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PREFACE

This is the Center for Effective Organizations’ (CEO) third study of the
human resources (HR) function in large corporations. Like the previous
studies, it is focused on measuring whether the HR function is changing
and on gauging its effectiveness. The study focuses particularly on
whether the HR function is changing to become more of a strategic
business partner and whether it is becoming a value-added contributor
to organizational performance. It also analyzes how organizations can
more effectively manage their human capital. The present study focuses
on many of the same corporations that we studied in 1995 and 1998.
Thus, it allows us to compare data from our earlier studies to data we
collected in 2001.

We are deeply indebted to the Human Resource Planning Society for its
support of our research and all three of our studies. We would also like
to thank the Marshall School of Business at the University of Southern
California for its continuing support of the activities of CEO. In addi-
tion, we would like to thank the corporate sponsors of CEO for their
support of the center and its mission; their support is vital to the overall
success of the center and is directly responsible for enabling us to do the
kind of research reported here.

We would also like to thank Dan Canning for his help in preparing the
manuscript.
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INTRODUCTION

Global competition, information technology (IT), new knowledge, the
growth of knowledge workers, and a host of other business environment
changes are forcing organizations to constantly evaluate how they oper-
ate. In many cases, organizations are embracing new strategic initiatives
and fundamentally changing how they operate. They are using new
technologies, changing their structures, and improving work processes
to respond to an increasingly demanding and global customer base.
These initiatives entail fundamental change that has significant implica-
tions for the human resources and the HR function of organizations.

It is obvious that HR management practices should be an important part
of the strategy of any large corporation. The annual reports of many cor-
porations argue that their human capital and intellectual property are
their most important assets. In addition, in many organizations, com-
pensation is one of the largest costs, if not the largest. In service organi-
zations, compensation often represents 70 to 80 percent of the total cost
of doing business. With training costs and other HR management costs
added to compensation costs, the HR function often has responsibilities
that affect a large portion of an organization’s total expenditures.

But the cost of HR is not the only or even the most important considera-
tion for many organizations. Even when HR accounts for very little of
the cost of doing business, it can have a significant impact on the organi-
zation’s performance. In essence, without effective human resources,
organizations are likely to have little or no revenue. Even the most auto-
mated production facilities require skilled, motivated employees to oper-
ate. Knowledge work organizations depend on employees to develop,
use, and manage their most important asset, knowledge. Thus, although
a company’s human capital does not appear on its balance sheet, it repre-
sents an increasingly large percent of many organizations’ market valua-
tion (Lev, 2001).

Present Role of the HR Organization

Despite compelling arguments supporting HR management as a key
strategic issue in most organizations, HR executives often are not strate-
gic partners (Lawler, 1995; Brockbank, 1999). Instead, the HR function is
largely an administrative function headed by individuals whose roles
are focused on cost control and administrative activities (Ulrich, 1997).

One study of large corporations and another study that focused on a
cross section of firms found that the major focus of most HR functions is

Introduction 1


luki luke
Highlight

luki luke
Highlight

luki luke
Highlight

luki luke
Highlight

luki luke
Highlight


on controlling costs and on a host of administrative issues (Lawler,
Cohen, and Chang, 1993; BNA, 1994). Missing almost entirely from the
list of HR focuses were key organizational challenges such as improving
productivity, increasing quality, facilitating mergers and acquisitions,
managing knowledge, and improving the ability of organizations to
bring new products to market. Because the organizations likely saw
these areas as important, we must ask why they were not the most
important areas for the HR executives. Most likely, the executives in
these firms simply felt that the HR function could not have an impact in
these areas.

Studies provide some evidence that the situation is changing and that
the HR function is beginning to redefine its role. One study found that
64 percent of the companies examined were transforming their HR
organization (Csoka and Hackett, 1998). Our two previous studies
found some change but noted that companies may be discussing change
more than actually changing (Mohrman, Lawler, and McMahan, 1996;
Lawler and Mohrman, 2000).

During the 1990s, a number of studies focused on the HR function (for
example, the Conference Board study by Csoka and Hackett, 1998; the
Human Resource Planning Society study by Eichinger and Ulrich, 1995,
and one by Wright, Dyer, and Takla, 1999; the American Productivity
and Quality Center study by Smith and Riley, 1994; studies by Becker
and Huselid, 1998, 1999; Michigan studies by Ulrich, Brockbank, Yeung,
and Lake, 1995). Among other issues, they focused on the competencies
of the HR function and its executives, change efforts to revitalize the
role of HR in initiatives such as Total Quality Management, and HR
services and programs that will position the HR function acting as a
business partner.

An interesting view of the HR function of the future is presented in the
Corporate Leadership Council’s book Vision of the Future (1995). It pro-
jects a gutting of the HR function as we know it today as many HR func-
tions are transferred to the line, outside vendors, and high-efficiency
processing centers. The HR function is expected to focus almost
exclusively on business consulting and the management of the
organization’s core competencies. Ulrich (1997; Ulrich, Losey, and Lake,
1997) has further developed the argument that the HR function needs to
be redesigned to operate as a business partner. He has also argued that
organizations should develop a balanced scorecard for their HR
function (Becker, Huselid, and Ulrich, 2001). Brockbank (1999) has
argued that the HR function needs to become strategically proactive.

Describing the new HR role and defining the new competencies it needs
are only the first steps in easing its transition to becoming a strategic
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business partner. For decades, the HR function has been organized to
carry out an administrative function. Changing that role will require a
different mix of activities and necessitate reconfiguring the HR function
to support changing business strategies and organization designs
(Mohrman and Lawler, 1993). It also will require the employees in the
HR function to have very different competencies than they traditionally
have had (Ulrich, Brockbank, Yeung, and Lake, 1995).

It is becoming increasingly clear that IT will play a very important role
in the future of the HR function (Wright and Dyer, 2000). Many of HR’s
administrative tasks can be done by employees and managers on a self-
service basis when companies use eHR systems. The intranet-based sys-
tems that currently exist can handle HR activities such as salary admin-
istration, job posting and placement, address changes, family changes,
and benefits administration—in short, virtually every administrative
function that the staff of an HR function typically does. In addition,
these systems are available around the clock and can be accessed from
virtually anywhere.

Perhaps the greatest value of eHR systems will result from their ability
to integrate and analyze organizations” HR activities. They have the
potential to make HR information much more accessible so that exec-
utives can use it to guide strategy development and implementation.
eHR systems also can be used to more effectively develop and allocate
the human capital of organizations.

Forces for Change: Strategic Change
and the Value-Added Organization

The forces of global competition have sent shock waves that have left
very few organizations untouched (Lawler, Mohrman, and Benson,
2001). Survival in today’s world demands that organizations develop
the capabilities to compete on many fronts: speed, cost, quality, service,
technology, innovation, knowledge management, and new products, to
name a few. Increasingly, the only sustainable competitive advantage is
the ability to organize effectively, respond to change, and manage well
(Mohrman, Galbraith, and Lawler, 1998). Lawler, Mohrman, and Ben-
son’s study (2001) of the Fortune 1000 provides confirmation of this,
showing a significant relationship between the adoption of new man-
agement practices designed to increase the firm’s capabilities and its
financial performance.

A growing body of evidence indicates that HR can be a value-added
function in organizations. The most important work on the relationship
between firm performance and HR practices has been conducted by
Becker and Huselid (1998). In their study of 740 corporations, they
found that firms with the greatest intensity of HR practices that
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reinforce performance had the highest market value per employee. They
go on to argue that HR practices are critical in determining the market
value of a corporation and that improvements in HR practices can lead
to significant increases in the market value of corporations. They con-
clude that the best firms are able to achieve both operational and strate-
gic excellence in their HR systems.

Staff functions in general, and HR functions in particular, are under fire
in organizations because they are frequently perceived as controlling
rather than adding value and as not responding to the demands for
change that come from operating units. Staff functions are being asked
to provide expert support to the strategic initiatives of the company and
to take advantage of technology and other approaches to deliver more
efficient and responsive services.

Organizational design is increasingly being recognized as a key factor
that enables organizations to develop capabilities and therefore to per-
form in ways that produce a competitive advantage. Organizations are
adopting design features with an eye to the value they contribute, that
is, how they help the organization accomplish its mission effectively
(Galbraith, 2002). All parts of the organization, operating units and staff
functions alike, are being redesigned to deliver higher value. For staff
groups, this requires developing a business model that defines what kind
of value the staff will deliver. It needs to make clear both how it will
enhance company performance and why the company should pay for it.
It then requires an organizational design for the support function that
fits with that business model.

Researchers have noted two important trends in organizational design
(Mohrman, Galbraith, and Lawler, 1998). First, design is being recog-
nized as more than structure; it includes elements such as management
processes, rewards, people systems, information systems, and work
processes. These elements must fit with the strategy and with one
another for an organization to perform effectively (Waterman, 1982;
Nadler, Gerstein, and Shaw, 1992).

The HR organization must think about whether the elements of its
design create a high-performance HR system, one capable of delivering
maximum value while consuming the least possible resources. This
means concentrating on the way it organizes to deliver routine transac-
tional services, traditional HR systems development and administra-
tion, and strategic business support. The HR staff must think about
HR’s own structure, customer linkages, competency development, man-
agement processes, rewards, and use of IT to ensure that they optimally
deploy their scarce resources to deliver value. In addition to making
sure the HR function is optimally designed, HR may also add value by
helping design the total organization and its business units.
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Second, organizational designs are being acknowledged to involve com-
plex trade-offs and contingencies, and that as a result one design does
not fit all organizations. New business models are emerging, and many
new approaches and organizational forms are springing up to deal with
the complex requirements that organizations must address (Mohrman,
Galbraith, and Lawler, 1998). These include complex partnerships, glob-
ally integrated firms, customer-focused designs, and network organiza-
tions. Furthermore, multibusiness corporations are recognizing that
different businesses exist in different markets and face varying require-
ments. Consequently, there is increasing variation in organizational
design within multibusiness corporations and between businesses
(Galbraith, 2002). This means that one type of HR function does not fit
all situations. Different organizational forms require different kinds of
HR contributions and thus different HR designs and systems.

Designing the HR Function

Organizational design decisions must be made in four key areas for the
HR function as well as for organizations as a whole:

» Which functions should be centralized and leveraged, and which
should be decentralized in order to provide focus on the unique
needs of different parts of the organization? Organizations are
combining centralization and decentralization: trying to be big
(coordinated) in functions such as purchasing when there is an
advantage to being big and trying to be small (decentralized and
flexible) in functions such as new product development when there
are advantages to being small and agile.

» Which functions should be performed in-house and which should
be outsourced? Companies are outsourcing when they can purchase
high-quality services and products more inexpensively or reliably
than they can generate them internally (Arthur Andersen and
Economist Intelligence Unit, 1995).

» Which functions should be hierarchically controlled, and which
should be integrated and controlled laterally? In some areas, organi-
zations function best laterally, integrating and creating synergies
across various parts of the organization, creating cross-functional
units to carry out entire processes, and collaborating with suppliers
and customers (Mohrman, Cohen, and Mohrman, 1995). Organiza-
tions are searching for ways to leverage across business units while
setting up organizational and management approaches to allow the
optimal levels of flexibility and control to various business units.

* Which processes should be IT based? Many organizations have gone
through process reengineering (Hammer and Champy, 1993) to re-
design and simplify processes, eliminate processes that do not add
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value, and take maximum advantage of automation capabilities.
They are rapidly adopting enterprise resource planning (ERP), Web-
based, and e-commerce IT to speed up their operations, reduce costs,
and better integrate their activities.

Traditionally, HR and many other staff groups such as IT have been
organized hierarchically and have seen their mission as designing,
administering, and enforcing adherence to HR policies and systems.
They have been seen as expensive: a necessary evil consuming resources
disproportionate to the value that they add to the company. Among the
changes in structure and process that are being advocated for staff func-
tions such as HR are the following (Lawler and Galbraith, 1993; Mohr-
man, Galbraith, Lawler, and Associates, 1998):

* Decentralizing business support to operating units in order to
increase responsiveness

» Contracting with business units for the services that will be delivered
and perhaps even requiring services to be self-funding as a way of
ensuring that businesses get only the services they are willing to pay
for and that they see as contributing to business performance

 Finding the most efficient way to deliver processing and transactional
services, such as creating efficient central services and/or contracting
out centralized processing units

» Using IT to make processes more efficient and/or to deliver
increased value

* Participating in cross-unit teams in order to deliver integrated ser-
vices, partner with customers to increase line ownership over HR sys-
tems, and bring the HR perspective to cross-functional team activities

 Creating shared centers of excellence that provide expert services
often in a consulting capacity to the businesses

¢ Increasing the rotation of people within various staff functions and be-
tween staff and line, making for fewer lifelong careers within a narrow
staff function, in order to broaden the perspectives of HR staff profes-
sionals and their awareness of business issues, as well as to increase
depth of understanding of HR issues among line management

Future Role of the HR Organization

The future of the HR function in organizations is very uncertain. On the
one hand, if current trends continue, it could end up being largely an
administrative function that manages an IT-based HR system. Alterna-
tively, it could become a driver of organizational effectiveness and busi-
ness strategy. This opportunity exists now because many of the key
determinants of competitive advantage depend on effective human
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capital management (Jackson, Hitt, and DeNisi, 2003). More than ever
before, the effectiveness of organizations depends on their ability to
address issues such as knowledge management, change management,
and capability building, all of which could fall into the domain of the
HR function. The unanswered question at this point is whether they will
rise to the occasion.

In order to increase their contribution to organizational effectiveness in
the future, HR professionals must rethink their function’s structure, ser-
vices, and programs to address how it can add value in today’s econo-
my with its new organizational forms and business strategies. HR faces
a formidable challenge just in helping organizations deal with the
human issues that are raised by large-scale strategic change. To face
these challenges effectively, HR has to focus on how it can add value
and how it is organized; it must improve its competencies and in some
areas develop new ones.

A number of studies have addressed the new competencies required
as the HR function strives to be a business partner in this changing en-
vironment (for example, Smith and Riley, 1994; Csoka, 1995; Eichinger
and Ulrich, 1995; Ulrich, 1997; Csoka and Hackett, 1998) and to align
with the business. Identifying these competencies is only the first step.
It needs to be followed by organizing the HR function to develop these
competencies and to provide services in a manner that adds value as
organizations change their overall architecture and strategy.

To develop, the HR function must get out of the control and audit role
and take on a management and development role. Lawler (1995) devel-
ops this line of thought further by arguing that the HR management
approach (Figure I-1) does not go far enough in meeting business needs.
He argues that the HR function should take a business partner approach
(Figure 1-2).

The business partner approach emphasizes that the role of the HR func-
tion involves developing systems and practices to ensure that the com-
pany’s employees have the needed competencies and are motivated to
perform effectively. HR has a seat at the table when business issues are
discussed, and it brings an HR perspective to these discussions. When it
comes to designing HR systems and practices, the line organization is
involved in the process so that they own the systems. HR relies on the
line to effectively implement many of the HR practices; HR measures the
effectiveness of these practices and focuses on process improvements.

The business partner approach clearly positions the HR function as a
value-added part of an organization. In this approach, the HR function
contributes to business performance by effectively managing the most
important capital of most organizations, their human capital. But even
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AIMS Business orientation.
Services provided expressed as outputs or products.
Voice of the customer.

PROCESS Build performance-management capabilities.
Develop managers: link competencies to job requirements and career development.
Plan for succession.
Enhance organizational change capabilities.
Build an organizationwide HR network.

PLANNING HR (and all other functions) inspect business plans; inputs from HR may be
inserted in the planning process.

Source: Based on Evans (1994).

Figure I-1. HR Management

AIMS Line management owns human resources as a part of its role.
HR is an integral member of management teams.
Culture of the firm evolves to fit with strategy and vision.

PROCESS Organize HR flexibly around the work to be done (programs and projects,
outsourcing).
Focus on the development of people and organizations (road maps, teams,
organizational design).
Leverage competencies, manage learning linkages; build organizational work
redesign capabilities.
Develop leadership.

PLANNING An integral component of strategic and business planning by the management team.

Source: Based on Evans (1994).

Figure I-2. Business Partner

this may not be the approach that leads to the HR function adding the
most value it can. By becoming a strategic partner (see Figure I-3), the
potential exists for the HR function to add more value.

When HR is a strategic partner, its role includes helping the organiza-
tion develop its strategy, as well as transform and develop itself. In the
knowledge economy, a firm’s strategy is closely linked to its human tal-
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AIMS HR is a major influence on business strategy.
HR systems drive business performance.

PROCESS Self-service for transactional work.
Transactional work outsourced.
Knowledge management.
Focus on organization development.
Change management.
Human resource processes tied to business strategies.

PLANNING HR is a key contributor to strategic planning and change management.

Figure I-3. Strategic Partner

ent. An HR function that is positioned and designed as a strategic part-
ner participates in both strategy formulation and implementation be-
cause expertise in attracting, retaining, developing, deploying, and
motivating human capital is critical to both. Ideally, the HR function

is knowledgeable about the business and expert in organizational and
work design issues, so it can help the company develop needed organi-
zational capabilities and change rapidly as new opportunities become
available.

In order for HR to be a strategic partner, HR executives need an expert
understanding of business strategy, organizational design, change man-
agement, and the integration of HR practices and strategies to support
organizational designs and strategies. They need to bring to the table a
perspective that is often missing in discussions of business strategy and
change: knowledge about the human capital factors and organizational
change that are critical in determining whether a strategy can be imple-
mented. This is a particularly important perspective given that many
more strategies fail because of implementation problems rather than
conceptual flaws.

Focus of Study

There has been a great deal of rhetoric about change in the HR function.
A recent report from the Human Resource Planning Society (Wright,
Dyer, and Takla, 1999) makes the point that a consensus now exists
about what the HR organization should become but that the function
has been slow to develop the capabilities to execute that vision. The
overarching focus of this study is on how HR organizations are chang-
ing in response to the strategic and organizational initiatives that busi-
nesses are undertaking. The present study examines the extent to which
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the design and activities of the HR function are actually changing by
comparing data from 1995, 1998, and 2001. We examine the prevalence
of the practices that we earlier said represent the new directions that HR
organizations should take to fit with the strategic changes that are
occurring in the broader organizations they serve. We also examine
whether these changes are uniform across organizations and whether
they characterize some kinds of companies more than others. Finally, we
examine the impact of changes in the HR function on its effectiveness,
as seen from within the function. This gives us a sense of the developing
business models and belief system within the HR function about what
constitutes effective HR practice (its value proposition), whether fully in
place or not.

This study focuses in depth on eight areas:

1. The HR Role and Activities. Because of change in the business en-
vironment, it is reasonable to expect that the HR function may have
changed the amount of emphasis it places on a variety of HR roles
and activities. A major focus of this study is on how much the HR
function is becoming a strategic partner and on what organization
designs and HR practices are associated with this. Of particular
concern is whether increased attention to strategic services, such as
organization design and development, affect the perceived effective-
ness of the HR function. The study will also focus on measuring how
much change has occurred in the emphasis on traditional HR func-
tions such as HR planning, compensation, recruitment, selection, and
benefits administration.

2. The Design of the HR Function. We will examine whether changes
have occurred in the way the HR function is organized in order to
increase the value that it delivers.

