR scorecard, using the approach we describe, you are actually linking HR to firm performance. But you will also develop a new perspective of your HR function, practices and professional development. In measurement terms, the benefits will far outweigh the costs.”

			– Brian Becker, Mark Huselid and Dave Ulrich

			2. Develop the business case for HR as a strategic asset

			Main Idea

			Once a firm has clarified its strategy, HR professionals need to be able to build a compelling business case for why and how HR can support that strategy. The overriding theme of this business case should be implementation of the firm’s strategy, and HR’s contribution to implementation through:

			
					Creating value with good HR alignment.

					Controlling costs, thereby enhancing operational efficiency.

			

			Supporting Ideas

			More often than not, the real challenge in building HR’s business case is identifying viable measures of HR performance. Until HR legitimately can show how it contributes to the firm’s financial success, it will always be in danger of being labeled a cost-center rather than a strategic resource.

			So what are the characteristics of good HR measures?

			
					Good measures capture both the amount of something and the cause.

					Good measures have context – they provide benchmarks for comparison.

					Good measures are unambiguous – they don’t use language which can be interpreted several different ways.

					Good measures are simple – they avoid blurring the picture with unrelated information.

					Good measures contribute in meaningful ways to overall performance evaluation. They are the metrics that matter and can be acted upon.

			

			Developing measures which accurately capture the results of HR functions is especially difficult since the results of many HR initiatives are often not realized for several years and even then they may result only in improvements in other drivers of performance rather than direct bottom-line numbers. Despite those challenges, however, the opportunity to develop a sound business case will rely on an ability to quantify causation and flow-on effects of HR actions.

			A good HR business case will typically include:

			
					Measures which quantify HR’s contribution to as many of the firm’s strategic performance drivers as possible.

					Causal inferences and linkages – for example, the fact that a 20-percent increase in competency A generated an extra $300 per employee per week in increased cross-selling business.

					Multi-level business analyses – which evaluate HR’s contribution from the enterprise, divisional, team and employee perspectives.

					A distinction between lagging variables (like customer satisfaction) and leading variables (such as HR).

					New measures which are developed from the top-down rather than bottom-up. The usual approach to building a business case is bottom-up – take whatever HR measures currently exist and do the best that’s possible. A better approach is top-down – understand the firm’s overall value creation processes and construct new measures which directly relate to the preferred strategy.

			

			Keep in mind the HR business case usually won’t represent a magic bullet – something that will immediately send the stock price soaring into the stratosphere. More likely, the gains which will be generated by changes in the HR architecture will take time, insight and considerable effort to achieve. Fortunately, however, this also makes it more difficult for HR architectures to be easily duplicated.

			When developing the HR business case, the emphasis should be more on strategy implementation and less on strategy content. Successful strategy implementation will always require good strategic focus, which in turn is dependent on three key factors:

			
					An effective knowledge management system.

					Alignment of the HR architecture.

					A balanced performance measurement system.
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			Key Thoughts

			“Thinking strategically about measurement means understanding whether the measurement system you are considering will provide you with the kinds of information that will help you manage the HR function strategically. Think top down, not bottom up’ should guide the technical decisions underlying your measurement system. Understanding the value-creation process and developing construct-valid measures of that process form a ‘top-down’ approach. Starting with available measures and making the best of a bad situation is a ‘bottom-up’ approach that in most cases will be a waste of time and, in the long run, will undermine HR’s credibility.”

			– Brian Becker, Mark Huselid and Dave Ulrich

			“We see talent as the emerging single sustainable competitive advantage in the future. To capitalize on this opportunity, HR must evolve from a Business Partner to a critical ‘asset manager’ for human capital within the business. The HR scorecard is designed to translate business strategy directly to HR objectives and actions. We communicate strategic intent while motivating and tracking performance against HR and business goals. This allows each HR employee to be aligned with business strategy and link everyday actions with business outcomes.”

			– Garrett Walker, Director HR Strategic Performance Measurement, GTE

			“For human resources legitimately to be considered a strategic asset, the HR architecture must be aligned with the requirements of the firm’s strategy implementation process.”

			– Brian Becker, Mark Huselid and Dave Ulrich

			3. Create a strategy map for the firm

			
					Business indicators – leading and lagging

					Results – tangible and intangible

			

			Main Idea

			A strategy map (or a value chain) shows how the firm creates value in terms managers and employees can relate to. In other words, the strategy map details which organizational processes and capabilities drive firm performance. To state that clearly:

			
					Indicators are specified which either drive performance (leading) or measure results (lagging).

					The complete spectrum of results are incorporated, both those that are readily visible and quantifiable (tangible) and those that aren’t (intangibles).

			

			Supporting Ideas

			Every firm has a value chain – even those companies which have never taken the time or effort to articulate the process by which they embed added value within their products and services. A strategy map details each link in that chain.
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			From an HR perspective, the strategy map is developed by seeking the answers to questions such as:

			
					“What strategic goals are critical to achieve rather than simply nice to have if possible?”

					“What are the performance drivers for each goal?”

					“How can progress towards each goal be measured?”

					“What are the barriers that can block the achievement of each goal?”

					“How do employees need to behave in order to ensure the firm achieves each of these goals?”

					“Is the HR architecture providing the firm with the employee competencies & behaviors needed to achieve those goals?”

					“If not, what needs to change within the HR architecture?”

			

			By seeking the answer to these questions and creating a strategy map, it will become clear what contribution HR can make to the organization’s business.

