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HCM Focus Shifting to Game-Changing Workforce
Events and Re-Alignments

Before a new manufacturer starts doing business, they
typically have a pretty good understanding of who their
key suppliers are, as well as backup plans for every key
supplier. Over the last 50 years, manufacturers took this
practice further by developing predictive models around
the longevity and reliability of parts and machines, based
on a myriad of production scenarios and assumptions.
Certainly, the same principles and dynamics apply to the
capital requirements of running a business; i.e., financial
modeling is core to any business of any size.

It has taken far too long for enterprises to take the same
approach relative to their human capital; however,
some fairly significant events or conditions in the life
of a business may now bring about a sea change in
how organizations manage their human capital. These
potentially “game-changing” events or situations include:
e The impending retirement of scores of Baby
Boomers in the coming years and associated
talent drain;
¢ The workforce re-alignments that accompany a
merger or acquisition, as well as other types of
planned or reactive workforce re-alignments due
to market conditions or in the pursuit of new
market opportunities; and
¢ The initiative called “top-grading,” which refers
to the process of spreading “A” players across
the organization.

These events are referred to as potentially "game-
changing” because the way they are handled may
determine which company ascends to a market
leadership position or, conversely, which entities will
simply collapse due to losing their competitive edge or
incurring too much of a disruption to business continuity.

According to the U.S. Bureau of Labor Statistics (BLS)
and Employment Policy Foundation, between 2000 and
2010 the percentage of the total U.S. workforce that
Baby Boomers comprise will fall from 62 percent to 35
percent. BLS projected the beginning of a significant
(skilled) worker shortage within 2 years—or 2010 —since
there are 39.4 million people in the 26-35 age group
versus 44.2 million (almost 5 million more) in the 36-45
age group. Moreover, the succeeding generations of
Gen X and Gen Y workers are unlikely to be interested
in many traditional jobs—or operating within traditional
corporate cultures and/or employment models—
certainly exacerbating the problem.

Regarding the baby boomer retirement issue and related
“talent drain” —versus an empirical talent shortage

that will vary by industry and geography—a DDI study
reported that 20 percent of all organizations in the U.S.
will start losing 40 percent or more of their top, or most
experienced talent within the next few years. Some
organizations are potentially facing a situation of crisis
proportions sooner than later, and one Fortune 50
company actually refers to this phenomenon as

the “Silver Tsunami.” Finally, in a 2007 study of 480
organizations jointly conducted by Buck Consultants,
WorldatWork, and Corporate Voices for Working Families,
42 percent of respondents referred to the aging
workforce issue as “significant.”

Another type of mandatory or business event-driven
workforce realignment is triggered by M&A situations.

As mergers and acquisitions continue being aggressively
pursued by companies, M&A studies over the last 10
years have consistently reported that 60-80 percent of
all mergers are financial failures when measured against
their ability to outperform the stock market or to deliver
expected profit increases.



While it is true that some of these failures can be
largely attributed to financial and market factors, many
studies are pointing to the neglect of human resources
issues as the main reason for M&A failures. A 1997
PricewaterhouseCoopers global study concluded that
lack of attention to people and related organizational
aspects contributed significantly to disappointing
post-merger results. This study’s findings aligned with
the findings of M&A research that came before and
after it (by Coopers and Lybrand, Watson Wyatt,
Towers Perrin, the Conference Board, etc.), namely
that the majority of M&A deals under-perform, and that
inadequate attention to the human resource issues was
a primary causal factor.

Separate 2002 studies by A.T. Kearney and the Ohio
State University School of Business showed that 58
precent of mergers failed to achieve their stated goals,
and only 42 percent merged companies managed

to outperform their competitors after two years.
Interestingly, although many of the merging or acquiring
companies state the importance of retaining and
acquiring key talent, 47 percent of senior management

in the acquired firms leave within the first year and
companies experience, on average, a 50 percent drop

in productivity in the first 6-8 months of the integration.
Finally, a McKinsey report from 2001 stated that “...
Executives who have been through the merger process
now recognize that in today’s economy, the management
of the human side of change is the real key to maximizing
the value of a deal.”

Cause for Alarm—or Opportunity to Ascend to
Market Leadership?

The preceding research review may highlight a cause
for alarm in HR and executive circles, particularly since
workforce planning and modeling is just now being
consistently defined as a process, and effectively
supported by metrics and enabling technologies.

That said, there is clearly an opportunity for “early
adopters” of new, forward-thinking processes, metrics,
and technologies to leapfrog their competitors by

truly optimizing large-scale, make-or-break workforce
planning processes and decisions (call this “Group A”)...
versus organizations continuing to operate on instincts
and scant data, or being encumbered by a current HCM
technology infrastructure which prevents a proactive
approach to workforce readiness (call this “Group B”).

To illustrate the differences in the bottom line business
impact between falling into Groups “A” or “B”, consider
the following data points:

e For every gap in workforce capacity —in terms of
numbers, skills, competencies, and/or physical
location—employers have four viable options,
singularly or in combination:

1. Train the incumbent

2. Re-deploy another employee

3. Promote another employee

4. Hire a regular employee or contractor

Let’s assume that an average fully-loaded “cost-
per-hire” of $7,500. (The Saratoga Institute
estimated the average cost-per-hire for all exempt
positions filled externally was $8,600; however,
we will use $7,500 due to more prevalent use of
recruiting technologies in recent years.)