3. Shared Services Units. Because of its linchpin role in the balance be-
tween efficiency and leverage and customer-focused support, we
focus extensively on the adoption of shared services and centers of
excellence. Companies create these units in order to gain economies
of scale and improve expertise. These approaches may be particularly
effective when a company has multiple business units; it can gain
economies of scale and has the potential to gain in expertise by
having parts of the HR function that serve the entire corporation.
Key issues that we study involve what functions are best put into
shared services units and, of course, how effective the shared services
units are.

4. Outsourcing. Another increasingly popular way to deliver HR ser-
vices and gain HR expertise is outsourcing. It is one way to deal with
changes in the demand for HR services as well as a way to control
costs. Thus, this study focuses both on how common outsourcing is
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and the problems that it produces. Clearly, managing contractors is
sometimes difficult; thus, it is also important to know how effectively
HR deals with vendors.

5. IT. eHR has the potential to radically change the way HR services are
delivered and managed. Thus, the present study examines how com-
panies are using IT in their HR functions. It looks in detail at how
computer systems are being used and at how effective they are with
respect to such activities as salary planning, performance manage-
ment, and new-hire orientation. It also focuses on how eHR systems
are developed and how effective organizations consider their eHR
systems to be in positively influencing employee satisfaction and loy-
alty, business effectiveness, and the analysis of strategic information.

6. Talent Strategy. Numerous books and articles have highlighted the
fact that organizations are increasingly competing for human capital.
They also, of course, need to effectively manage the talent. The pres-
ent study focuses on the approaches that are involved in company’s
talent strategies. One particular focus is on whether organizations
have singled out employees with high potential and whether they
get special treatment.

7. HR Skills. A critical issue in the effectiveness of any HR function is
the skills of the HR professionals and staff. Thus, the present study
asks about how satisfied organizations are with their HR profession-
als’ skills in a variety of areas. It particularly focuses on those skills
that HR professionals need in order to serve as true business and
strategic partners.

8. HR Effectiveness. The effectiveness of the HR function in a number of
areas is a critical issue. Thus, any study of the HR function needs to
gather data about how effectively the HR function is currently per-
forming. Particular emphasis in the present study is on the HR func-
tion’s effectiveness in doing many of the new activities that are re-
quired in order for HR to be a business and strategic partner. These
include managing change, contributing to strategy, managing the out-
sourcing of HR, and operating shared services units. Perhaps the cru-
cial issue with respect to effectiveness concerns what practices lead to
an effective HR organization. Thus, the present study will determine
what HR structures, approaches, and practices are associated with the
effectiveness of the HR organization.

Overall, the focus of the present study is on how the HR function is
changing in response to changes in the business environment. We are
uniquely able to look at and measure the degree of change because of
the longitudinal nature of the study.
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THE STUDY
AND SAMPLE

This is the third study in a series examining whether changes in the HR
organizations of large corporations are taking place. The first study was
done in 1995 and covered 417 large and medium-sized service and indus-
trial firms (Mohrman, Lawler, and McMahan, 1996). The second study
was done in 1998 and covered 663 similar firms (Lawler and Mohrman,
2000). The present survey was done in 2001 and was mailed to 966 HR
managers who were in director or above positions, with corporatewide
visibility of the HR function. It was mailed to large and medium-sized
corporations that were either sponsors of the Center for Effective
Organizations or members of the Human Resource Planning Society.

This study, like the 1995 and 1998 studies, used a three-step data
collection procedure. First, we mailed out surveys. Second, four weeks
after the initial mailing, we mailed reminder letters to all firms that
had not returned completed surveys. Third, sixty days later, we sent

a second questionnaire to firms that had not yet responded.

For the 2001 study, we received 150 usable questionnaires, a response
rate of 15.5 percent. In 1998, we received 119 usable surveys, a response
rate of 17.9 percent. In 1995, we had a sample of 130 companies, a
response rate of 19.6 percent.

The 2001 surveys were generally filled out by individuals in large com-
panies from a variety of industries. This was also true of our 1995 and
1998 surveys. The average organizational size in 1998 was 34,948, which
was almost identical to the number in 1995. In 2001, the average size
was 21,000. Therefore, readers should consider our findings as charac-
terizing large companies.

The smaller size of companies in the 2001 sample seems to be due to sev-
eral factors. First, 2001 was a time of layoffs and downsizing, so many
companies were smaller than they had been in the boom times of 1995
and 1998. Further, several of the very large firms that participated in the
1995 and 1998 surveys did not participate in the 2001 survey.

The difference in company size raises the question of whether any differ-
ences between the 2001 and the earlier surveys might be due to changes
in the nature of the sample. In order to check this, we did all of our analy-
ses on both the total sample for 2001 and on only those companies that
responded to both the 1998 and 2001 surveys. Based on this analysis, it
appears that the changes we found from 1998 to 2001 are not due to
differences in the size of the companies in the two samples.
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Measures

The 2001 survey was an expanded version of the two previous surveys.
It covered eleven areas:

1. General descriptive information about the demographics of the firm
and the HR function

2. The organizational context that the HR function serves, including its
broad organizational form and the amount and kinds of strategic
change and organizational initiatives that the company is carrying
out

3. The changing focus of the HR function measured in terms of how
much time it is spending in different kinds of roles compared with
five to seven years ago

4. The extent of emphasis that a number of HR activities are receiving
5. Talent strategies (new in 2001)

6. HR’s use of various organizational practices to increase efficiency
and business responsiveness and the extent to which HR is investing
in a number of strategic initiatives to support strategic change

7. The use of shared services units and their effectiveness (new in 1998)

8. The use of outsourcing and the problems that have been encountered
(new in 1998)

9. The use of IT and its effectiveness (new in 1998, expanded in 2001)

10. The changing skill requirements for employees in the HR function
and satisfaction with current skills

11. The perceived effectiveness of the HR function

The findings will be reported in roughly this order. (A complete copy of
the 2001 survey with frequencies, means, and variances for each item
appears in the Appendix.)

Staffing of HR Function

In the firms studied, the average number of employees in the HR func-
tion was 234; this represents a significant decrease from 1998, when the
number was 402, and from the 1995 number of 377. The smaller size of
the HR function undoubtedly is due to the smaller size of the companies
in 2001. The ratio of HR employees to the total number of employees
was 90:1 in 2001. Little changed from the ratio of 87:1 in 1998 and 92:1

in 1995.

The ratio of HR staffing in this study is generally in line with ratios
found in other studies. For example, the 2000-2001 BNA survey reports
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Table S-1. HR Generalists and Specialists

Percentage of HR Employees 1995 1998 2001
HR generalist 46 46 43
Corporate staff 44 43 46

a ratio of 100:1 (BNA, 2001). This is essentially the same ratio reported in
its 1997 survey (BNA, 2001). Thus, there is no evidence that the HR func-
tion is decreasing in size relative to the rest of the organization. Why this
is true is unclear. It may reflect the importance of the function or simply
that the function is a well-institutionalized part of most organizations
that is difficult to reduce in size.

Demographic information on staffing of the HR function for the firms

in the 1995, 1998, and 2001 studies is portrayed in Table S-1. Of the
professional-managerial HR staff in 2001, 43 percent were described as
generalists. The percentage of the HR professional-managerial staff that
are part of a centralized corporate staff function is 46 percent. Overall,
there has been no significant change in the staffing of HR functions from
1995 to 2001.

Companies in the 2001 sample typically operated in several countries;
63.3 percent had more than 5 percent of their revenue come from out-
side the United States. In the companies that operated internationally,
only 17 percent of HR professionals were located outside the United
States, whereas 25.7 percent of their employees were outside the United
States. This suggests that there may be less staffing of the HR function
outside of the United States than inside the United States; undoubtedly,
this is because to some degree corporate services from the United States
are provided to employees in other countries.

The respondents were asked to state the background of the current head
of HR. In 75 percent of cases, the top HR executive came up through the
HR function. In the other 25 percent of cases, these executives came
from functions such as operations, sales and marketing, and legal.

The percentage of HR executives in 2001 who did not have a back-
ground in HR is slightly higher than the 21 percent we found in 1995.

A number of firms clearly are continuing to put executives in charge of
the HR function who are not career HR employees. Why is this happen-
ing? We can suggest three likely reasons. The first is to develop senior
executives without an HR background because they are candidates for
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the job of chief executive officer. Second, they are being put in charge in
order to make HR run more like a business and be more of a business
partner. Third, failed line managers are being put into HR because it is a
safe preretirement job. The survey did not ask why this is being done, so
we can only speculate. That said, we think in the majority of cases it is
done in order to change the HR function or to develop an executive. In
today’s business world, the job of HR executive is too important a posi-
tion to use as a dumping ground.

Organizational Forms

Most organizations start out as simple structures that offer a small num-
ber of products and services and serve a defined market. They have
small staff groups and are organized based on functions such as sales
and manufacturing. They are often small enough to operate largely
through informal coordination. As organizations grow and the number
of products, services, and markets increases, informal coordination is no
longer adequate. The structure grows in complexity and formality as the
organization goes through phases of growth. If the company relies on
one major set of technologies and a set of related products that can be
developed, marketed, and distributed in similar ways, the company
may retain a functional form (Mohrman, Galbraith, and Lawler, 1998).
When this happens, a centralized HR function typically provides
services to the organization.

If the company grows through increasing its variety of products and
services and the diversity of its markets and distribution channels, it
may divide into multiple business units, each of which is a complete
multifunctional structure. As long as these business units are related,
perhaps because they rely on common technology, serve similar
customers, or distribute through a common channel, companies usually
have a centralized HR function. Here, the HR challenge is to organize
the function to allow businesses to pursue their unique needs and
strategies while providing economies of scale and a foundation for inte-
gration across the businesses where it is desirable.

When a company diversifies to the extent that it houses a number of
quite different businesses that have different markets, technologies, and
distribution channels, it usually is organized into groups or sectors, each
of which houses a number of related businesses. When this occurs, the
opportunities for synergy among groups are limited. Nevertheless, the
corporation may continue to add value by carrying out some activities,
such as HR, on a corporationwide basis. Alternatively, a company may
choose to manage its businesses as a financial portfolio only and may
adopt a holding company form that has little or no corporate staff. In
this approach, each business unit has its own HR staff.
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Table S-2. Organizational Structure

Single Several- Multiple

Integrated MuItlpIe_ Related Sector Unrelated Large_
f Business ) - Companies
Business Businesses Businesses

2001 Percentages

25.7 38.5 26.4 54 32.0

1998 Percentages

235 49.6 26.1 0 47.9

1995 Percentages

29.1 40.9 26.0 1.6 445

Table S-2 shows the breakdown of the companies in our 1995, 1998, and
2001 studies on the basis of their structure. By far the largest group of
companies in all of the studies are those with multiple related business
units. Single integrated businesses and corporations with multiple
sectors or groups of businesses compose most of the remainder. There
are also a few corporations that are composed of multiple unrelated
businesses. Unfortunately, because of the small number of these firms,
we cannot analyze our data in order to determine if they differ from the
other types.

Table S-2 also shows the percentage of companies that are large, that is,
with more than twenty thousand employees. Organizational size is
important to consider because it often influences how corporate staff
groups, such as HR, are structured and operated.

All the structural types of organization that are represented in our
studies face common decisions about how to organize HR and other
support functions. They must decide how much commonality and
integration of practice they want across business units and how much
they want to organize to achieve economies of scale. These objectives
have to be weighed against the objectives of delivering services that are
tailored for each part of the organization and that are delivered in a
manner that supports flexibility and optimization at the level of the
business unit.

The configuration of businesses in the corporate portfolio is particularly
important in determining how staff functions such as HR are organized
and positioned. The shape of a staff group, such as HR, that results from
an analysis of how it should be positioned may differ depending on the
structure of the organization. The design for an integrated business, in
which HR does not have to support varied business strategies, is likely
to differ from that in a multiple-business corporation, in which different
businesses may require different HR approaches. The integrated busi-
ness may reduce costs by creating corporate HR shared services groups.
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The multiple-business corporation may optimize value by creating
economies of scale through centrally servicing areas that do not require
business-specific adaptation. It may also optimize value by decentraliz-
ing or outsourcing the provision of service that has to be tailored to
particular operating units. Because of the potential effects of structure
on the HR function, we will analyze our data to see how organization
structure relates to the design and operation of the HR function.

The Strategic and Organizational Context

HR organizations exist in organizational environments that are as
turbulent as the competitive environments in which companies find
themselves. As companies take measures to survive and prosper, they
make changes and introduce initiatives that change the organization,
the competencies it has, the way it manages its human resources, and
its expectations of and relationships with its employees (Lawler, 1996;
Lawler, Mohrman, and Ledford, 1998). Thus, in order to understand
the HR function of an organization, we must examine how its charac-
teristics are related to the organization’s strategic focuses and change
initiatives.

Table S-3 shows the prevalence of a number of strategic focuses that are
often part of a company’s business strategy. It also shows that the items
measuring strategic focus divide into four groups: growth, knowledge-
and information-based strategies, core business focus, and quality and
speed. The items concerned with knowledge and information and
quality and speed received the highest ratings. The customer focus item
was rated the highest, and it also showed the largest increase from 1995.

The survey also asked about the use of specific change initiatives and
activities that companies frequently use to implement business strate-
gies. As Table S-4 indicates, when analyzed statistically, the items
measuring organizational change initiatives fell into three groups:
restructuring, organizational performance, and competency and knowl-
edge management. The restructuring items received the highest ratings,
particularly the item of cost containment.

A comparison of the 1995, 1998, and 2001 results shows two interesting
trends. Downsizing and reducing layers have decreased in importance as
has Total Quality Management. This finding is consistent with other
research that shows a decrease in the focus on quality programs (Lawler,
Mohrman, and Benson, 2001). Much to our surprise, given the economy
in 2001, we found that downsizing, reducing layers, and cost contain-
ment decreased. In addition to quality, a decrease in the focus on teams
and employee involvement is apparent. These may be victims of the
poor economy that existed in 2001. Given that no change initiatives
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Table S-3. Strategic Focuses

Means
1995 1998 2001
Growth — 3.2 29
Building a global presence 34 3.2 3.0
Acquisitions 2.8 35 3.1*
Entering new businesses — 28 2.6
Core Business — 24 2.5
Partnering/networking with other companies 29 28 3.1
Reducing the number of businesses you are in — 1.9 1.9
Quality and Speed 37 35 37
Cycle time reduction 35 34 34
Accelerating new product innovation 3.7 35 3.7
Quality 3.9 3.6 3.9
Knowledge- and Information-Based Strategies — — 37
Process automation/IT 41 3.9 3.8
Customer focus 34 44 4.4*
Technology leadership 3.9 3.6 3.5
Talent—being an employer of choice — — 3.8
e-Business — — 3.2

Response scale: 1 = little or no extent; 2 = some extent; 3 = moderate extent; 4 = great extent; 5 = very great extent.
Note: Iltems with (—) were not asked.

* = Significant difference at p < .05 (one-way analysis of variance).

increased from 1998 to 2001, it seems most likely that most companies
decreased the spending on these initiatives in the face of a poor economy.

The changes shown in Tables S-3 and S-4 are a strong statement of why
an organization’s HR function has to be prepared to make changes in its
systems. Downsizing and total quality programs require supportive HR
systems and practices that may not be a good fit in an organization that
is focusing on other change initiatives. They also have implications for
how the HR function should be structured and managed.

The prevalence of the four strategic focuses in the different organiza-
tional forms is shown in Table S-5. Respondents most frequently report
quality and speed and knowledge- and information-based strategies as
the strategic focus in all types of organizations. There are no significant
differences in strategic focus among the three organizational types.

Table S-6 shows the prevalence of the organizational change initiatives
in the different organizational forms. Of these three change initiatives,
restructuring initiatives are the most prevalent in all types of organiza-
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Table S-4. Change Initiatives

Means
1995 1998 2001
Restructuring — 35 3.3
Restructuring 4.1 4.0 4.0
Downsizing 3.6 3.1 2.9
Reducing layers/flattening 34 3.3 3.0
Outsourcing 2.8 29 28
Cost containment — 4.3 4.0
Organizational Performance 33 3.2 3.0
Reengineering 34 3.2 341
Team structures 3.3 32 2.8
Process management 3.3 3.2 3.2
Total Quality Management/Six Sigma 34 2.8 2.5¢
Employee involvement 34 35 3.2¢
Competency and Knowledge Management — 29 3.0
Knowledge/intellectual capital management — 29 29
Employee competency management — 3.0 3.0
Response scale: 1 = little or no extent; 2 = some extent; 3 = moderate extent; 4 = great extent; 5 = very great extent.
* = Significant difference at p < .05 (one-way analysis of variance).
Table S-5. Strategic Focuses
Several
All Single Integrated Multiple Related Business
Companies Business Business Sectors
Strategic Focuses 1998 2001 1998 2001 1998 2001 1998 2001
Growth 3.2 29 28 2.6 3.2 29 3.3 3.1
Core business 24 25 21 24 2.3 25 27 25
Quality and speed 35 3.7 35 3.6 34 3.7 3.7 3.6
Knowledge- and information-based _ 3.7 _ 3.6 _ 3.8 _ 3.7
strategies

Means; response scale: 1 = little or no extent; 2 = some extent; 3 = moderate extent; 4 = great extent; 5 = very great extent.

tions. We found no significant difference in the application of these

organizational performance approaches among single integrated,
multiple related, and multiple-group or -sector companies. The single

integrated business organizations tended to focus less on restructuring
in both 1998 and 2001.
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Table S-6. Change Initiatives

Several
All Single Integrated Multiple Related Business
Companies Business Business Sectors
Change Initiatives 1998 2001 1998 2001 1998 2001 1998 2001
Restructuring 35 3.3 3.3 3.0 35 35 3.7 34
Organizational performance 3.2 3.0 3.0 2.8 3.2 3.0 3.3 2.9
Competency and knowledge management 29 3.0 3.0 3.0 2.9 3.0 3.0 3.0

Means; response scale: 1 = little or no extent; 2 = some extent; 3 = moderate extent; 4 = great extent; 5 = very great extent.

On balance, our data support the point that organizations exist in
dynamic environments and have in place a variety of strategic and
organizational initiatives to better position themselves to perform

successfully. The HR function, if it is to add value and act as a strategic
partner, needs to help ensure that the organizational capabilities and
competencies exist to cope with a dynamic environment. Thus, the HR
function needs to cope with a shifting terrain. In order to determine
how it is coping, we will look not only at how the HR function is chang-
ing but also at how companies’ strategies and their change initiatives

are changing the HR function.
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SECTION 1

Role of HR

Respondents were asked to estimate the percentage of time that the HR
function currently spends carrying out a number of roles versus how
much time it spent five to seven years ago. Table 1.1 shows that our
respondents report a significant change. According to them, the HR staff
is spending less time on record keeping and auditing functions and more
time on developing new systems and practices and on being a strategic
business partner. We found no significant change in providing services
(helping with the implementation and administration of HR practices).
Overall, our respondents report significant movement toward HR
becoming a strategic partner and doing higher value-added activities.
However, before we conclude that this has actually occurred, let’s look
at the results from 1995 and 1998.