			Ideally, the strategy map will detail how HR and line management work together seamlessly as a partnership to create value within the firm. Specifically, the strategy map should outline how the six core HR competencies are integrated and measured. These HR competencies are:

			
					Knowledge of the businessHR managers and professionals need to understand the financial indicators of business success, the measures customers use to determine success, competitor strengths and weakness and have a working knowledge of the firm’s processes. With that background knowledge base, good HR decisions cannot be made which will drive business success.


					Delivery of human resource servicesHR managers need viable measurement metrics so they can make informed decisions about which HR systems to adopt, what the trade-offs are between various HR options and to identify which HR practices are generating the greatest return and should therefore receive the greatest amount of attention. Measurement systems will also be used to determine when the marginal benefits from specific HR programs are falling.


					Management of cultureWhatever gets measured gets valued and ultimately is integrated into the culture of the firm. HR professionals and managers take the lead in this area because of their competency in management and their ability to articulate the benefits of the firm’s culture from the customer’s perspective.


					Management of changeHR managers are well versed in the demands and rigors of rapid organizational change. Therefore, they are advantageously positioned to understand the most likely internal impacts of the change process and develop ways to facilitate those changes effectively. By acting as change agents, HR managers generate an internal capacity to move quickly in response to evolving market conditions – which can be a sustainable competitive advantage for any firm.


					Personal credibilityGood HR managers “walk the walk and talk the talk”. They exemplify and live the firm’s values and effectively act as good role models. That gives them credibility and acceptance from other line managers.


					Strategic HR performance managementThis is the ability to orchestrate the firm’s implementation of strategy by using balanced performance measurement systems. HR managers not only need to know what to measure but also how to measure it.


			

			The strategy map will contain both performance drivers and indicators (predictions about which specific processes drive the performance of the firm) and the results generated in graphical format. The clearer the strategy map is, the greater the confidence that will exist throughout the organization of its ability to implement that strategy.

			Key Thoughts

			“Once a firm clarifies its strategy, human resource professionals need to build a clear business case for why and how HR can support that strategy. In making this business case, you have the benefit of a decade of systematic research to support your recommendations. The business case must also incorporate the role of strategically focused measurement systems.”

			– Brian Becker, Mark Huselid and Dave Ulrich

			4. Identify HR deliverables within the strategy map

			Main Idea

			Most HR outputs are created wherever the HR system intersects the strategy implementation system. Thus, HR managers should identify all HR performance drivers and HR enablers or deliverables which exist within the strategy map. By identifying those drivers and enablers, HR policies which enhance those factors can then be developed.

			Supporting Ideas

			To be able to correctly identify where HR creates most of its value, HR managers must understand the business intimately and in detail. That will then give them the insight to see precisely where HR

			
			
			
			
			
					Step 1 – Identify all potential costs.

			

			
					Fixed – those that don’t vary with production levels.

					Variable – those that change directly with the level of output.

					Sunk – the total resources invested in a project.	Step 2 – Identify the likely benefits.


	Understand the economic contribution generated by an average employee – to show whether employees in specific jobs make a large or small contribution to the firm’s financial performance.

	Gauge the variability of financial results on employee performance. Specifically how much more bottom line profits are generated by the high performers – or do they make only a marginal difference?	Step 3 – Calculate the ROI of the program.	Can be expressed as a percentage.

	Can be given in dollar terms.

	Can be calculated as a payback period – the amount of time required before the program covers its costs.

	Can be stated as a breakeven volume – the number of participants required for the program to pay for itself.

	Can incorporate multi-year periods – to reflect benefits that will accrue in future years as a result of this years actions.

	Can include more sophisticated net present value calculations to reflect factors like the opportunity cost of capital, uncertainty and risks.

	May incorporate benchmarks from peer group companies as a way to provide context.










			

			Key Thoughts

			
			
			
			
			
			
			
			
					HR function

					HR system

					Strategic employee behaviors

			

			Main Idea

			
			Supporting Ideas

			
			
					Internal – the ability and potential for the firm to use HR as a strategic asset.

					External – the extent to which the HR system is designed to implement the firm’s strategy.

			

			Key Thoughts

			
			
			
			
			
			
					The HR scorecard

					Results measurements – tangible and intangible

			

			Main Idea

			
			
					Measures the correct HR performance drivers and enablers.

					Chooses the correct measures for each deliverable.

			

			
			Supporting Ideas

			
			
					HR Deliverables

					The High-Performance Work System

					External HR System Alignment Measures

					HR Efficiency Measures	Core efficiency measures – significant expenditure items which make no direct contribution to the firm’s strategy implementation. These are most likely to be considered expenses rather than human-capital investments. Some examples: benefit costs, workers compensation costs and percentage of correct entries on data input systems.

	Strategic efficiency measures – HR activities and processes designed to produce HR deliverables for direct application in strategy implementation. These are accounted as investments in human capital Some examples: cost per new hire, costs per trainee hour, HR expenses per employee.




			

			
			
			
			
					It distinguishes clearly HR doables from HR deliverables.

					It empowers HR managers to control costs and create value.

					It measures the firm’s leading indicators.

					It clarifies HR’s contribution to profitability.

					It allows HR professionals to manage better.

					It encourages flexibility and ongoing change.

			

			Key Thoughts

			
			
			
			Main Idea

			
			Supporting Ideas

			
			
					Find a champion or key executive sponsor.

					Create a need.

					Shape a vision.

					Encourage commitment and involvement.

					Build the enabling systems.

					Have early success and demonstrate progress.

					Sustain the effort.

			

			Key Thoughts
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