Let’s further assume that if an external hire is
made, the resulting new employee will fit the
organization and the job as predicted based on
the screening/selection process.

e For the purpose of this illustrative example, let’s
also assume a fully-loaded “cost to-equivalently-
train” of $4,000; and a “cost to re-deploy”
(including all cascading effects) of $3,000, including
hiring manager time in both scenarios.

¢ |n this example, what if a re-deployment decision

was really the optimal course of action, but a more

risky hire action was taken instead due to faulty or
inadequate data?



e The difference in cost (setting aside risk factors) of
$4,500 is certainly a missed opportunity.

e Now multiply that one transaction or discrete
decision process by 500 sub-optimal decisions, or
1,000 sub-optimal decisions or 5,000 suboptimal
decisions...and you get an unnecessary cost
burden of $2.2M, $4.4M, and $22M, respectively —
again, setting aside the additional risk in hiring
versus re-deploying or training.

e Finally, it also should be noted that sub-optimal
decisions and actions regarding how to best
address a talent gap can have much broader and
more significant financial consequences than
those related to the trade-offs between hiring,
redeployment or training. These include potential
service disruptions, loss of revenue and/or
customers due to unsuccessful matching of people
and jobs, or inability to address workforce gaps
quickly. These are the prospects facing companies
that go through major workforce events and
re-alignments without the correct data, decision
framework, or technology.

There are many other aspects of these workforce re-
alignment, consolidation and/or transition scenarios,
and all have various options for optimizing or completely
missing the opportunity to drive the future health and
success of the business. Examples from the world of
M&A deals include making informed decisions about
who to keep when there’s a workforce redundancy, as
well as the optimal way to balance cost savings from
accelerating termination timing with the need to ensure
effective knowledge transfer to retained employees.
Critical to this decision process involves identifying

the emerging company’s business requirements and
business strategy as the context for the decision, and
not simply operating with the assumption that the

acquiring company’s (current) business model and
strategy will have the same relevance.

Foundational to Baby Boomer exit planning and risk
mitigation is the same issue faced in all major workforce
re-alignment situations—empirically determining whether
the optimal path for addressing a skill/competency gap

is one of training, re-deploying, hiring a regular employee,
or promoting someone.

Another workforce re-alignment initiative called “top-
grading” —or placing an “A” player in every position—
appears to be a trend that is here to stay in a world

of ever-increasing competition, economic downturns,
optimal production/service delivery models, and general
pressure to do more with less. As with the other workforce
re-alignment initiatives, the same general decision
framework applies; however, this situation also includes
the use of a model that separates the skill (learnable)
components from the competency (mostly innate)
components of a job and influencers of job performance.

As an example, if performance in a certain job is more
heavily influenced by the presence of certain skills than
competencies, the organization should look at the time
and cost comparisons of elevating the performance of

a “B” through training vs. simply hiring an apparent “A”
player—assuming that the “break-even” cost-to-train (vs.
hire) is not exceeded (an obvious modeling requirement).
Conversely, if performance in a certain job is more heavily
influenced by the presence of certain competencies, the
organization should potentially look at re-deployment
scenarios for that “B” player. Cleary, there are many other
organizational, job-related and/or human factors that
influence or correlate with the optimal way to achieve

a fully top-graded organization.



Other Key Nuances of Workforce
Planning / Re-Alignment Initiatives

A “peeling of the onion” on the various game-changing
workforce planning, modeling, and decision-support
scenarios reveals other key nuances that will have
varying degrees of relevance depending on the
organization’s objectives, profile, and the particular
workforce re-alignment initiative, such as:
¢ Understanding the impact of factors on employee

performance, such as a manager’s style, work

schedules, team-based versus individual models,

and structured/non-structured work situations

Understanding whether certain employees’
performance can be significantly impacted by
uncertainty or organizational change, and therefore
performance might well decline during these
situations—tipping the trade-off to an external

hire option

Including the cost of downtime when modeling
the cost of training versus another course of action
¢ Including the cost of hiring manager time in the
screening, selection, and/or training processes

Including the “Y” factors in assessing performance

influencers; i.e., motivation, attitude and

personality —now considered by many to

be as important as the existence of skills or

competencies in certain (less-senior) positions

* The dimension of “latent capacity” or workforce
capabilities (at the aggregate or individual level)
that exist but are not obvious, as they are not very
relevant or critical to performing in a certain role

* The modeling of cascading ‘gaps’ caused by re-

deploying employees—perhaps the most complex

nuance of all

HCM Technology Implications and Considerations

The various core components and subtleties involved
in “best-in-class” workforce planning and modeling
generally revolve around three approaches:

1. An appropriate and forward-thinking process
framework for the organization and specific
workforce objectives

2. Robust decision-support analytics (leading
and lagging)

3. Transaction engine for mass changing or
otherwise effecting the broad spectrum of
HCM transactions resulting from the various
workforce decisions; e.g., multiple transfers,
job/location changes, training enroliments,
off-payrolls, hires, etc.

It should be noted that the methods used to generate

predictive metrics might be similar from situation to
situation and company to company (e.g., both Time
Series Analysis models and Heuristic models for
predicting outcomes based on different assumptions
and data points). That said, the overall process and
decision-support framework, and specific metrics
brought to bear, will likely be quite different based on
many factors specific to each organization and set of
circumstances, for example:

¢ The nature of the business;

e Key drivers or how overall success of the initiative

is defined;

e Business strategy;

¢ Desired complexity and sophistication of the
decision model;

¢ The underlying competency model (or a more
flexible “profile-based” model for integrating the
Talent Management pillars);

¢ The magnitude of skill/competency gaps; and

¢ End-users of the tools, etc.