The data from 1995 and 1998 are almost identical to the data we collected
in 2001 for the same question (see Tables 1.2 and 1.3). This finding makes
two interesting points. First, it means that between 1995 and 2001 there
has not been much change in how HR executives see the HR function
spending its time. Second, it raises serious questions about the validity
of our respondents’ reports about how things were five to seven years
earlier. One might expect that the 2001 estimates of how things were five
to seven years earlier would be somewhat in line with how respondents
said things were in our 1995 study, but they are not. Instead, the 1995
results are the same as the results for 2001! This finding suggests that the
HR executives who responded in 2001, as well as those who responded
in 1995 and 1998, may have perceived more change in their role than has
actually taken place.

What should we believe, retrospective reports of the way things were or
data from the past about the way things were? The answer is obvious:
individuals are much better at reporting how things are now than they
are at reporting on how things were years ago. In short, they probably
are guilty of a bit of wishful thinking when they compare their present
situation to the past, because they want to see themselves as being more
of a strategic partner now than they were in the recent past.

We found the same time allocation results for companies of all struc-
tures: single integrated businesses, multiple related businesses, and
groups or sectors of businesses. We also found no relationship between
organization size and time allocation. This is a bit surprising; we
expected that strategic business partnering might be higher in compa-
nies that have multiple businesses because they often face complex HR
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Table 1.1. Percentage of Time Spent on Various HR Roles (2001)

strategic change

Means
Sto7 Current Difference
Years Ago
Maintaining Records 26.8 14.9 Significant
Collect, track, and maintain data on employees ' ' decrease
Auditing/Controlling 171 11.4 Significant
Ensure compliance to internal operations, regulations, and legal and union requirements ' ' decrease
HR Service Provider 331 313 No significant
Assist with implementation and administration of HR practices ' ' change
Development of HR Systems and Practices 139 19.3 Significant
Develop new HR systems and practices ' ' increase
Strategic Business Partner Sianificant
Member of the management team; involved with strategic HR planning, organizational design, and 91 232 ifcrease
strategic change
Table 1.2. Percentage of Time Spent on Various HR Roles (1998)
Means
5to7 .
Years Ago Current Difference
Maintaining Records 256 16.1 Significant
Collect, track, and maintain data on employees ' ' decrease
Auditing/Controlling 16.4 112 Significant
Ensure compliance to internal operations, regulations, and legal and union requirements ' ' decrease
HR Service Provider 36.4 35.0 No significant
Assist with implementation and administration of HR practices ' ' change
Development of HR Systems and Practices 149 192 Significant
Develop new HR systems and practices ' ' increase
Strategic Business Partner Sianificant
Member of the management team; involved with strategic HR planning, organizational design, and 94 20.3 ir?crease
strategic change
Table 1.3. Percentage of Time Spent on Various HR Roles (1995)
Means
Sto7 Current Difference
Years Ago
Maintaining Records 299 154 Significant
Collect, track, and maintain data on employees ' ’ decrease
Auditing/Controlling 195 129 Significant
Ensure compliance to internal operations, regulations, and legal and union requirements ' ’ decrease
HR Service Provider 343 313 Significant
Assist with implementation and administration of HR practices ' ’ decrease
Development of HR Systems and Practices 143 186 Significant
Develop new HR systems and practices ' ’ increase
Strategic Business Partner Sianificant
Member of the management team; involved with strategic HR planning, organizational design, and 10.3 21.9 9

increase
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Table 1.4. Relationship of Strategic Focuses and Change Initiatives to HR Roles

Strategic Focuses Change Initiatives
Knowledge- &
Information- Competency &
Quality & Based Organizational | Knowledge
Growth Core Business Speed Strategies Restructuring | Performance | Management
Maintaining records -10 -04 .02 01 -10 11 -05
Auditing/controlling .00 -.02 14 01 14 .09 -12
Providing HR services -08 -04 X -09 -13 -13 _QQ%*
Developing HR systems .03 -.06 -13 -15 13 -18* -01
Strategic business partnering 12 10 26*** 15 05 13 RN R

Zero order correlation: *p < 0.05; **p < 0.01; ***p < 0.001.

issues involving how the corporate staff and business units relate to
each other.

The results concerning the relationship of strategic focuses and change
initiatives to the HR role are shown in Table 1.4. Business strategies
focusing on quality and speed are negatively related to providing
services and positively related to strategic business partnering. This
result is not surprising because achieving quality and speed requires
supportive HR systems and strategies and a focus on nontraditional HR
issues such as work and organization design. We might expect that
knowledge strategies would be related to strategic business partnering,
but this relationship does not quite reach statistical significance.

The results concerning the relationship between the change initiatives
and the HR role show three significant relationships. As we might
expect, the more an organization tries to build competency and knowl-
edge management capabilities, the more focus the HR organization has
on business partnering. Spending time on providing services shows a
negative relationship to employee competency and knowledge manage-
ment, indicating that when knowledge management is the focus, HR
spends less time on services and more time on business partnering. This
follows directly from the fact that effective competency and knowledge
management are dependent on successfully positioning an organiza-
tion’s human resources relative to its business strategy. Hence, it also
follows that the HR organization would be more involved in business
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Table 1.5. HR’s Role in Strategy

. Single Multiple Several- Large

(Means are of percentages) All Companies Igtnegi;?:: Br\;eslﬁ':::s Bui?:t:z;es Companies
1998 | 2001 2001 2001 2001 2001
No role 42 34 29 5.4 26 22
Implementation role 16.8 11.6 14.3 16.1 7.7 13.0
Input role 49.6 43.8 48.6 46.4 436 39.1
Full partner 294 411 34.3 32.1 46.2 457

partnering when an organization is particularly focused on building its
knowledge and intellectual capital.

The involvement of the HR function in business strategy can take a
variety of forms. Table 1.5 shows that in 2001 virtually all HR functions
report that they are involved in business strategy. When compared to
1998, an increase exists in the percentage of people who report that HR
is involved as a full partner, but the difference is not statistically signifi-
cant. Thus, the data suggest but do not establish that the HR function is
becoming more of a strategic partner.

Involvement in strategy is highest in corporations that are in several
sectors. One possible explanation is that, in several-sector business
organizations, HR is in a position to add value by influencing strategy
at both the corporate and sector levels. Large companies are more likely
to have an HR function that is a business partner. This result is not sur-
prising given that the HR issues in large companies are often more com-
plex, and the HR function is more likely to be staffed with individuals
who have a great deal of experience.

Table 1.6 shows the relationship between the strategic focus of organiza-
tions and the role HR plays in strategy. The results show a very consis-
tent pattern. Regardless of whether growth, focus on the core business,
quality and speed, or knowledge and information is the area of focus,
more focus on strategy seems to exist when HR is a full partner rather
than a minor one. This is particularly true with both the focus on quality
and speed and the focus on knowledge and information. Thus, HR is
particularly likely to be a strategic partner when the business strategy
focus is one in which HR systems are critical.

Table 1.7 shows the relationship between change initiatives and the HR
role in strategy. HR is more likely to be a full business partner in devel-
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Table 1.6. Strategic Focuses and HR’s Role in Strategy

. Quality & Knowledge- &
Growth Core Business Speed Informatlon-l
Based Strategies
No role 25 20 29 29
Implementation role 2.3 2.8 3.3 3.6
Input role 2.9 2.4 3.7 3.8
Full partner 3.0 2.6 3.8 3.8
Means; response scale: 1 = little or no extent; 2 = some extent; 3 = moderate extent; 4 = great extent; 5 = very great extent.
Table 1.7. Change Initiatives and HR’s Role in Strategy
Restructuring eromancs | Knowledge Management
No role 3.7 21 1.9
Implementation role 34 29 26
Input role 3.2 29 28
Full partner 34 31 3.3

Means; response scale: 1 = little or no extent; 2 = some extent; 3 = moderate extent; 4 = great extent; 5 = very great extent.

oping strategy when organizations have a greater focus on initiatives
that develop organizational performance and focus on competency and
knowledge management. On the other hand, we found no relationship
between the role of HR and the degree to which restructuring is a major
change initiative.

Clearly, when HR has no role, restructuring is more likely to be an
important initiative than are performance capability and knowledge
management (3.7 versus 2.1 and 1.9). This raises an interesting ques-
tion: Does HR influence the direction of the change initiatives, or do
the change initiatives change HR’s role? It may be that when HR has
no role in planning strategy, organizations are more likely to focus on
restructuring because HR does not acquaint them with the alternatives.
Or it may be that when organizations focus on restructuring, they do
not include HR in planning strategy because they feel that HR has little
to contribute in this area. We tend to think the latter is the more com-
mon reason, but both probably do occur.
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Overall, our data suggest that HR still has a considerable way to go in
adding value as a business partner. It still spends a great deal of time on
nonstrategic activities, just as it did in 1995. Even the numbers in Table
1.5, which show that over 40 percent of HR organizations play an
important role in strategy, may be somewhat of an overestimation of the
degree to which this occurs. The present study did not gather data from
line managers to see how they would describe the role of HR in busi-
ness strategy, but another study did ask both HR executives and line
managers about how they see the role of HR (SHRM, 1998). It found a
significant difference between HR executives” and line managers’
estimates of the role they play in business. Not surprisingly, HR execu-
tives saw themselves playing more of a business-partner role than did
line executives: 79 percent of the HR managers said they are business
partners, whereas only 53 percent of the line managers shared this view.
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SECTION 2

HR Organizational
Approaches

The survey asked questions concerning the extent to which HR func-
tions employ fifteen organizational and operational approaches. We
chose these approaches for the study because they may facilitate HR
being more of a business partner and in some cases a strategic partner.
Statistical analysis divided the fifteen approaches into five groups. The
groups and the mean responses to the items are shown in Table 2.1.

The practices used the least are self-funding of HR services and
employee rotation into and out of HR. The lack of rotation is a major
problem for the HR function. Without it, the HR staff are likely to
remain a separate group that is not involved in or deeply knowledge-
able about the business.

The practices used the most are those concerned with decentralization
and service teams. Particularly popular is having decentralized general-
ists who support a business unit. This is a clear way to help HR become
a business partner.

The moderate level of focus on resource efficiency is not surprising,
given the financial challenges that most organizations faced in 2001. If
anything, it is surprising that the focus on costs is not greater. Resource
efficiency approaches include shared services, the transfer of tasks to
line managers, self-service approaches, and self-funding requirements
for HR services.

A comparison between the 1995 and 1998 results shows a significant
increase in the use of three approaches: HR service teams, centers of
excellence, and decentralized generalists. These same approaches show
significant difference when we compare the 1995 and the 2001 results.
Interestingly, the most frequently used approach, decentralized general-
ists, is also a practice that shows a significant increase. Clearly, compa-
nies want HR to be close to the business and act as a business partner,
both at the corporate level and in individual business units.

The use of corporate centers of excellence is also increasing. This
approach complements the use of decentralized generalists by giving
them a source of expert help. Growth in the use of HR service teams is
consistent with findings from other studies showing that teams grew in
popularity during the 1990s (Lawler, Mohrman, and Benson, 2001).

Finally, the degree to which practices vary across business units has
decreased. This may reflect efforts to simplify and achieve leverage in
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Table 2.1. HR Organization

Means
1995 1998 2001

Outsourcing — 2.2 2.2
Transactional work is outsourced. — 23 23
Areas of HR expertise are outsourced. — 2.0 2.0

HR Service Teams 29 3.3 3.3
HR teams provide service and support the business. 29 34 3.5¢
Corporate centers of excellence. 25 31 3.1*

Decentralization 3.2 31 3.2
Decentralized HR generalists support business units. 3.6 3.9 4.0*
Very small corporate staff—most HR managers and 29 28 30
professionals are out in businesses. ' ' '
HR practices vary across business units. 2.9 2.6 2.6%

Resource Efficiency — 25 2.6
Administrative processing is centralized. 35 34 34
Self-funding requirements exist for HR services. 1.7 19 1.9
?r?énri :ﬁ:ggiri.s that used to be done by HR are now done by 26 26 26
Some transactional activities that used to be done by HR are . 23 25
done by employees on a self-service basis. '

Rotation 21 2.2 21
People rotate within HR. 2.6 2.8 2.8
People rotate into HR. 1.8 1.8 1.8
People rotate out of HR to other functions. 1.8 1.9 1.9

Response scale: 1 = little or no extent; 2 = some extent; 3 = moderate extent; 4 = great extent; 5 = very great extent.

* Significant difference (p < .05) between 1995 and 2001.

some HR activities and the tendency for companies to be in fewer
diverse businesses. Corporations gain economies of scale when they use
the same HR practices in all their units. As we will discuss later, this is
particularly true in the case of transactions and the creation of IT-based
self-service HR activities.

The relationship between companies’ organizational structure and the
organization of HR is shown in Table 2.2. Not surprisingly, single
integrated businesses are less likely to deploy HR resources to the
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Table 2.2. HR Organization and Organizational Structure

Single Multiple
All Integrated Related Several-Sector Large
HR Organization Companies Business Business Businesses Companies

Outsourcing 2.2 2.1 2.3 2.0 2.3
HR service teams 33 3.2 34 3.2 35
Decentralization 3.2 29 3.3 34 35
Resource efficiency 26 24 2.8 2.6 29
Rotation 2.1 2.1 22 21 24

Means; response scale: 1 = little or no extent; 2 = some extent; 3 = moderate extent; 4 = great extent; 5 = very great extent.

business units than are the rest of the organizations in the sample. This
finding fits directly with the view that multiple-business corporations
need to have some variation in their HR policies by type of business and
that there are fewer synergies in multiple-business corporations to
support a centralized HR function. This interpretation is supported by
the finding that HR practices are much less likely to vary across busi-
ness units in a single integrated business than they are in the rest of the
organizations in the sample.

Large companies do differ from small ones. Large companies are more
likely to have small corporate staffs, use decentralized HR generalists,
rotate people within the HR function, have self-funding, and have
transactions done on a self-service basis. Not surprisingly, size has an
impact on how HR is organized because size makes it possible for
companies to capture economies of scale by having service centers, fund
the development of advanced computer-based HR information systems
(HRIS), and assign generalists to sectors of the company.

Table 2.3 shows how HR organizational approaches relate to strategic
focus. One focus shows particularly strong results. When companies
focus on growth, then decentralization, resource efficiency, HR service
teams, and rotation all are more common. Rapidly growing organi-
zations are under pressure to grow and develop their HR function.
Decentralization, teams, and the development of individuals through
rotation are all ways to add strategic and operational capability to the
HR function. Resource-efficiency approaches may be required to pre-
vent the HR function from being overwhelmed by the transactions that
are required to staff and service a growing organization.

The use of HR service teams is significantly related to all of the strategic
focuses; the relationship is particularly strong with knowledge- and
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Table 2.3. Relationship of Strategic Focuses and Change Initiatives to Organization of HR

Strategic Focuses Change Initiatives
Knowledge- &
Information- Competency &
Quality & Based [o] Knowledg
HR organizaﬁon Growth Core Business Speed Strategies Restructuring Performance Management
Outsourcing 15 .20* A3 13 I 22% 18"
HR service teams .16* .16* 18 .36™ 12 33 A
Decentralization 39 AT* A3 -.01 29 .16 18*
Resource efficiency 20" 14 .09 12 35™* AT 33
Rotation 28" 13 .07 .08 19" 217 23

Zero order correlation: *p < 0.05; **p < 0.01; ***p < 0.001.

information-based strategies. The most likely reason for this is that
strategy implementation often requires the development of cross-
functional organizational and individual capabilities and the introduc-
tion of new organizational designs. Teams are one way to assemble the
diversity of knowledge and skills required to address the complex HR
issues that result.

Table 2.3 also shows the relationship between change initiatives and the
organization of HR. A number of strong relationships are apparent. The
use of outsourcing is related to all three change initiatives. This suggests
that when an organization seriously addresses issues such as perfor-
mance, restructuring, and knowledge management, it may free up HR
resources by outsourcing, shedding transactional tasks, and securing
external expertise to complement internal HR talent in order to imple-
ment these initiatives. Outsourcing also can be a way to reduce costs
and improve service quality.

The use of HR service teams is significantly related to the organizational
performance and competency and knowledge management initiatives.
One likely reason for this is that HR service teams can bring together the
multiple functions required to focus on performance improvement. At
the same time, a team approach can improve competency and knowl-
edge management in HR and in the rest of the organization.

Decentralization in HR is strongly related to restructuring. One possible
reason for this is clear. When organizations restructure into multiple
business units and complex business partnerships and networks,
decentralization of HR is a way to establish a business partner relation-
ship. It places the HR function close to its customers.
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Resource-efficiency is significantly related to all three change initiatives.
This suggests that whenever an organization considers change, a major
issue is how to improve the efficiency of the HR organization. This is
hardly surprising given the history of organizations being concerned
about the cost of HR as a function and its administrative efficiency.

Rotation into and out of the HR function is significantly related to all
three change initiatives. Focusing on major change initiatives may make
it obvious to organizations that they can gain a considerable amount
from having broader knowledge of HR in the organization and having
individuals in HR who have a better understanding of the business.
Rotation is one way to add to the knowledge and skills of HR profes-
sionals.

Overall, the results show relatively little change in the application of
various organizational approaches from 1995 to 2001. We expected to
see more adoption of practices such as joint line-HR development of HR
systems, rotation, outsourcing, and centralized processing. These are all
approaches that we believe can facilitate HR becoming more of a strate-
gic partner, yet their use is not significantly increasing.

The results do strongly suggest that strategic change has significant and
important effects on the HR organization. HR is likely to be significantly
affected by change efforts that focus on issues like restructuring, organi-
zational performance, and competency and knowledge management.

In many respects, this is hardly surprising because HR is an important
cost center in an organization and can add considerable value if it can
become a strategic partner that supports these change initiatives. Given
HR'’s history of not being a strategic partner, it is hardly surprising that
efforts at restructuring often lead to changes in the HR function that
appear to be targeted toward making HR more of a strategic partner.
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SECTION 3

HR Activities

To get an in-depth sense of the changes that are occurring in the role

of HR, we asked whether the focus on a number of HR activities has
increased, stayed the same, or decreased over the past five to seven
years. Data analyses showed five groups of HR activities and two activi-
ties that did not group with any other. Table 3.1 shows these activities
and how companies responded in 1995, 1998, and 2001.

Our respondents reported the largest increases in focus (just as was true
in 1995 and 1998) in the areas of organizational design, organizational
development, recruitment, selection, compensation, and HRIS. They
reported that their organizations’ focus decreased in only two areas,
union relations and record keeping (respondents rated both of these
activities below “stayed the same” in 2001). Perhaps the most interest-
ing finding is that, except for these two activities, companies report an
increase in focus on the other seventeen activities. As HR functions take
on new responsibilities, they do not seem to be decreasing their focus on
most of their old ones.

A comparison of the 1995, 1998, and 2001 data shows some significant
differences in the amount of increase reported. The largest increase is
in recruitment and selection, a result that probably reflects the competi-
tion for talent that occurred during the 1990s and the growing focus in
companies on attracting what some call “hot talent” and on being an
employer of choice.

Three activities showed a significant decline: benefits, union relations,
and affirmative action. This is not surprising. Union membership de-
clined during this period, and benefits, particularly health care, were
not as much an issue in 2001 as they were in the early 1990s, when
benefit costs began to escalate. The slight decline for affirmative action
probably reflects changes in the political and cultural environment.

We found no relationship between type of organizational structure and
changes in the focus of HR activities. The forces leading to changes in
the focus of HR functions do not seem to be related to the business con-
figuration of the company. We also found no differences between large
organizations and the rest of the sample.

Table 3.2 shows the relationships between activities and the four strate-
gic focuses. A few significant relationships are apparent. Strategies that
focus on quality and speed relate to an increased focus on design and

organizational development, as well as to employee development. This
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Table 3.1. Change in Focus on HR Activities During Past Five to Seven Years

Means
1995 1998 2001
Design and Organizational Development — 3.8 39
HR planning 41 3.9 4.0
Organizational development 4.0 3.8 3.9
Organizational design — 3.6 3.7
Strategic planning — 3.8 3.8
Compensation and Benefits 39 37 3.8
Compensation 3.9 3.8 3.9
Benefits 3.9 3.6 3.6
Legal and Regulatory — 31 31
Employee record keeping 2.8 28 27
Legal affairs 34 3.3 3.3
Affirmative action 33 3.1 3.1*
Employee assistance — 3.1 32
Employee Development — - 3.6
Employee training/education 3.8 3.5 37
Management development 3.9 3.8 3.8
Performance appraisal 3.8 3.5 37
Career planning 33 34 33
Competency/talent assessment — — 3.7
Recruitment and Selection 3.4 3.9 3.8
Recruitment 33 39 3.8*
Selection 35 3.8 3.7
HRIS 41 41 4.0
Union Relations 31 29 2.1%

Response scale: 1 = decreased; 3 = stayed the same; 5 = increased.

* Significant difference (p < .05) between 1995 and 2001.
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Table 3.2. Relationship of Strategic Focuses and Change Initiatives to HR Activities

Strategic Focuses Change Initiatives
Knowledge- & Competency &
Core Information- Organizational Knowledge
HR Activities Growth Business Quality & Speed | Based Strategies | Restructuring | Performance Management
Design and organizational development 14 06 30 14 02 P 40
Compensation and benefits -.02 .07 12 15 .05 12 .07
Legal and regulatory -.09 -.02 A3 .05 -1 .07 .08
Employee development .02 .03 32 29%** -.03 29%** A0
Recruitment and selection A3 -.04 14 .16 -14 10 25%*
HRIS .09 .07 -10 .08 -.08 .09 -13
Union relations -.01 -.18* -16 -14 .04 .05 .03
Zero order correlation: *p < 0.05; **p < 0.01; ***p < 0.001.

is not surprising because quality and speed are affected by cross-
functional processes that can be addressed through new designs, skill
development, and increased organizational alignment. In a similar vein,
a knowledge and information strategy is associated with employee
development. Both of these results suggest that business strategy does
drive the activities of the HR function.

Two change initiatives are significantly correlated with changes in HR
activities. Organizational performance initiatives are significantly
related to design and organizational development and to employee
development. These HR activities focus on key aspects of a firm’s
performance capabilities. Competency and knowledge management
initiatives relate to three HR activities: design and organizational
development, employee development, and recruitment and selection.

These relationships reflect the importance of attracting and developing
knowledge workers and of designing organizations for optimal applica-
tion and leverage of knowledge. Together, these findings indicate ways
in which HR is called upon to add value in the knowledge economy.
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Surprisingly, neither growth nor the restructuring initiative is related to
an increase in any of the HR activities. Because they clearly pose chal-
lenges in areas such as staffing, competency development, and organi-
zational design, a relationship was expected. The lack of a relationship
may be an indication that HR needs to make a better case for how its
activities can support business strategy and organizational change.

Overall, the results do show changes in the focus of HR and a relation-
ship between those changes and the strategic direction of the business.
Particularly interesting is the increased focus on design and organiza-
tional development when certain change strategies and strategic focuses
are present. This is an area that has not always been a focus of HR. It is,
however, closely tied to organizational performance and business
strategy. Providing expertise in this area may be a way for HR to
become more of a business partner. Also of interest is the area of
employee development, which is rated as an area of increased activity
and is associated with two strategies and two change initiatives. It is
clearly an increasingly important focus for HR functions. The increasing
prevalence of strategies and initiatives that build on knowledge and
employee competencies has opened the door for HR to become more of
a strategic partner.
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SECTION 4

Talent Strategies

Recruiting, developing, and retaining employees has always been a key
HR focus. The importance of talent management has increased in the
knowledge economy. Knowledge-based resources have replaced finan-
cial capital, natural resources, and unskilled labor as the most important
source of competitive advantage. In the knowledge economy, human
capital is critical to competitive advantage both because it is difficult for
other firms to imitate and it is the critical determinant of performance
(Jackson, Hitt, and DeNisi, 2003). Studies show that processes related to
the management of human capital relate to firm financial performance
(Hitt, Bierman, Shimizu, and Kochhar, 2001).

Much has been written about the “war for talent” (Michaels, Handfield-
Jones, and Axelrod, 2001). Demographic trends such as the retirement
of the baby-boomer generation and its replacement by a much smaller
cohort suggest that labor markets for skilled knowledge workers will
remain tight for several decades (Russell, 1993). To a great extent, firms
“rent” the knowledge of their employees; they do not own it. An
employee’s knowledge walks out the door every evening and may

not return. The value of knowledge workers to companies lies not only
in their general knowledge—knowledge that they can apply in many
settings—but also in the firm specific and tacit knowledge that they
have developed through experience. Knowledge is embedded in the
processes of the firm, and employee mastery of these processes is critical
to effective performance. Furthermore, developing new performance
capabilities requires introducing and improving work processes and
developing new employee competencies.

Given that human capital is critical, developing an effective talent
strategy may be the most important contribution that the HR function
can make to the formation and implementation of business strategy.
Indeed, in Section 3, we saw that firms continue to report an increase

in attention to their recruitment and development responsibilities. These
are key aspects of any talent strategy.

We added a new section to the survey in 2001, asking the extent to which
various talent strategy practices are present. The seven practices divided
into three groups. As Table 4.1 shows, they are development opportuni-
ties, management processes, and outplacement of lowest performers.

In the development arena, we see that 97 percent of firms use tuition
reimbursement at least to some extent, with 53 percent reporting that
they rely on this to a great or very great extent. Although 73 percent of
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Table 4.1. Talent Strategy
Percent Responding Means
Little or No Some Moderate Great Very Great
Extent Extent Extent Extent Extent
Development Opportunities 2.6
A significant investment in e-learning 27 32 21 15 5 24
Tuition reimbursement 3 17 27 33 20 3.5
A corporate university 59 13 14 5 9 1.9
Management Processes 3.0
Involvement by senior management 3 22 32 29 14 3.3
Regular talent reviews 10 19 28 27 16 3.2
Competency systems that are linked to HR 18 34 o5 16 8 26
practices
Outplacement of Lowest Performers 16 28 23 23 10 2.8

firms are using e-learning to some extent, only 20 percent of firms report
that they are doing this to a great extent. Thus, e-learning appears to
have gained a role in most companies, although perhaps not a major
role. Additionally, 41 percent of firms are using a corporate university
approach. Corporations using this approach usually offer a wide variety
of courses internally. Judging from these results, many companies
appear to be relying on employees to take responsibility for their own
education, either by taking the initiative to take courses and degree
programs or by taking advantage of electronic development activities.

Forty-three percent of the respondents say that senior management is to
a great or very great extent involved in the management of talent and
that regular talent reviews are to a great or very great extent part of
their talent management processes. Fewer firms (24 percent) report that
competency systems that are linked to their HR practices are a key part
of their talent management strategy. These data suggest that although
line management’s role in the talent strategy is often in place, HR may
be failing to provide an integrated competency system that enables a
systematic approach to talent decisions.
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Lately, it has become fashionable to suggest that firms should regularly
weed out their lowest performers. Proponents argue that this makes
room for good performers to advance, allows the company to bring in
new blood, and results in continually raising performance standards.
Our results suggest that most firms use this approach: 33 percent of
firms report that outplacement or counseling out the lowest performers
is to a great extent a part of their talent strategy, and 84 percent report
that they do this at least to some extent.

We found no significant differences in the extent to which firms with
different structures employ these talent strategies. Large companies do
differ in two respects: they are more likely to have regular talent reviews,
and they provide more development opportunities. Overall, the results
indicate that large firms invest more in building their human capital.

Table 4.2 shows that the talent strategies are related to different business
strategies and initiatives. The strongest relationships tend to be with
knowledge- and information-based business strategies and with change
initiatives focused on developing employee competencies and manag-
ing knowledge. Because tacit knowledge and deep expertise tend to be
embodied to a large extent in people, strategies and initiatives that base
competitiveness on leading in the knowledge arena inherently call for
the development and deployment of talent. Similarly, strategies and
initiatives that emphasize performance capabilities such as speed and
quality depend heavily on the behavioral competencies of the work-
force, that is, on having the talent to carry out new, more effective
processes. Thus, it is not surprising that strategies and initiatives that
require performance capabilities and behavioral competencies are
related to the use of talent management practices.

Finally, the strategies and initiatives that emphasize knowledge are
significantly related to the outplacement of the lowest performers. This
fits with a focus on staffing the workforce with the most talented group
of performers possible.

Strategies and initiatives that focus on growth, restructuring, and core
businesses are generally not related to the use of various talent manage-
ment strategies. There are exceptions, however. Growth and restructur-
ing are both related to management processes, no doubt reflecting firms’
need to fill new management positions and reconfigure talent when
companies put new organizational configurations in place. Restructur-
ing also is related to the outplacement of low performers, probably
because they are the least likely to be offered opportunities in the new
organization. Finally, a significant relationship exists between develop-
ment strategies and a focus on the core business, probably because
sticking to a core business reduces the variety of development that is
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Table 4.2. Relationship of Strategic Focuses and Change Initiatives to Talent Strategy
Strategic Focuses Change Initiatives
Knowledge- &
Information- Competency
Core Quality & Based Organizational & Knowledg
Growth Business Speed Strategies Restructuring Performance Management
Development opportunities .05 A7 21 .26%* 12 I R A1
Management processes A7 .08 23 32%* 21 33 H55***
Outplacement of lowest performers A1 A1 24 AT 18" 15 A7
Zero order correlation: *p < 0.05; **p <0.01; ***p < 0.001.

required. In addition, it increases both the leverage of programs that are
developed and the clarity about what development experiences are
useful.

Others have argued that the knowledge economy contains large differ-
ences not only in the performance of different employees but also in
their performance potential and their potential to add value. Much
knowledge work is not routine in nature, requires the ability to solve
complex problems and deal with ambiguity and uncertainty, and relies
on the employee’s initiative to deal with unstructured situations (Mohr-
man, Tenkasi, and Mohrman, 2000). These performance capabilities are
not equally present, even among people with the same formal education
and experience. In addition, although many skills are required for a
knowledge firm to operate effectively, only some skills and knowledge
are core, in the sense that they provide strategic and competitive advan-
tage (Lepak and Snell, 2003).

Because of their importance, one can make the case for companies
focusing a great deal of attention on identifying, nurturing, growing,
and trying to retain employees with the most potential to add value to
company performance. Fifty-seven percent of the companies in our
sample report that they have special programs for high-potential
employees.

We asked companies with high-potential programs to report on the
extent to which these programs included seven approaches. The
approaches divided into a development group and a rewards group
(see Table 4.3). Most companies that have a program for high-potential
employees include special development and assessment activities (88
percent) and special career development activities (82 percent), at least
to a moderate extent. About two-thirds of the companies report moder-
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Table 4.3. Use of Special Programs for High-Potential Employees

Percent Responding Means
Little or Some Moderate Great Very Great
No Extent Extent Extent Extent Extent
Development 3.0
Job rotation programs 16 22 27 28 8 2.9
Special development and assessment activities 1 11 44 29 14 34
Special career development activities 5 13 38 37 8 3.3
Mentoring program 13 20 32 29 6 3.0
Providing a coach 18 30 34 9 9 26
Compensation 1.8
Special incentive programs 46 14 18 16 6 22
Individualized employment contracts 74 16 3 6 1 1.5

ate or greater use of mentoring and job rotation programs for high-
potential employees, whereas about half report this same level of
investment in providing coaches to these employees.

In comparison to development programs, companies are less likely to
use special approaches to compensation and rewards as part of a pro-
gram for high-potential employees. Still, we can expect that these em-
ployees might advance more quickly and thus receive favored salary
treatment within the company’s systems. Only 40 percent of companies
with high-potential programs make moderate or more use of special
incentives for this population, and only 10 percent make similar use of
individualized employment contracts.

We found no significant differences in the use of various high-potential
approaches by firms with different structures. Size does seem to make a
difference in one area: large firms are more likely to have development
activities. Two factors probably account for this: large firms have a
greater need for talent development and more resources to devote to it.

Having a high-potential program is related to one strategy and one
initiative (see Table 4.4). In particular, firms that have a high-potential
program are more likely to have a growth strategy and to be restructur-
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Table 4.4. Treatment of High-Potential Employees, Strategic Focuses, and Change Initiatives

Program of Special Treatment
of High-Potential Employees
Yes No
Strategic Focuses
Growth 3.1 2.6*
Core business 26 23
Quality and speed 3.6 38
Knowledge- and information-based strategy 3.7 3.7
Change Initiatives
Restructuring 35 3.1*
Organizational performance 3.0 29
Competency and knowledge management 3.0 2.9

Means; response scale: 1 = little or no extent; 2 = some extent; 3 = moderate extent; 4 = great extent; 5 = very great extent.

* Significant difference (p < .05) between the two categories.

ing than those that do not. Growth and restructuring may lead firms to
spend more time identifying their high-potential talent and to invest in
its development. Most likely, this is because these firms have the need to
quickly develop talent to move into an increasing number of leadership
positions.

If we look more closely within the population of firms that have a high-
potential program (see Table 4.5), we see a more nuanced view of how
the elements of such a program relate to strategy and change initia-
tives. Investment in special development and career support for high-
potential employees does not relate to particular kinds of strategy.
However, it does relate to the extent to which organizational perfor-
mance and competency and knowledge management initiatives are in
place. Thus, not only are firms with these initiatives more likely to make
a large investment in development in general as part of their talent
strategy, they are also likely to focus a great deal of their development
investment on high-potential employees.

Using special compensation approaches as part of a company’s high-
potential program relates only to a strategy of focusing on the core
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Table 4.5. Relationship of Strategic Focuses and Change Initiatives to High-Potential Practices

Strategic Focuses Change Initiatives
Knowledge- &
Information- Competency
Core Quality & Based Organizational & Knowledge
Growth Business Speed Strategies Restructuring Performance Management
Development .03 -.01 10 19 .09 .36** 427
Compensation .16 33 .06 .06 .01 .09 .09

Zero order correlation: *p < 0.05; **p < 0.01; ***p < 0.001.

Table 4.6. Relationship of Treatment of High-Potential Employees to Talent Strategy

Talent Strategy
Development Management Ouplacement of Lowest
Opportunities Processes Performers
Development .30 49% .09
Compensation 15 A3 -.01

* Zero order correlation: *p <0.05; **p <0.01; ***p < 0.001.

business. This strategy relies heavily on leading the market in a certain
set of core competencies and a defined knowledge base. These firms can
likely easily identify which talent is critical to such leadership and are
willing to pay a great deal to retain that talent and keep it from going to
competitors.

Table 4.6 shows the relationship between a talent strategy and the use of
special development and compensation approaches for high-potential
employees. Companies that have high-potential development programs
are higher in the use of management processes associated with talent
management. This is not surprising. Linking competency programs to
the identification of high-potential employees and to targeting their
development experiences and career moves ought to be a key part of
any high-potential program. Also not surprising is the relationship
between having development programs for individuals with high
potential and having them for all employees.

Apparently, companies are either committed to talent development or
they are not. Interestingly, the special compensation practice of some
high-potential programs does not relate to the overall talent manage-
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ment practices. Finally, outplacement of the lowest performers is not
more likely to be present in companies with high-potential programs.

In summary, we find strong evidence that firms are likely to invest in
talent strategies when (1) their strategies are based on knowledge and
information and on performance capabilities such as speed and quality,
and (2) they have initiatives to support these focuses. Companies that
have a growth strategy and are restructuring are the most likely to have
a special program for high-potential employees. High-potential pro-
grams are more likely to have a strong development focus if the com-
pany also has knowledge and performance capability initiatives in
place.
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SECTION 5

Shared Services

Creating shared services units is one way to provide transactional HR
services and specialized expertise to an organization’s business units.
Services may be shared in order to achieve efficiency, create a critical
mass of expertise, and leverage knowledge resources. To determine
what activities are being put in shared services units and how effective
they are, our 1998 and 2001 surveys asked respondents questions about
the use and effectiveness of a variety of shared services units. We asked
survey takers from companies with a single business not to respond to
this item because we are primarily interested in how frequently and
effectively these units serve companies with more than one business
unit. Table 5.1 shows the responses of companies with multiple units.
Two groups of items emerged from our data analysis. One item, union
relations, did not relate to these two groups.

Shared services units in companies offer a variety of transactional and
expert services. Both the 1998 and 2001 results show that administrative
services are more likely to be done by shared services units than are
services concerned with development and management. Legal support,
benefits administration, and HRIS are particularly likely to be per-
formed through shared services units. This is not surprising because
companies can capture significant economies of scale in the case of
HRIS and benefits. In addition, companies may find advantages in
knowledge management by concentrating technical expertise in one
location.

The services that shared services units are particularly unlikely to pro-
vide are career planning, organizational development and design, and
union relations. For the purposes of knowledge management, it may
make sense for firms to use shared services in these areas. On the other
hand, these are areas that often require deeper familiarity with particu-
lar business units and a close relationship with clients. Thus, perhaps
the best approach for them is to create small centralized services units
and to place individual specialists in business units. Alternatively, some
of these functions may be provided by the HR generalists who are in the
businesses.

The finding that employee training and management development are
only moderately likely to be performed by shared services units is some-
what surprising. These are areas where the potential certainly exists for
centralizing expertise, achieving economies of scale through sharing
development activities, and creating centers of excellence. Perhaps what
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Table 5.1. Use of Shared Services by Companies with Multiple Business Units

Percent Responding Means
Administrative Services 23 22
Employee record keeping 23 45 33 2.2 21
Legal support 18 35 47 2.4 2.3
Compensation 17 46 37 2.3 2.2
Benefits 9 35 56 26 25
HRIS 17 29 54 25 24
Affirmative action 28 38 34 22 21
Development Services 1.8 1.8
Recruitment and selection 37 50 13 1.9 1.8
Career planning 63 23 14 1.4 1.5
Organizational development and design 47 33 20 1.8 1.7
Employee training 21 59 19 19 2.0
Management development 32 45 23 1.9 1.9
Union Services (Relations) 52 30 18 1.9 1.7

TN=94.2N=111.

companies are doing is combining some local services that are close to
the customer with centralized, corporate, shared services that deal with
overall corporate issues and provide resources to the business unit. This
approach may be particularly appropriate in multiple-business corpora-
tions that are in diverse businesses because each of the businesses has
somewhat specialized needs.

A comparison between the use of shared services in 1998 and 2001 shows
no significant differences. As Table 5.1 indicates, the largest change is a
small decrease in the use of union shared services units. Apparently,
shared services have not increased in popularity since 1998.

The use of shared services was the same for related business organiza-
tions and business sector organizations. This is a bit surprising because
one would expect companies with different sectors to have a larger
diversity of requirements than those with multiple related businesses—
a factor that might be expected to work against both the use and effec-
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Table 5.2. Effectiveness of Shared Services in Companies with Multiple Business Units

Percent Responding Means
Effctive Yooy Effoome 1998" 2001
Administrative Services 25 25
Employee record keeping 9 28 63 25 25
Legal support 5 22 73 2.7 2.7
Compensation 5 29 66 2.6 2.6
Benefits 3 36 61 27 2.6
HRIS 1 50 39 22 23
Affirmative action 12 29 59 25 25
Development Services 2.2 2.3
Recruitment and selection 8 47 45 24 24
Career planning 19 67 13 1.8 1.9
Organizational development and design 14 55 31 2.2 2.2
Employee training 6 56 38 2.2 2.3
Management development 9 53 38 2.3 2.3
Union Services (Relations) 13 20 67 2.7 25

TN=94.2N=111.

tiveness of sharing services. We also found no relationship between
organization size and the use of shared services. This is a bit surprising
because larger organizations would seem to be better positioned to
create and gain from such sharing.

Table 5.2 shows the shared services’ level of effectiveness. Respondents
saw all the services as being at least somewhat effective. One area, career
planning, stands out with a particularly low rating. This finding, com-
bined with the low use of shared career-planning services, suggests that
this function may need to be tailored to the needs of different business
units or populations. Or it may reflect organizations” overall lack of
attention to developing high-quality career development systems. It is
possible that career development services would currently receive low
effectiveness ratings whether delivered through shared services or not.

On the positive side, legal support, union relations, affirmative action,
and benefits all get high effectiveness ratings. Not too far behind are
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compensation and employee record keeping. Interestingly enough,
some highly rated shared services provide expertise and some provide
transactions. Apparently, shared services units can effectively provide
both transaction services and expert advice and knowledge, although
the transaction services rate most highly overall.

A comparison between the 1998 and 2001 effectiveness data shows no

significant change in the effectiveness of the shared services units. The
largest change is a statistically insignificant decrease in the union area,
the one area where shared services use is declining.

A comparison of the effectiveness of shared services units among orga-
nizations with different structures found no significant differences. We
did find a slight tendency for larger organizations to report that their
shared services units are more effective. This makes sense because
larger organizations may be able to put more resources into developing
shared services units. Likewise, they may be able to extract significant
economies of scale that heavily influence HR executives” perceptions of
their effectiveness.

Table 5.3 shows that the use and effectiveness of shared services have
little relationship to strategic focuses and no relationship to change
initiatives. The only significant relationship is that using shared services
for union relations is less common when the company has growth
strategies and strategies that focus on the core business. Companies
probably are attempting to grow without extending unionization. This
would lead to trying to contain unions in local pockets and to treating
union relations as a local issue.

Overall, shared services are most likely to be used to deliver administra-
tive services such as HRIS and benefits. They are also frequently used to
provide legal support. Development services are much less likely to be
provided by shared services units.

We found no evidence that the use of any shared services units
increased from 1998 to 2001, despite our earlier finding that companies
reported making greater use of centers of excellence. The most likely
explanation for this seeming inconsistency is that the use of centers of
excellence is increasing, possibly because they support knowledge
management, whereas the use of other kinds of shared services units
are not. This interpretation is supported by the finding in Section 2 that
organizations are not making greater use of centralized administrative
processing units.

The results suggest that shared services units are particularly likely to
be effective when they are used for transactional work. Finally, the
results show no increase in the effectiveness of shared services units.
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Table 5.3. Relationship of Strategic Focuses and Change Initiatives to Use and Effectiveness of Shared Services

Strategic Focuses Change Initiatives
Knowledge- &
Information- Competency &
Quality & Based Organizational | Knowledge
Growth | Core Business |  Speed Strategies | Restructuring | Performance | Management
Shared Services Use
Administrative services -14 .02 -.06 .02 01 .09 -.07
Development services -.06 -.04 .02 .06 -.06 A2 A4
Union services (relations) -22" -.30 .03 .05 -06 M -14
Effectiveness of Shared Services
Administrative services .01 16 19 18 20 15 A2
Development services 22 07 -07 10 32 .07 A3
Union services (relations) 21 A2 A3 20 .08 .09 16

Zero order correlation: *p < 0.05; **p < 0.01; ***p < 0.001.

For some services where building expertise in each business unit does
not make sense, an alternative to creating an internal shared services

unit is outsourcing. Outsourcing may in effect create the equivalent of
shared services in vendor firms. Our study also investigated the use of
outsourcing, and we will describe the results in Section 6.
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SECTION 6

Outsourcing

Outsourcing is one way that a company can improve the effectiveness of
an HR function. In addition to acquiring the expertise of skilled HR pro-
fessionals, the company that uses outsourcing can reduce both the trans-
actional work of HR organizations and costs. In the best-case scenario,
outsourcing companies can provide better and cheaper services because
they are focused on a particular process or area of expertise that is their
core competency, and they can capture economies of scale by providing
this service to multiple organizations. They also can improve the pro-
cesses of organizations because of the knowledge they have. At the very
least, outsourcing can reduce the number of employees who are on the
HR department payroll and can create a flexible cost structure when the
company needs services occasionally or for short periods.

Table 6.1 shows the degree to which companies are currently outsourc-
ing eighteen HR activities. The activities are divided into the five groups
that our statistical analysis produced; seven items did not group. In
1995, 1998, and 2001, the use of outsourcing varied widely among these
activities, but in no case was any of them even close to being completely
outsourced.

Over 90 percent of the companies did not outsource HR planning, stra-
tegic planning, organizational design, and performance appraisal at all.
These are all areas where HR can add considerable strategic value and
act as a strategic partner. However, they are not all areas where HR is
very active (for example, strategic planning and organizational design).

Most likely to be outsourced was employee assistance, an area that over
50 percent of the companies completely outsourced. This is hardly sur-
prising given its personal and confidential nature. Benefits was next,
with over 80 percent of the companies partially or completely outsourc-
ing the area. The frequency of outsourcing of benefits probably reflects
the combination of transitional and specialized knowledge work that it
involves. In over 50 percent of the companies, training, recruitment, and
legal affairs were partially or completely outsourced.

The use of outsourcing includes areas where extensive expertise is
involved, such as legal affairs, and areas where primarily transactional
work occurs, such as benefits administration. This provides confirma-
tion that organizations are outsourcing to gain both transactional effi-
ciency and expertise.

A comparison among the 1995, 1998, and 2001 results shows a general,
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Table 6.1. Outsourcing Use

Percent Responding Means
NZt"at Partially | Completely 1995 1998 2001
Planning — 1.1 11
HR planning 96 4 0 1.0 1.1 1.0
Strategic planning 93 7 0 — 1.1 11
Organizational Design/Development 1.2 1.2
Organizational development 77 21 2 1.3 1.3 1.2
Organizational design 91 8 1 — 1.2 1.1
Training 1.6 1.7 1.7*
Employee training/education 26 73 2 1.6 1.9 1.8
Management development 41 59 1 15 1.6 1.6
HRIS and Record Keeping 1.2 15 1.4*
HRIS 54 43 3 1.3 1.6 1.5%
Employee record keeping 73 26 1 1.2 14 1.3
Staffing and Career Development 1.2 1.2 1.2
Performance appraisal 93 6 1 1.0 11 1.1*
Recruitment 49 50 2 1.4 1.6 1.5%
Selection 83 17 1 1.2 1.2 1.2
Career planning 86 14 1 1.1 1.2 1.2
Benefits 19 72 9 1.7 1.9 1.9
Compensation 55 44 1 1.2 1.5 1.5%
Legal Affairs 44 51 5 1.4 1.6 1.6*
Affirmative Action 68 30 2 1.1 1.2 1.3*
Employee Assistance 20 26 54 — 2.2 23
Competency/Talent Assessment 68 31 1 — - 1.3
Union Relations 86 14 0 1.1 1.1 1.1

* Significant difference (p < .05) between 1995 and 2001.

although small, increase in the use of outsourcing. Specifically, the
following areas show statistically significant increases in the use of
outsourcing from 1995 to 2001: compensation, benefits, employee
training, HRIS, recruitment, performance appraisal, affirmative action,
and legal affairs. No activity was less likely to be outsourced in 2001
than it was in 1995. Thus, it is safe to conclude that a trend toward
outsourcing may just be beginning to unfold. Clearly, the opportunity
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for more outsourcing to take place is great, because only a very few
companies completely outsource any of their HR activities.

The results show no significant differences in the outsourcing behavior
of the various types of organizations. This is not surprising because
outsourcing is likely to be equally effective in the different organiza-
tional structures we studied.

Table 6.2 presents the responses to a question about the type of prob-
lems that resulted from outsourcing. The eleven items divided into two
groups. The data suggest that companies have experienced a number of
problems in their outsourcing activities, although the majority of com-
panies do not experience them to a great extent or very great extent. The
most common problems involve contractor and administrative issues.
Over 50 percent of the firms say that to a moderate or great extent
administering the outsourcing activity is more expensive than execu-
tives expected; the services have not been as good as promised; the costs
are higher than promised; and contractors do not have enough knowl-
edge of the company. Over 40 percent say that the switch to alternative
outsourcers is difficult, and they lack skills in managing contractors.
The picture that emerges is one of companies experiencing significant
problems with outsourcing but finding it difficult to switch to alterna-
tive vendors. Particularly disturbing are the reports of high costs and

poor quality.

It is not surprising that the frequency of contractor problems is high,
given the general lack of experience that HR executives have in con-
tracting for services. As we noted, these organizations recognize that
they sometimes lack the skills to deal with contractors.

The problem that occurs least frequently is the loss of competitive
advantage from the way companies manage people. This is a bit sur-
prising because allowing outsourcers to deliver HR services can change
the relationship between employees and organizations. Outsourcing HR
can depersonalize and homogenize the relationship so that organiza-
tions lose part of their brand as an employer.

We can think of three possible explanations for why organizations may
not feel they are losing competitive advantage. First, the outsourcing
may involve transactional work that is not a key strategic interface with
the employees. Second, the organizations may have carefully structured
their outsourcing arrangements so that their HR programs have unique
features that foster the kind of relationship they want with their employ-
ees. Third, many organizations may never have managed their people in
a way that gave them a competitive advantage, so they had little to lose
by outsourcing.
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Table 6.2. Problems in Managing Outsourcing

Percent Responding

oo | fome | Motete | g | veem | g | o0

Contractor and Administrative Issues 24 25
atona ave beon mae pen antcpmea, | 19 | 2 | 30 | 2t | 1 | 25 | 26
Services haven’t been as good as promised. 9 30 39 20 1 2.7 2.7
ggggzﬁyrs don’t know enough about the 17 30 32 18 3 24 26
Cost has been higher than promised. 14 26 39 18 3 2.5 2.7
Lack of skills for managing contractors. 29 31 26 10 4 2.4 2.3
Switch to new outsourcers is very difficult. 29 30 24 14 3 2.3 2.3
Effectiveness of Outsourcing 2.0 2.0
rl;1061's,nsacs);za csg:);;cle;itive advantage from the way we 53 24 13 8 9 16 18
Negative reaction from business units served 38 35 19 7 1 2.0 2.0
Negative reaction from company employees 30 40 20 7 2 2.1 2.1
Negative reaction from HR employees 36 33 20 8 2 2.1 2.1
Can't have HR systems we need 40 29 10 14 7 2.1 2.2

No significant difference (p < .05) between time periods.

Comparison of the 1998 and 2001 responses shows a slight, not statisti-
cally significant, increase in problems in several areas. In 2001, compa-

nies are more likely to report that contractors do not know enough about

the company and that costs have been higher than promised. Neither of

these results is particularly surprising because an organization can assess

how much a contractor knows and is willing to learn about its function-
ing only after the contractor gets in place. Further, although costs may
not rise during the period of the initial contract, contractors may try to

negotiate a higher price upon renewal, particularly if they have used a
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Table 6.3. Relationship of Strategic Focuses and Change Initiatives to Outsourcing

Strategic Focuses Change Initiatives

ey

Growth | Buness | Speed | Sestges | Restucurng | Paromance | Mansgomont
Overall outsourcing (all items) .04 12 .16 -.03 30 23 NN
Planning -12 -.02 -.06 .05 .01 07 -.02
Oganizational design/development -.00 .07 A7 A7 15 28" 10
Training 10 10 A2 .01 .26™ A1 A3
HRIS and record keeping .04 19 .09 -.05 21 20 14
Staffing and career development .05 .06 .02 .07 15 14 .03
Benefits .04 AT .06 .05 18 15 .07
Compensation -.02 .06 15 .05 15 A7 .04
Legal affairs -.04 -.01 .06 -15 23" .08 A
Affirmative action -.01 .04 -.06 -10 A2 -.03 -.03
Employee assistance -.07 -.05 A1 -.07 A1 .03 .04
Competency/talent assessment -.02 1 .07 -.01 .06 A7 .06
Union relations -13 -.02 -07 -.02 -.08 .06 12

Zero order correlation: *p < 0.05; **p < 0.01; ***p < 0.001.

low price to gain entry into the organization. Finally, the item concerned
with loss of competitive advantage shows a slightly higher score in 2001
than in 1998. One possibility is that as organizations become more
familiar with all of the implications of outsourcing, they then find that
this is a more pressing concern for them.

These organizations raised enough concerns regarding outsourcing for
us to issue some cautions. Before they outsource, organizations need to
develop the capability to manage contractors and have adequate inter-
nal resources to manage them. Costs are also a critical issue; organiza-
tions need to pay particular attention to cost control in this area.

Table 6.3 shows that very few significant relationships exist between
strategic focus and outsourcing. The lack of a relationship between
growth strategies and outsourcing is surprising, especially given our
findings in 1998 that growth-focused organizations were more likely
to outsource than were other organizations. Growth puts stress on an

Outsourcing 53




organization’s HR delivery capabilities, and outsourcing could provide
a quick way to acquire additional support for an HR function that is
under pressure to serve a larger organization. It is not clear why this
relationship is not present in the 2001 data.

Two of the change initiatives are related to outsourcing behavior.
Restructuring in particular is strongly related to overall outsourcing,

as well as to the outsourcing of training, HRIS, benefits, and legal
affairs. Understanding why restructuring might lead to greater out-
sourcing is not hard: serious restructuring efforts question the way a
number of tasks are done in an organization and often involve looking
for cheaper and better alternatives. Outsourcing is a viable alternative
and in some cases can lead to lower costs, thus becoming an element of
a restructuring program.

Organizational performance initiatives are also related to outsourcing
overall, as well as to the outsourcing of HRIS and organizational design.
Apparently, when organizations focus on performance, they seek out-
side help in organizational design and find that outsourcing is a way to
improve performance.

Overall, outsourcing is clearly growing slowly and is likely to continue
to grow. It fits with organizations being in a growth mode and with the
desire of many HR organizations to get out of transaction and service
activities so that they can become more of a strategic business partner.
Outsourcing also allows organizations to gain access to knowledge and
expertise that they do not have and are not in a good position to develop.
A potential obstacle to the growth of outsourcing is the number of prob-
lems associated with it, including the apparent difficulty of getting sus-
tained cost and quality advantages. So far, none of the obstacles seems to
have been severe enough to prevent the growth in outsourcing, but the
fact that they are increasing in frequency could signal future problems
for outsourcing.
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SECTION 7

Use of IT

IT is a potentially powerful way to accomplish HR record keeping, HR
transactions, and many other tasks efficiently and accurately, thus
enabling HR managers to spend more time on strategic business sup-
port. IT may be a way to deliver expert advice to managers and employ-
ees in areas such as selection, career development, and compensation.

It may also facilitate change efforts by assessing the capabilities of the
workforce and by providing information and training that supports
change. Finally, it can support the development of business strategy by
providing important information about the organization’s capabilities
and core competencies.

Table 7.1 shows the current state of IT-based HR processes in the com-
panies we studied. Forty-four percent of companies use IT for most or
all of their HR systems, and 92 percent have at least some IT-based pro-
cesses. This is a relatively high level of IT use.

We were surprised to find no increase in IT use from 1995 to 2001. We
cannot account for why this is, particularly in light of the large amount
of activity that seems to be occurring in the eHR world. One possible
explanation is that organizations are making investments in eHR, but
their investments are focused on improving the functionality of the
processes that already use IT (for example, benefits administration and
employee record keeping) rather than on adding new processes.

The extent of IT use is not strongly related to type of business configura-
tion, nor is it related to an organization’s size. That said, we should note
that single-business companies are the least likely to have most HR pro-
cesses based in IT. This is a surprising finding, particularly because it
was not the case in our 1995 and 1998 studies. It is also surprising that
the largest organizations in our sample are not significantly greater IT
users. They are likely to have more resources to put into the develop-
ment of eHR systems and can achieve greater economies of scale. One
explanation for this is that even the smaller organizations in our sample
have thousands of employees and thus may have enough size to justify
using IT in their HR function.

In 1998, we added a second question on the use of company computer-
based information systems to our survey to get a more complete picture
of the systems’ capabilities. It asked about the degree to which employ-
ees and/or managers could perform certain HR tasks by way of a
computer-based information system. Table 7.2 shows the results for
1998 and 2001 grouped on the basis of a statistical analysis. Perhaps the
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Table 7.1. State of HRIT
Percent Responding
Single Multiple Several-
Integrated Related Sector Large
1995 1998 2001 Busi Busi Businesses Companies

Little or no IT/automation present in the HR
function 6.3 84 8.3 10.8 3.7 15.8 43
Some HR processes are T-based/automated 453 40.3 48.3 56.8 46.3 36.8 478
Most processes are IT-based/automated but not
fully integrated 40.6 429 35.9 29.7 38.9 395 391
Completely integrated HR IT/automated system 7.8 8.4 7.6 2.7 111 7.9 8.7

most striking finding is the variation in the extent to which these HR
activities that employees and managers can perform with computer-
based systems. The most frequent are posting job openings, applying for
jobs, arranging for travel reimbursements, and changing benefits. At the
other extreme are eight activities that, in over 50 percent of the compa-
nies, employees cannot do on the computer systems at all. Many of
these are in the management tool group.

What most clearly distinguishes the tasks that are frequently done from
those that are not is the degree to which the activities are transactional.
Transactional activities are particularly likely to be done on a computer
system, whereas those involving expert advice and decision making (for
example, all the management tool items) are either done not at all or only
partially by way of computerized information systems. This difference is
hardly surprising, because transactions are particularly suited to self-
service. To offer advice takes much more sophisticated software support,
although there are many ongoing efforts to create expert systems that
can help with career development, management training, and new-hire
orientation. In the future, individuals will increasingly serve themselves
with computer-based information systems.

A comparison between the 1998 and 2001 results shows significant in-
creases in the ability to do four activities. Particularly noticeable is the
increased ability to use computer systems for job information. Organi-
zations have increasingly adopted the Web as a way to handle the job
application and job-posting processes. We also find evidence of in-
creased use of the computer for performance management. This may
well reflect the use of computers for 360-degree appraisals and for
generally accumulating performance data throughout an organization.

Table 7.3 shows that in most areas the large organizations in our sample
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Table 7.2. Computer System Activities Done by Employees or Managers
Percent Responding Means
Use Computer Systems for Nzt"at Partially Completely 1998 2001
Personnel Records 21
Change benefit coverage 24 33 43 2.2 2.2
Change address and/or other personal information 32 27 41 2.0 2.1
Job Information 21
Apply for a job (external applicants) 23 34 43 1.9 2.2*
Apply for a job (internal applicants) 22 33 45 1.5 2.2°
Post job openings 10 26 64 15 2.5*
Post personal résumé/bio 62 26 12 — 15
Financial Transactions 1.9
Travel and expense reimbursements 25 29 46 — 2.2
Purchase products and services from vendors 52 36 12 — 1.6
Employee Training 1.7
New-hire orientation 61 34 6 — 1.5
Technical skills training 37 54 9 — 1.7
Scheduling training and development 27 47 26 — 2.0
Management Tools 1.5
Career development planning 63 29 9 14 1.5
Obtain advice and information on handling personnel issues 56 39 6 1.5 1.5
Identifying management development resources 51 37 13 — 1.6
Management development training 55 41 5 — 15
Search for employees with specified skills/competencies 62 30 8 — 15
Salary Planning/Administration 26 52 22 1.9 2.0
Performance Management 30 53 17 1.5 1.9*
* Significant difference (p < .05) between 1998 and 2001.

are somewhat more likely to use computer systems than are other
organizations. The difference is statistically significant in the case of

financial transactions and job information. A possible explanation for this

is the magnitude and complexity of such tasks in large businesses and
the significant aid that a computer-based system can provide because it
facilitates data gathering, retrieval, and storage. It also provides some
obvious economies of scale. Table 7.3 does not show any relationship
between organization structure and computer system activities.

Table 7.4 shows the relationship between the strategic focuses and
change initiatives in an organization and the kind of activities that are
done on the computer. The table indicates relatively few significant
relationships. Not surprisingly, growth is related to the use of comput-
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Table 7.3. Computer System Activities and Organization Structure

Single Multiple Several-
All Integrated Related Sector Large
Companies Business Business Businesses Companies
Use Computer Systems for
Personnel records 21 21 21 21 23
Job information 21 21 2.2 21 2.3
Financial transactions 1.9 1.9 1.9 1.9 2.1
Employee training 1.7 1.7 1.7 1.8 1.8
Management tools 1.5 1.4 1.5 1.6 1.5
Salary planning/administration 2.0 1.6 1.9 2.2 21
Performance management 1.9 1.7 1.9 2.0 2.0
Means; response scale: 1 = not at all; 2 = partially; 3 = completely.
Table 7.4. Relationship of Strategic Focuses to Computer System Use
Strategic Focuses Change Initiatives
nfomtion Competency &
Growh | CorsBusiness | Speed |  Suatsgies | Restructuring | Perormance | Management
Use Computer Systems for
Personnel records .05 -.03 -.05 .07 .04 .01 .08
Job information 14 .20* -.03 A2 .02 -.08 .08
Financial transactions 14 .01 -.03 14 10 .04 .04
Employee training 10 A3 .02 .06 1 .02 .06
Management tools 19 14 -.03 15 15 15 27
Salary planning/administration 23" .01 -.05 .05 .20* .06 .04
Performance management A1 .02 -.00 25" .06 A1 14

Zero order correlations: *p < 0.05; **p < 0.01; ***p < 0.001.

ers for salary administration. One of the advantages of a computer-
based salary administration system is scalability, so it makes sense that
a company would more likely use computers when growth is part of the
organization’s strategy.

The results show an interesting relationship between computer system
use and change initiatives. Organizations with competency and knowl-
edge management initiatives are particularly likely to make computer-
ized management tools available. Tools for managers’ self-development
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Table 7.5. Computer System Effectiveness

Percent Responding Means
Computer Systems Effective for Eff’:gttive ng?;igc:t Ef}ﬁ?{ve 1998 2001
Personnel Records 26
Change benefit coverage 7 31 62 25 2.6
Change address and/or other personal information 8 31 62 24 25
Job Information 22
Apply for a job (external applicants) 9 47 44 21 24*
Apply for a job (internal applicants) 9 40 51 1.8 247
Post job openings 7 39 54 1.8 2.5¢
Post personal résumé/bio 40 43 17 — 1.8
Financial Transactions 21
Travel and expense reimbursements 15 36 49 — 2.3
Purchase products and services from vendors 21 53 27 — 2.1
Employee Training 21
New-hire orientation 25 57 18 — 1.9
Technical skills training 12 61 27 — 2.2
Scheduling training and development 10 51 38 — 2.3
Management Tools 1.8
Career development planning 29 57 13 1.7 1.8
Obtain advice and information on handling personnel issues 24 59 17 1.8 1.9
Identifying management development resources 18 62 20 — 2.0
Management development training 27 63 10 — 1.8
Search for employees with specified skills/competencies 43 47 1 — 1.7
Salary Planning/Administration 7 49 44 2.2 2.4*
Performance Management 14 59 26 1.8 2.1*

* Significant difference (p < .05) between 1998 and 2001.

and tools that provide information useful in managing and developing
employees may best be thought of as part of the infrastructure for
knowledge management and competency development.

The results concerned with the effectiveness of computer systems (see
Table 7.5) mirror those concerned with their availability. Computer
systems are least effective when they provide management tools; they
are most effective when they involve personnel records, salary adminis-
tration, and job information. Again, this is hardly surprising. These
activities have been on IT-based systems for a longer time and in most
cases involve simpler transactions.
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Table 7.6. Relationship of Strategic Focuses to Computer System Effectiveness

Strategic Focuses Change Initiatives
Growth Core Business Speed Strategies Restructuring | Performance Management
Computer Systems Effective for
Personnel records 10 -.01 -.01 .05 -.01 -12 -.00
Job information .09 27* .05 20 .02 .04 19
Financial transactions A3 .09 -.08 .08 A3 -12 .03
Employee training .16 24 .06 12 .16 .04 22
Management tools 31 A7 -.01 15 16 .05 .36*
Salary planning/administration 14 .01 -.07 12 .05 12 24*
Performance management 10 -.05 10 .09 .08 10 .05

Zero order correlations: *p < 0.05; **p < 0.01; ***p < 0.001.

Comparing the 1998 with the 2001 effectiveness results shows five
significant increases in effectiveness and no decreases. The increases in
the job information area are especially noticeable. Apparently, comput-
erized job-posting and job application processes have improved tre-
mendously in most of these companies. Performance management and
salary administration systems also show increased effectiveness. These
results suggest that improvement occurs as organizations become more
familiar with and have more experience with IT-based HR systems.

We found no significant relationships between the effectiveness of IT
systems and organization structure. There is a significant but small
tendency for large organizations to report higher effectiveness levels in
three areas: salary administration, personnel records, and job informa-
tion. Again, this may well reflect the resources that large organizations
have and their ability to buy and develop better systems, as well as the
considerable economies of scale and consequent cost savings that they
may experience.

Table 7.6 relates the effectiveness of computer systems to a company’s
strategic focuses and change initiatives. There are relatively few signifi-
cant results here. One interesting result concerns change initiatives:
competency and knowledge management initiatives are significantly
correlated with the effectiveness of management tools. This is a similar
finding to the earlier finding about the relationship of computer use to
change initiatives. Apparently, having a change initiative concerned
with competency and knowledge management relates to providing
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Table 7.7. Relationship of Change in HR Activity to Computer Use and Effectiveness
HR Activity Change
Design &
Organizational | Compensation |  Legal & Employee | Recruitment &
Development | & Benefits Regulatory | Development | Selection HRIS
Use Computer Systems for
Personnel records -.03 -.02 -14 -.03 -.02 .07
Job information .03 A7 -.03 .09 .06 16
Financial transactions 11 .06 -12 10 -.06 18"
Employee training -.03 .07 -.06 .04 .01 14
Management tools A2 .25 -.03 AT* .03 18
Salary planning/administration -.09 .02 -.07 -.06 -.07 AT
Performance management 10 -.03 -.16 27 .06 .06
* Zero order correlations: *p < 0.05; **p < 0.01; ***p < 0.001

online management tools and is associated with their being more
effectively used.

IT is a key enabling component of most knowledge management initia-
tives. Thus, it is not surprising that a company with knowledge man-
agement and competency development as an explicit focus is more
likely both to provide computerized management tools and use them
effectively. Indeed, in order to be effective, a change initiative in this
area may very well require the use of IT.

The increased use of IT for transactional and other HR services may free
up the time of HR professionals and shift their focus away from trans-
actions to more value-added business partner activities. Computerized
systems also may complement the work of HR professionals and form
an integral part of new or enhanced HR focuses and services. If either of
these is true, we should see a relationship between the extent of use of
IT approaches and the change in emphasis on various HR activities.
Table 7.7 shows the relationship between the use of IT for various pur-
poses and changes in the emphasis and activities of the HR function.

As we might expect, greater emphasis on HRIS is related to the use of IT
for three self-service purposes. Two of the exceptions—personnel
records and performance management—are the most interesting. Most
companies have been working for years on computer applications for
changing personal information and benefits coverage, so it may be that
these applications do not represent an increased emphasis on HRIS.
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Performance management applications are related to an increased
emphasis on employee development but nothing else. One reason for
this may be that computer systems for performance management are
often tailor-made for use in a separate development process and may
not be integral to the overall HRIS. Interestingly, computer performance
management applications are slightly negatively related to increases in
a company’s focus on legal and regulatory issues. This may reflect the
conservative influence of lawyers, who worry about issues such as
increased traceability of potentially incriminating data or about legal
defensibility of employee ratings that are impersonally created by a
variety of people who do not have management responsibility for the
person they are rating.

Posting of job information is related to increased emphasis on compen-
sation and benefits. Computerizing the posting of jobs and résumés
and the application process may get HR out of the loop for the trans-
actional parts of hiring and selection. Thus, it may enable a greater
focus on the attendant issues of compensation. Computerized applica-
tions also probably create a visibility to the hiring process that drives
more attention to the highly charged issues of the underlying compen-
sation philosophy, systems, and administration.

The computerized applications most related to change in HR focus are
those pertaining to management tools. The use of these tools is related
to increases in emphasis on compensation and benefits and employee
development. Thus, it appears that the computer systems can operate as
an integral part of the value that HR delivers in these areas.

Computerized applications are not significantly related to changes in
emphasis in two HR activities: (1) recruitment and selection and (2)
legal and regulatory. The latter is not surprising because most comput-
erized applications (with the possible exception of those that provide
legal information and advice to managers) do not directly deal with
these domains. Recruitment and selection is a bit surprising, although
companies are probably pursuing the computerization of job informa-
tion for efficiency purposes regardless of whether they are increasing
the focus of HR on staffing overall.

Perhaps the best way to summarize our data on HR’s use of IT is to

say that companies are just beginning to use it. We see a tremendous
opportunity for much greater use of IT in the areas of transactional HR
work. Companies already use it relatively commonly for benefit cover-
age and changes of address. Evidence shows that IT is being used more
frequently for job information and that its effectiveness in this area is
increasing. Eventually, IT systems may be widely and effectively used
in the areas of advice giving and nontransactional expert support.
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Currently, its use for expert advice seems to be most frequent and most
effective in firms with active commitment to competency and knowl-
edge management.

Our results suggest that the use of IT can indeed result in a shift in the
focus of the HR function. It appears to be capable of shaping a new HR
both by freeing up HR professionals to attend to other issues and by
being an integral part of HR emphases, such as employee development
and strategic support. We believe that IT applications have the potential
to fundamentally change the way organizations manage and deliver
HR. However, our results clearly show that this has not yet happened
in most firms.
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SECTION 8

eHR Systems

The 2001 survey asked a series of questions concerning the development
of eHR systems and the access that employees have by way of IT to
information and resources. As Table 8.1 indicates, approximately 83
percent of the companies said that they have an eHR system, slightly
less than the number of companies that report using IT for at least some
processes (92 percent).

The most common way companies obtained their eHR systems was from
their enterprise resource planning (ERP) vendor. Two other approaches
were popular: (1) buying pieces from application service provider (ASP)
vendors and (2) developing their own eHR systems. These results are not
surprising. Often, the easiest way to obtain an eHR system is to buy one
from an ERP vendor; the vendor is typically already familiar with the
company’s IT systems and has a compatible eHR system. Thus, the
vendor can simply add HR functionality to the system.

We found some significant differences in how firms with different
organizational structures developed eHR systems. Single integrated
firms are particularly likely to get their systems from their ERP vendor.
This probably reflects the fact that they are more likely to have an ERP
system that has integrated their business already, and thus adding on an
eHR system is particularly easy. Large companies are also noticeably
different in that they are particularly likely to develop systems them-
selves. One reason for this may be that they have resources internally to
commit to the development of an eHR system. They are also much more
likely to have a system than are other companies. Again, this probably
reflects the resources a large company has and the economies of scale
that can be gained from having an eHR system.

Table 8.2 presents results from a question we asked about what is avail-
able to employees through an employee portal. Only those companies
that have an eHR system (83 percent) answered it. The items in the
question clustered into two groups: (1) knowledge and market informa-
tion and (2) general information. There is a substantial difference in the
degree to which the two kinds of information are available. General
information about the business is much more available than is knowl-
edge and market information. The most commonly available kinds of
information are executive messages to employees and open access to the
Internet. Companies appear to be very willing to give employees access
to the Internet and of course see portals as a major way to distribute
business and executive messages.
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Table 8.1. eHR System Development and Organization Structure
Percent Responding
Single Multiple Several-
Al Integrated Related Sector Large
Companies | Business Business | Businesses | Companies

No system 17.0 16.7 17.5 15.8 8.3
Developed it ourselves 19.0 13.9 26.3 18.4 29.2
Obtained it from our ERP vendor (for example, PeopleSoft) 374 50.0 33.3 28.9 33.3
Eil;rccgsaz(fag r:nl_lo;t :;s?! r:)\f it from vendors (ASPs) who provide 15.0 16.7 123 211 14.6
Hired a consulting firm to design it 4.1 0.0 3.5 10.5 4.2
Outsourced its design and operation to a consulting firm 1.4 0.0 1.8 0.0 4.2
Other 6.1 2.8 5.3 5.3 6.3

The results with respect to making knowledge and market information
available to employees suggest that companies have yet to develop a
great deal of focus on company knowledge management. For example,
information about competitors, access to knowledge experts, and access
to knowledge communities are all rated rather low in availability, with
the typical response being that each is available to only some extent.
This is obviously an area where organizations can develop much more
comprehensive employee portals and improve their knowledge man-
agement as a result.

Forty-one percent of companies say that their system includes an eHR
personal portal for employees. It is also interesting that life event—
focused HR processes (for example, adding a dependent or retiring)

are available to some extent in about 70 percent of the companies. Thus,
companies seem to be making an effort to make eHR systems employee
friendly and to allow employees to carry out more than a few basic
transactions on the company’s eHR system.

The relationship between portal information availability and organiza-
tional structure is shown in Table 8.3. There are some differences here.

In particular, large organizations seem to make more knowledge and
market information and general information available through employee
portals. This difference may well reflect the extra communication chal-
lenges that large organizations face, as well as their having the where-
withal to support and use IT communication systems.
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Table 8.2. Employee Portal Availability
Percent Responding Means

Little or Some Moderate Great gg;’t

No Extent Extent Extent Extent Extent
Knowledge and Market Information 2.2
Industry and competitor information 40 26 20 14 0 2.1
Access to technical knowledge and resources 19 29 20 21 10 2.7
Access to market knowledge 31 30 19 17 2 2.3
Access to knowledge experts 39 31 23 4 3 2.0
Access to knowledge communities 45 27 16 10 2 2.0
General Information 3.0
ﬁ?(;?[%:rt})é I:,trategic and performance 08 20 21 29 9 26
Executive messages to employees 11 12 24 28 25 3.5
Open access to Internet 6 9 12 31 41 3.9
A manager's tool kit 27 23 19 21 10 2.6
Life event-focused HR processes 32 24 23 12 10 2.4

We found a slight tendency for several-sector businesses to provide
access to the most knowledge and market information. This is particu-
larly noticeable when the comparison is between single integrated
businesses and several-sector businesses. One possible explanation for
this is that the sharing of knowledge and market information does not
happen naturally through face-to-face and departmental systems when
companies have multiple sectors. Consequently, several-sector busi-
nesses rely more on IT to acquire and distribute information and to
enable leverage across the corporation.

Table 8.4 shows the relationship between the kind of information that is
available on employee portals and the companies’ strategic focuses and
change initiatives. Again, the significant relationships with the change
initiatives involve competency and knowledge management. An organi-
zation with a competency and knowledge management change initia-
tive is particularly likely to make knowledge and market information
available through an employee portal. This shows that the relationship
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Table 8.3. Employee Portals and Organization Structure

Single Multiple
Al Integrated Related Several-Sector Large

Companies Business Business Businesses Companies
Knowledge and Market Information 2.2 2.0 2.1 25 2.3
Industry and competitor information 21 1.9 2.0 24 21
Access to technical knowledge and resources 2.7 25 2.6 3.0 2.7
Access to market knowledge 23 2.1 2.2 2.4 2.4
Access to knowledge experts 2.0 1.8 2.0 2.1 2.2
Access to knowledge communities 2.0 1.8 1.9 2.2 2.2
General Information 3.0 28 3.1 3.1 3.2
Company strategic and performance information 2.6 2.3 2.6 2.9 2.8
Executive messages to employees 3.5 3.3 3.5 34 37
Open access to Internet 3.9 3.7 4.0 3.9 3.9
A manager’s tool kit 2.6 2.3 2.8 2.8 2.8
Life event-focused HR processes 24 2.2 2.7 2.4 2.7

Means; response scale: 1 = little or no extent; 2 = some extent; 3 = moderate extent; 4 = great extent; 5 = very great extent.

between organizations and their employees is significantly influenced
by the type of change programs they are using.

Overall, our results suggest that most companies are moving toward the
use of IT to perform the work of HR and to enhance employee capabili-
ties and their understanding of the business. eHR can be a key enabler
of an organization’s strategy; however, in order for this to happen, shar-
ing market and knowledge information through an employee portal
needs to be much more broadly practiced. Organizations clearly have a
long way to go with respect to providing employees with the kind of
information that allows them both to understand the business that they
are part of and the ways they can develop their skills and careers.

Perhaps the most impressive finding is that companies grant employees
open access to the Internet. This allows employees a great opportunity
for knowledge development and information acquisition. It also, of
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Table 8.4. Relationship of Strategic Focuses and Change Initiatives to Employee Portals

Strategic Focuses Change Initiatives
Knowledge- &
Information- Competency
Core Quality & Based Organizational & Knowledg
Growth Business Speed Strategies Restructuring Performance Management
Knowledge and Market Information 11 1 -.08 .05 .03 A3 21%
Industry and competitor information .08 .05 -1 .08 .08 .06 15
Access to technical knowledge and 05 05 .08 06 08 1 3%
resources
Access to market knowledge .07 .04 -.06 .03 .03 A7 14
Access to knowledge experts .09 14 -.05 -.03 -.01 .16 A7
Access to knowledge communities 18 A1 -.05 .09 -.05 .07 20*
General Information .08 A5 -.09 .07 10 .02 10
Qompaqy strategic and performance 04 01 20 04 05 07 05
information
Executive messages to employees -.02 A3 -.05 .03 A3 14 .05
Open access to Internet .08 29" -.09 .04 A2 .04 -.03
A manager’s tool kit .05 .05 .02 .08 .08 .07 A9*
Life event-focused HR processes 15 .09 -.03 A1 .02 -.09 10

Zero order correlations: *p < 0.05; **p < 0.01; ***p < 0.001.

course, raises many issues concerning misuse of the Internet and ways
that companies should manage performance in an era of open access to
the Internet.

Finally, the results show a relationship between the competency and
knowledge management initiative and access to information. Once
again, these results make the point that when organizations want to
develop their knowledge, they use IT to aid the process.
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SECTION 9

Effectiveness
of eHR Systems

Because of the relative newness of eHR systems, little information is
available about their effectiveness and about their impact on the
effectiveness of organizations and their HR systems. In order to collect
data on these two issues, we asked a question in the 2001 survey about
eHR systems’ effectiveness. As Table 9.1 indicates, a statistical analysis
created four groups of effectiveness items.

eHR systems do not get very high performance ratings on any of the
criteria. Indeed, the highest ratings are in the area of efficiency, but even
the highest-rated item, speed, gets a rating just barely above the middle
of the rating scale. All of the other effectiveness outcomes are rated from
the middle of the scale downward. One positive note in the ratings of
eHR effectiveness is that 65 percent of the respondents say that the sys-
tems do not alienate employees. This is important because some HR
professionals feel that impersonal computerized services replace the
human touch and cause employee alienation.

It is hardly surprising that the highest ratings come in the efficiency
area, because this is an area where an eHR system should bring about
short-term payoffs. Nevertheless, it is significant that we now have data
confirming that the systems do, to some extent, improve HR services,
reduce costs, and increase speed.

The lowest ratings come in business effectiveness, an area where eHR
has the potential to make the biggest impact with respect to creating

a business partner relationship with the rest of the organization. HR
executives do not see these systems positively affecting organizational
performance, strategic organizational change, and change management.
This may in part be due to the newness of the systems and the fact that
organizations are just beginning to learn how to use them as a strategic
tool. Only time will tell whether eHR systems can make a positive
contribution to organizational effectiveness.

Table 9.2 presents the data relating effectiveness to organizational struc-
ture. We found no strong relationship between the effectiveness of eHR
systems and organizational structure. There is, however, a general trend
for larger organizations to rate their eHR systems as more effective.
Again, this may be because large organizations have put more resources
into their eHR systems and therefore have better developed and more
complete systems. This explanation is consistent with the finding that
large companies provide more general information through their
employee portals, including the sharing of knowledge and market
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Table 9.1. eHR Effectiveness

Percent Responding Means
eHR Little or Some Moderate Great Very Great
No Extent Extent Extent Extent Extent
Effectiveness 14 26 44 14 2 2.6
Employee Satisfaction 3.0
Satisfy your employees 20 30 37 12 1 24
Build employee loyalty 36 38 20 4 2 2.0
Alienate employees’ 65 30 4 1 1 1.4
Efficiency 29
Improve HR services 9 22 31 33 5 3.0
Reduce HR transaction costs 13 27 29 21 10 29
Speed up HR processes 10 23 26 29 12 3.1
Reduce the number of employees in HR 25 31 26 14 4 2.4
Business Effectiveness 2.2
Provide new strategic information 31 37 21 11 0 21
Support strategic change 27 33 23 14 3 2.3
Support organizational growth 19 36 28 14 3 2.5
:p;?ng?;ztfaccéirf;%f:;al-tlisnr;rocesses (for example, 29 o5 29 13 3 24
Enable the analysis of HR's impact on the business 39 29 16 13 3 2.1
Produce a balanced scorecard of HR's effectiveness 47 25 14 13 1 1.9
Enable analysis of workforce characteristics 26 29 21 18 6 25
Provide a competitive advantage 31 35 18 14 2 2.2

" Scale is reversed for inclusion in eHR employee satisfaction scale.
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Table 9.2. eHR Effectiveness and Organization Structure

Single Multiple
All Integrated Related Several-Sector Large
eHR Companies Business Business Businesses Companies
Effectiveness 2.6 24 28 26 2.8
Employee satisfaction 30 29 31 29 3.1
Efficiency 29 27 3.0 29 33
Business effectiveness 2.2 1.9 23 24 24

Means; response: 1 = little or no extent; 2 = some extent; 3 = moderate extent; 4 = great extent; 5 = very great extent.

information, areas that might be expected to improve organizational

performance.

Table 9.3 indicates some significant relationships between eHR effective-
ness and the strategic focuses. Just as we found with the effectiveness of
computer service applications (see Section 7), respondents see eHR as
more effective in organizations that are focused on knowledge- and

information-based strategies.

All three change initiatives show a significant relationship to the busi-
ness effectiveness items. The strongest relationship is between the com-
petency and knowledge management change initiative and business
effectiveness. Again, this relationship is not surprising, and it reinforces
the potential usefulness of eHR systems in organizations that are focused
on intellectual capital and performance capabilities. Apparently, eHR
systems that contribute to business effectiveness are particularly likely

Table 9.3. Relationship of Strategic Focuses and Change Initiatives to eHR Effectiveness
Strategic Focuses Change Initiatives
Knowledge- &
Information- Competency &
Quality & Based [o] Knowledg:
eHR Growth Core Business Speed Strategies Restructuring Performance Management
Effectiveness 07 -04 02 18* 18 -02 13
Employee satisfaction -03 -04 03 99 -03 03 10
Efficiency 16 05 13 15 22 10 23
Business effectiveness 07 08 21* T 29* o7 3G
Zero order correlation: *p < 0.05; **p < 0.01; ***p < 0.001.
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Table 9.4. Relationship of eHR Effectiveness to Computer System Use

Use Computer Systems for
Salary
Personnel Financial Employee Management Planning/ Performance

eHR Records Job Information Transactions Training Tools Administrati M
Effectiveness 40 28+ 344 26 29 20* 14
Employee satisfaction 28+ A1 22 -02 13 07 14
Efficiency 43 25 34 31 31 20 15
Business effectiveness 20 16 31 28* 397 247 22

Zero order correlation: * p < 0.05; ** p < 0.01; *** p < 0.001.

to be developed when organizations have strategic focuses and change
management efforts that are targeted at building the effectiveness of
intellectual and human capital.

Table 9.4 shows the relationship between the effectiveness of eHR sys-
tems and the extent to which computer systems are used for the activi-
ties that were studied in Section 7. With the exception of the impact of
eHR on employee satisfaction, the relationships are consistently posi-
tive. The effectiveness of eHR overall is related to greater use of com-
puter systems for virtually all the activities. In addition, eHR efficiency
is related to using systems for more activities, as is eHR business effec-
tiveness. The relationships are particularly strong between eHR busi-
ness effectiveness and the use of computer systems for financial trans-
actions, management tools, and employee training. This is an interesting
mix of transactional and competency-oriented applications.

Generally, the results suggest that respondents see eHR systems as
more effective if they include more applications. The causal direction
of this relationship is a bit difficult to determine. It may be that because
eHR systems are seen to be effective, they are used for more activities,
or it may be that a critical mass of use needs to take place in order for
them to be seen as effective. Our belief is that to some degree both of
these factors are operating and that what happens in most organiza-
tions is that success breeds further adoption; further adoption breeds
further capability, which leads to the perception of greater value and
effectiveness.

The relationship between the effectiveness of eHR systems and the
effectiveness of particular computer service applications is shown in
Table 9.5. As we might expect, the correlations are high and mostly
significant. How effective a system is in carrying out particular trans-
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Table 9.5. Relationship of eHR Effectiveness to Computer System Effectiveness

Computer System Effectiveness
Salary
Personnel Financial Employee M t Planning/ Performance
eHR Records Job Information Transactions Training Tools Administration Manag
Effectiveness 37 38 A5 A1 61 30* 29"
Employee satisfaction 34 .36 A1 .04 47 35" 21
Efficiency 427 .26* 23 10 59 26 28"
Business effectiveness 19 31 A7 -.01 38" 21 23"

Zero order correlation: *p < 0.05; **p < 0.01; ***p < 0.001.

actions should be related to how effective an overall eHR system is.
That said, a few points are worth mentioning here. One is the particu-
larly high correlations between the effectiveness of computerized
management tools for giving advice, planning, and searching for
employees and the effectiveness of the overall eHR system. These
systems seem to be particularly effective when they provide useful
tools for managers.

The effectiveness of computer systems for personnel records, salary
planning and administration, and job information are all significantly
related to the measures of eHR effectiveness, making the point that it is
important to create eHR systems that do the basics well. The low corre-
lations are with financial transactions and training. Although the use of
IT for these applications is strongly related to the ratings of the effective-
ness of eHR, the effectiveness of these applications is not as strongly
related to eHR effectiveness. It may be that simply having these applica-
tions is viewed as a positive feature but that their effectiveness is, at
least at this stage of development, independent of the effectiveness of
the overall system.

Table 9.6 shows the relationship of eHR system effectiveness to the
degree of IT use. Clearly, a strong relationship exists here. Survey
respondents rated completely integrated HRIS much higher on overall
eHR effectiveness, efficiency, and business effectiveness. Less strongly
related is employee satisfaction. The strong relationships to effective-
ness are not surprising. Integrated systems offer the opportunity to do
many more things with the eHR system and in particular to prepare
analyses related to business effectiveness and strategy. For example, an
integrated system can assess the practicality of business strategies by
determining whether the organization has the capability to execute a
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Table 9.6. Relationship of eHR Effectiveness to HR IT Use

Little or No Most Processes Are IT-
IT/Automation Present in Some HR Processes Are Based/Automated but Completely Integrated
the HR Function IT-Based/Automated Not Fully Integrated HR IT/Automated System
eHR N=8 N =47 N =51 N=11
Effectiveness 1.8 25 29 3.0
Employee satisfaction 25 29 3.2 3.1
Efficiency 2.0 2.8 3.0 34
Business effectiveness 14 2.2 2.3 2.7

Means; response: 1 = little or no extent; 2 = some extent; 3 = moderate extent; 4 = great extent; 5 = very great extent.

particular strategy. It is also possible to determine the impacts of HR
programs and to more effectively develop and reward employees.

Table 9.7 shows that respondents perceive eHR systems that include

personal portals for employees as more effective on all dimensions. This
probably reflects the fact that such systems are more accessible and may
simply be more functional.

Table 9.8 shows a very strong positive relationship between the informa-
tion that is available to employees through a portal and the effectiveness
of the eHR system. When it comes to the effectiveness of eHR systems,
the more information companies make available to employees through

their IT systems, the better.

Table 9.7. eHR Effectiveness and Electronic Portal for Employees

Personal Portal for Employees?

Yes No
eHR N =50 N=71
Effectiveness 3.0 24"
Employee satisfaction 3.3 2.8*
Efficiency 3.2 2.6*
Business effectiveness 25 2.1*

" Significant difference: p < 0.05.

Means; response: 1 = little or no extent; 2 = some extent; 3 = moderate extent; 4 = great extent; 5 = very great extent.
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Table 9.8. Relationship of eHR Effectiveness to Information Available

Information Available
eHR o fomaton information
Effectiveness 45% 57
Employee satisfaction 39 52
Efficiency A1 54
Business effectiveness 45 Y

Zero order correlation: *p < 0.05; **p < 0.01; ***p < 0.001.

Table 9.9. eHR System Development and Effectiveness

eHR System Development
Developed It | Obtained from | Purchased from
Ourselves ERP vendor ASP
N=28 N =55 N=22
eHR
Effectiveness 2.6 2.7 2.7
Employee satisfaction 3.0 3.0 3.0
Efficiency 29 3.0 2.7
Business effectiveness 2.0 2.3 21
Computer Systems Effective for
Personnel records 2.6 2.7 2.5
Job information 2.2 2.2 2.2
Financial transactions 2.0 24 1.8
Employee training 2.1 2.2 2.2
Management tools 1.8 2.0 1.7
Salary planning/administration 23 2.4 2.5
Performance management 2.1 2.3 1.9

Means; response scale: 1 = little or no extent; 2 = some extent; 3 = moderate extent; 4 = great extent; 5 = very great extent.
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Table 9.9 shows there are no strong relationships between the way an
eHR system is developed and its effectiveness. The only significant
result is that respondents perceived systems developed by ERP vendors
to be more effective for financial transactions. This is not a surprise
because ERP vendors typically specialize in financial transactions and
would be expected to be leaders in this area.

Overall, respondents did not rate eHR systems as very effective. There are
undoubtedly many reasons for this, including the fact that these systems
are relatively new and companies are just beginning to learn how to use
them effectively. The technology is advancing rapidly, and many compa-
nies may be experiencing the difficulties of dealing with a technology that
is not well developed. The evidence here is quite clear that eHR systems
are most effective when they fit the strategy and change initiatives of an
organization. In particular, the systems are likely perceived to be success-
ful in companies with knowledge- and information-based strategies and
those that have competency and knowledge management initiatives.

Perhaps the most consistent finding is that the more things the eHR
system can do and the more services it offers, the more effective respon-
dents perceive it to be. Fully integrated systems are better than other
systems; having a portal for employees seems to be better than not
having a portal; and having a system that has a number of uses is better
than having one with few uses. Finally, systems are rated highest when
they carry out transactions well and provide management tools.
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SECTION 10

HR Skills

In a knowledge economy, the knowledge and skills requirements for
support functions continually evolve just as they do for the firm’s core
business and technical units. Companies’ business models are changing
in order to increase the value they deliver to their customers. The busi-
ness model of the HR function must also change in order for it to con-
tinue to support corporate performance. This requires the development
of new capabilities for the function, as well as new knowledge and skills
for HR professionals.

Skills Satisfaction

Table 10.1 shows the level of satisfaction with various skills required in
today’s HR function. When statistically analyzed, our satisfaction with
skills items divided into three groups: organizational dynamics, HR
functional, and business partner. One item, functional HR skills, did not
group with any other item. After remaining relatively constant from
1995 to 1998, satisfaction with several skill areas improved significantly
from 1998 to 2001. This increase is most evident with respect to organi-
zational dynamics skills and HR functional skills.

Not surprisingly, the highest level of satisfaction is with the traditional
HR functional skills, an area where respondents also report a significant
increase in satisfaction. Because we evaluated these skills with one
survey item, we cannot say anything about levels of satisfaction with
particular areas of HR functional expertise. However, this overall
increase most likely means that HR professionals have developed an
increased sophistication in developing HR systems that support strat-
egy and that they are taking a more proactive role in making these
systems flexible enough to address business needs. Given the historical
tendency to see the HR function as rigid and inflexible in the develop-
ment and application of HR systems, a move in this direction would be
an important step toward the function’s becoming a more effective
business partner.

The next highest levels of satisfaction are with skills that pertain to orga-
nizational dynamics, including interpersonal skills, team skills, consult-
ing, coaching, and leadership and management skills. We found a statis-
tically significant improvement in every one of these organizational
dynamics skills. Although satisfaction with leadership and manage-
ment skills and with coaching, facilitation, and consultation skills is just
barely in the positive range, we find it encouraging that these skills are
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Table 10.1. Satisfaction with Current Skills of the HR Staff

Percent Responding Means

Dis!aetir;lfie 4 | Dissatisfied Neutral Satisfied s a\tlies?i’e d 1995 1998 | 2001

HR Functional Skills 0 7 15 53 25 3.7 35 4.0
Organizational Dynamics 3.2 31 3.6
Team skills 0 9 25 59 7 3.3 32 3.7
Consultation skills 2 15 37 39 7 3.0 29 3.4*
Coaching and facilitation 1 12 33 48 5 3.2 31 3.4*
Leadership/management skills 1 14 40 40 5 3.1 29 3.3
Interpersonal skills 0 4 10 69 17 3.7 35 4.0*
Business Partner — — 3.0
Business understanding 0 20 35 37 9 3.0 29 3.3
Strategic planning 5 30 41 20 4 — 2.8 29
Organizational design 3 31 45 19 2 — 2.7 29
Change management 2 23 37 35 3 — — 3.2
Cross-functional experience 1 36 44 16 3 2.9 2.8 2.9
Global understanding 7 36 40 16 2 — 2.6 2.7
Administrative — — 34
Record keeping 0 7 29 51 13 3.6 3.6 3.7
Managing contractors/vendors 1 15 43 31 9 — 32 33

IT 4 19 42 3 4 — — 3.1

* Significant difference (p < .05) between 1995 and 2001.

increasing. Today’s HR professionals need to have these organizational
dynamics skills in order to play an influential role in their organizations.

The lowest area of satisfaction is business partner skills. Business under-
standing shows a significant increase; however, respondents perceive
skill deficits in the substantive business support areas of strategic plan-
ning and organization design, as well as in cross-functional and global
understanding. Satisfaction with change management skills remains in
the neutral range. Thus, although HR professionals may increasingly
understand the business, our results suggest they still do not bring
substantive business expertise to the table. This clearly has to change

if HR is to influence strategy and be an effective business partner.

Finally, satisfaction with administrative skills is mixed. Respondents see
record-keeping skills positively. However, respondents are neutral about
skills in two relatively new aspects of administration: (1) management of
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Figure 10.1. Percentage of Human Resources Professional/Managerial Staff
with Necessary Skill Set

contractors and vendors and (2) IT. These skill areas have increased in
importance in today’s world, where outsourcing and IT-based HR admin-
istrative systems are increasingly central to carrying out the HR role.

Although satisfaction with skills in some areas has improved, Figure 10.1
indicates that the percentage of HR professionals and managers who have
the necessary overall skill has not changed significantly. Apparently,
respondents view the areas of skill deficit—business partner skills and
management of vendors and IT—as important gaps in the overall skill
portfolio of the HR function. Thus, although HR professionals have made
progress in developing skills in the more traditional areas of HR expertise
and organizational dynamics, many have not yet developed the full set of
skills required to be a strategic partner.

We found no significant differences in satisfaction with skills among
companies with different structures and between large and smaller com-
panies. Strategy and change initiatives do make a difference, however
(see Table 10.2). Satisfaction with organizational dynamics and with
business partner skills is higher when companies have a quality and
speed strategy. These strategies place pressures on HR for speed and
quality, and they demand a more skilled set of professionals. Organiza-
tional dynamics skills are related to having organizational performance
improvement initiatives in place, no doubt reflecting the teaming, facil-
itating, and coaching roles that HR may play in quality and speed
initiatives.

The strong relationship between knowledge-based strategies and satis-
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Table 10.2. Relationship of Strategic Focuses and Change Initiatives to HR Skills Satisfaction

Strategic Focuses Change Initiatives
Knowledge- &
Information- Competency &
Quality & Based Organizational Knowledge
Satisfaction Growth Core Business Speed Strategies Restructuring Performance Management

HR functional skills .07 -14 .05 197 .07 .04 10
Organizational dynamics skills -.02 .03 21% 29%* 15 23+ 327
Business partner skills .08 -.08 A9 .25%* .04 .09 28"
Administrative skills .08 .04 10 25" .04 .08 19*

Zero order correlation: *p < 0.05; **p < 0.01; ***p < 0.001.

faction with all four skill areas is quite striking. Closely related is the
finding that having competency and knowledge management initiatives
in place relates to satisfaction with organizational dynamics, business
partner, and administrative skills. One interpretation of these findings is
that firms with knowledge and competency strategies and initiatives also
have a focus on the development of the capabilities of HR professionals.
This pattern may reflect as well the success of HR functions in support-
ing initiatives that rely heavily on human capital. It may be that HR is
stepping up to the challenge when the focus is on using human capital as
a source of competitive advantage.

HR Skills and IT

If using IT to deliver traditional HR services and to expand service
offerings is an integral part of the business and organizational model
for HR, this should affect the skills that are needed in HR. It requires
HR to develop skills in managing IT system developers, vendors, and
operators. Further, if these information systems are tools for providing
HR services, HR needs to embed them with expert knowledge and
optimized processes. The knowledge embedded in these systems
extends HR’s reach and capabilities, and it may even extend the skills
and knowledge of HR professionals as well as enabling self-service by
managers and employees. In a transitional environment, eHR may also
free up professional HR time to develop and use new value-adding
skills.

Table 10.3 shows the relationship between the use of IT for various pur-
poses and satisfaction with the skills in the HR organization. Satisfac-
tion with administrative skills relates to the extent of use of IT for many
purposes: salary planning and administration, personnel records, finan-
cial transactions, employee training, and the provision of management
tools.
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Table 10.3. Relationship of HR Skills Satisfaction to Use of IT

Use Computer Systems for
Salary
i 1 Personnel Financial Empl M Planning/ Perf
SatleaCtlon Records Job Information | Transactions Tr;iniilg Tools Administrati M
HR functional skills A1 10 A7 .01 16 23 .07
Organizational dynamics skills .09 .07 18" .07 18* 14 .06
Business partner skills .07 -.02 22%* .04 AT* .09 -.08
Administrative skills A7 A3 23* 18* 197 20* .00

* Zero order correlation: *p < 0.05; **p < 0.01; **p < 0.001.

Satisfaction with functional HR skills and with organizational dynamics
skills relates to the use of IT for salary administration and financial
transactions. Satisfaction with business partner skills relates to the use
of IT for financial transactions and the provision of management tools.

The strong relationship of IT use for financial transactions to skills satis-
faction in all three nontransactional areas is important. It provides evi-
dence that such use frees up HR resources so that HR professionals can
concentrate on developing and using skills in the higher value-added
areas of system development and expert consultation.

Table 10.4 shows the relationship of satisfaction with skills to the effec-
tiveness of the IT service applications. The most interesting finding is that
the effectiveness of IT for record keeping, performance management, and
financial transactional purposes is related to satisfaction with all three
areas of nontransactional HR skills: organizational dynamics, functional,
and business partner skills. Again, this provides evidence that having
effective systems to perform transactions supports HR professionals’ skill
development and the demonstration of competence in other areas. Not
surprisingly, satisfaction with administrative skills is strongly related to
the effectiveness of all computer applications except management tools.

Table 10.5 shows the relationship of the overall effectiveness of eHR to
satisfaction with HR skills. The most striking relationship is between
satisfaction with business partner skills and all aspects of eHR effective-
ness. Again, we see evidence that the effective use of eHR systems may
free up HR professionals for business partner activities. We also find a
strong relationship between all four eHR scores and satisfaction with
HR administrative skills. This finding helps establish that effective eHR
systems can improve the performance of the HR organization.
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Table 10.4. Relationship of HR Skills Satisfaction to Effectiveness of IT
Computer Systems Effective for
Satisfaction | | 10 | o | o | |
HR functional skills 22* .04 27 16 .06 14 22
Organizational dynamics skills 21* .02 27" 14 A1 .08 28"
Business partner skills 27 -.01 34 .20 .25 15 32%*
Administrative skills .28* 25 A4 35+ 18 Y 22
* Zero order correlation: *p < 0.05; **p < 0.01; *** p < 0.001.
Table 10.5. Relationship of HR Skills Satisfaction to eHR Effectiveness
eHR eHR
Satisfaction Effecet:-\lltness si:ri‘spflaocﬁn Effﬁ:l-iI(;cy Ef?eﬁiic:::ss
HR functional skills 15 .16 14 .16
Organizational dynamics skills 14 23 15 23"
Business partner skills 29" 32%% .26 27
Administrative skills 31 .30 19 21
* Zero order correlation: *p < 0.05; **p <0.01; ***p < 0.001.

The relationships between the measures of eHR effectiveness and orga-
nizational dynamics skills are not strong but still interesting. Satisfaction
with organizational dynamics skills relates to eHR impact on employee
satisfaction. Again, we may see a substitution effect: eHR may have
freed up HR employees to spend more time using and developing their
teaming, coaching, facilitation, and leadership skills as they spend less
time on day-to-day transactions. Thus, eHR may result not only in more
efficient and effective services, it may increase the ability of HR profes-
sionals to concentrate their energies on organizational and employee
capabilities and concerns.

Finally, it is striking that no significant relationships exist between
satisfaction with eHR effectiveness and satisfaction with HR functional
skills. This would seem to provide additional support for the notion that

82

Creating a Strategic Human Resources Organization



the major benefit of IT applications in HR is not to improve the func-
tional capabilities of the HR organization but rather to free up HR to
develop and use more business partner skills.

Conclusion

We find improvement in HR skills in the areas of administrative skills,
functional expertise, and organizational dynamics. Although HR profes-
sionals significantly improved in business understanding, they do not
appear to have improved their overall business partner skills. Apparently,
the demand for skills, particularly in the area of business partnership,
outstrips the function’s ability to supply them. Overall, respondents per-
ceived a smaller percentage of HR professionals as having the requisite
skill set. Interestingly, the extent of use of IT, the effectiveness of the IT
applications, and the overall effectiveness of eHR relate to satisfaction
with HR skills, and in particular to skills in the business partner area.

We saw earlier that HR is taking on new roles, but it is not shedding its
old roles. These data indicate that as eHR is used to provide many of the
transactional and service roles that HR professionals used to provide
personally, it frees the HR staff to develop skills and play higher value-
added roles.

It is possible that most HR functions are in the middle of a transition

to being a strategic partner. They are still getting their eHR systems in
place, enhancing their functional capabilities and their ability to play
process roles, and developing their business support skills. Promising
signs indicate that, with high-quality IT applications, HR professionals
can indeed create the focus and time to be business partners. Finally, the
development and administration of IT systems has in itself created new
roles for HR professionals in managing development, systems, and
vendors. These are areas where HR professionals still need to enhance
their skills.
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SECTION 11

Effectiveness of the HR

Organization

We asked respondents to judge the effectiveness of their HR organiza-
tion in thirteen areas. As Table 11.1 shows, our statistical analysis pro-
duced three groups of effectiveness items. One included a wide range of
HR activities, whereas the other two focused on very specific activities:
managing outsourcing and operating shared services units and centers
of excellence.

In 1995, 1998, and again in 2001, the effectiveness ratings are highest for
providing HR services. This finding is consistent with other studies,
which have found that HR tends to be rated particularly highly for the
delivery of basic HR services (Csoka and Hackett, 1998). However, the
ratings for HR services reach only seven on a ten-point scale. Also rated
highly is being an employee advocate, another service-oriented tradi-
tional strength of many HR departments.

The HR organization is rated relatively poorly in four areas. Perhaps the
two most critical ones are providing change consulting and developing
business strategies. Performing well in these areas is particularly critical
to HR being an effective business and strategic partner. They are areas
where studies have shown that line management needs and wants help
from the HR organization (Csoka and Hackett, 1998).

The ratings are also low for operating centers of excellence and shared
services units, and they are relatively low for managing outsourcing of
HR expertise. This is a critical failing if, as we expect, organizations are
going to increase their use of outsourcing and shared services. Com-
panies cannot derive the intended benefits from shared services, centers
of excellence, or outsourcing relationships if they are poorly run. Busi-
ness units are the customers of these centralized units and services, and
they rely on HR to make sure these units deliver high-quality service. If
this does not happen, business units will apply pressure to decentralize
HR, arguing that the only way they can get the services they require is
by controlling them.

Furthermore, effectively managing an important part of the HR organi-
zation is a way to establish credibility as a potential business partner. A
group that cannot manage its own operations often has trouble earning
credibility as an adviser and consultant to other parts of the organization
that are trying to improve their effectiveness. Therefore, if HR wants to
have credibility as a business partner, it needs to do a good job of manag-
ing outsourcing and shared services units. Therefore, the effective man-
agement of service units and contractors is an important HR competency.
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Table 11.1. Effectiveness of HR Organization

Means

1995 1998 2001

HR Effectiveness 6.4
Providing HR services 7.2 7.0 7.3
Providing change consulting services 58 55 5.7
Being a business partner 6.3 6.5 6.4
Developing organizational skills and capabilities 6.0 5.7 6.0
Tailoring HR practices to fit business needs 6.9 6.9 6.7
Helping shape a viable employment relationship for the future — 5.8 6.4
Helping to develop business strategies — 6.2 5.8
Being an employee advocate — 6.8 7.2
Change management — — 6.1
Outsourcing Effectiveness — 6.3 6.2
Managing outsourcing of transactional services (for example, benefits) — 6.5 6.4
Managing outsourcing of HR expertise (for example, compensation design) — 6.2 6.0
Shared Services Effectiveness - 5.6 5.7
Operating centers of excellence — 55 5.6
Operating shared services units — 57 6.0

Response scale: 1 = not meeting needs; 10 = all needs met.
* Significant difference (p < .05) between 1998 and 2001.

A comparison between the 1998 and 2001 data shows some differences.
On the positive side, the respondents in 2001 rated their HR functions
more highly on developing organizational skills and capabilities, help-
ing shape a viable employment relationship for the future, being an
employee advocate, and operating shared services units. These im-
provements are encouraging, but only one, shaping an employment
relationship, is statistically significant. Further, several key effectiveness
areas, including tailoring practices and being a business partner, actu-
ally show a small decline.

The results relating the effectiveness of the HR function to organiza-
tional structure appear in Table 11.2. The overall effectiveness of the HR
function and its effectiveness at managing shared services are signifi-
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Table 11.2. Effectiveness and Organizational Structure

Single Multiple Several-
All Integrated Related Sector Large
Companies Business Business Businesses | Companies
Overall effectiveness' 6.2 5.3 6.4 6.1 6.2
HR effectiveness 6.4 6.1 6.5 6.3 6.5
Outsourcing effectiveness 6.2 5.6 6.7 6.1 6.3
Shared services effectiveness 5.7 45 6.2 5.6 5.9

Means; response scale: 1 = not meeting needs; 10 = all needs met.

* Significant difference at p < .05.
= Includes all questions.

cantly lower in single integrated businesses compared to companies
with multiple related businesses and several sectors. Single integrated
businesses are also lower in functional HR effectiveness and outsourc-
ing effectiveness, although the differences are not significant.

It appears that HR does not, or perhaps does not have the opportunity
to, add as much value in single integrated businesses, perhaps because
the human capital and organizational challenges are less complex. HR
functions in multiple related businesses, however, are the most effec-
tive in all areas. They are significantly more effective at managing
shared services, and their score on managing outsourcing is noticeably
higher than that of the other two groups, possibly because when
businesses have similar service needs it makes it easier to achieve
business leverage with common systems and services. Table 11.2 also
shows that the effectiveness of HR in large companies is not perceived
to be different than in all companies.

Three of the strategic focuses show relationships to the effectiveness of
the HR organization (see Table 11.3). Growth is related to overall effec-
tiveness and to HR effectiveness. A possible reason for this is that
growth creates the opportunity for HR to perform well. Growth almost
always involves hiring and training, activities that have historically
been the strength of the HR function.

Quality and speed strategies are also related to HR effectiveness. A key
issue here may be change management. Improvements in quality and
speed usually require skilled change management and training. Thus,
this strategy provides the opportunity for HR to develop and deliver
services that can contribute to its success.
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Table 11.3. Relationship of Strategic Focuses to Change Initiatives and HR Effectiveness
Strategic Focuses Change Initiatives
Knowledge- &
Information- Competency &
Quality & Based Organizational Knowledge
Growth Core Business Speed Strategies Restructuring Performance Management
Overall effectiveness! 23* .08 14 31 15 .07 19
HR effectiveness 19* -.03 20% K i .07 14 31
Outsourcing effectiveness .03 1 -1 .09 .07 -.07 .06
Shared services effectiveness A1 -.02 -.02 27 .01 .06 14
Zero order correlation: *p < 0.05; **p < 0.01; ***p < 0.001.
1= Includes all questions.

The strongest relationships with HR effectiveness clearly occur when the
strategy is knowledge and information based. HR is rated as much more
effective when this is a key strategy focus. Even shared services effective-
ness is related to the knowledge- and information-based strategy focus.
What most likely brings about this strong relationship is the important
role that HR can play when a company implements a knowedge- and
information-based strategy. Human capital is obviously a critical element
in any knowledge- and information-based strategy, and as a result orga-
nizations that have this strategy invest more in building an effective HR
organization.

The results with respect to change initiatives very much support the
point that when an organization focuses on knowledge and informa-
tion, HR tends to be more effective. In Table 11.3, the competency and
knowledge management change initiative correlates very strongly with
the rated effectiveness of the HR organization. Clearly, when intellectual
capital is important to organizations, they seem to have much more
effective HR functions.

We cannot provide a definitive answer to why HR is more effective
when organizations are focused on information and knowledge. But

we think it is because organizations that are focused on information and
knowledge are more concerned with their human capital. This in turn
leads to them developing first-rate HR organizations. It also provides
the HR organization with a chance to make a major contribution to
organizational effectiveness.

Overall, the data on effectiveness present a mixed picture of the HR
function. Of particular concern are the relatively low scores in effective-
ness areas that are related to performing as a business partner. Also on

Effectiveness of the HR Organization 87



the negative side is the lack of any general increase in the effectiveness
of the HR organization from 1995 to 2001. Granted, the number of areas
where HR needs to be effective has increased, as have the standards for
evaluation. Nevertheless, the absolute scores make clear that respon-
dents view HR as much less effective than it can be.

On the positive side are the relationships of companies’ strategies and
change initiatives with HR effectiveness. These data strongly suggest
that when organizations particularly focus on knowledge and com-
petency activities, the HR function is more effective. This argues well
for the long-term future of the HR function because organizations are
increasingly likely to be in knowledge-based work and therefore place a
major strategic focus on knowledge and competency development. In
essence, what these data suggest is that the door may be opening for HR
to be more effective if it can deliver the kinds of services that the knowl-
edge economy needs.
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SECTION 12

Determinants of
HR Effectiveness

What determines how effective an HR organization is? To answer this
question, we need to look at the relationship between the rated effec-
tiveness of the HR organization and the practices and activities that are
likely to influence effectiveness.

Table 12.1 shows the relationship between the way the HR function
is organized and its rated effectiveness. Many of these are significant,
indicating that the organization of the HR function affects its effec-
tiveness.

The strongest relationship with effectiveness concerns the use of cor-
porate centers of excellence, centralized processing, rotation of people
within HR, and self-service. Also significantly associated with effective-
ness are the outsourcing of transactional (but not expert) services, devel-
opment of HR systems through joint line-HR task forces, activities being
done by line managers, and self-funding for HR services.

A major surprise in the findings concerns decentralization. We expected
that having HR generalists support business units would be strongly
related to effectiveness, but the results do not support this. Although it
is in the expected direction, even the item in the decentralization group
on having a very small corporate staff is not significantly related to
effectiveness (see Table 12.1). One possible explanation is that the rat-
ings of effectiveness are coming from senior corporate HR executives,
and they may not be particularly comfortable with having resources in
business units. As a result, they may see their HR organization as less
effective than it would be if everybody were in a centralized corporate
unit. Nevertheless, organizations do not appear to be abandoning this
practice, and it seems difficult to imagine the HR function being a busi-
ness partner without achieving partnerships in each business unit.

Overall, the results concerning the organization of HR very much support
our view of what HR must do to be effective in today’s business environ-
ment. Specifically, HR must handle the transaction work efficiently, while
at the same time supporting the business units with excellent HR knowl-
edge and well-trained HR employees. The results also support the view
that HR systems are best developed with input from the line organiza-
tion. If members of the line organization are going to engage in self-
service, then it makes particular sense to get them involved in the devel-
opment of the systems so that they will be committed to their effective
operation.
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Table 12.1. Relationship of HR Organization to HR Effectiveness

HR Effectiveness

Outsourcing .26*
Transactional work is outsourced. 31
Areas of HR expertise are outsourced. 12

HR Service Teams 35
HR teams provide service and support the business. A2
Corporate centers of excellence. .36***
HR systems and policies developed through 0g*
joint line-HR task teams.

Decentralization 10
Decentralized HR generalists support business units. 1
Very small corporate staff—most HR managers and professionals are out in businesses. 18
HR practices vary across business units. -.06

Resource Efficiency 437
Administrative processing is centralized. .36
Self-funding requirements exist for HR services. 24*
Some activities that used to be done by HR are now done by line managers. 30
Some transactional activities that used to be done by HR are done by employees on a self-service basis. 37

Rotation I b
People rotate within HR. A2+
People rotate into HR. 13
People rotate out of HR to other functions. .16

Zero order correlation: *p < 0.05; **p < 0.01; ***p < 0.001.

Table 12.2 shows the relationship between the type of business strategy
partnership that the HR organization has and its effectiveness. For this
analysis, we divided the business strategy relationships into two cate-
gories so that each HR function was characterized as either a full part-
ner or not a full partner. The results for these two groups are signifi-
cantly different on most of the measures of HR effectiveness. The
effectiveness items with the largest differences are those concerned
with business strategy, change management, organizational develop-
ment, and future employment relationships.

The result with respect to business strategy is not surprising; the data
simply confirm that HR is most effective in developing strategy when it
is a full partner. More interesting are the results concerning managing
change, developing capabilities, and tailoring HR practices. They sug-
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Table 12.2. Relationship of Type of Strategic Partner to HR Effectiveness

Means
Not Full Partner Full Partner
Number of respondents 86 60
Overall Effectiveness 5.9 6.5
HR Effectiveness 6.0 6.8*
Providing HR services 7.2 7.5
Providing change consulting services 5.4 6.1
Being a business partner 6.0 6.9%
Developing organizational skills and capabilities 55 6.5
Tailoring HR practices to fit business needs 6.4 7.0%
Helping shape a viable employment relationship for the future 6.0 6.9%
Helping to develop business strategies 5.2 6.6
Being an employee advocate 7.0 7.5
Change management 5.7 6.5
Outsourcing Effectiveness 6.1 6.4
Managing outsourcing of transactional services (for example, 63 67
benefits)
Managing outsourcing of HR expertise (for example, 59 61
compensation design)
Shared Services Effectiveness 5.7 5.8
Operating centers of excellence 55 58
Operating shared service units 6.1 6.0

* Significant difference (p < .05) between the two categories.

Response scale: 1 = not meeting needs; 10 = all needs met.

gest that making HR a full strategic partner enables the HR staff to
better support more strategy implementation. This interpretation of
the results makes sense. HR executives who understand the business
strategy most likely can do a better job of supporting the strategy. In
addition, they may even influence it so that it is more realistic in terms
of the organization’s and HR's ability to execute it. However, we must
point out that this is simply a relationship and that the causal direction
between effectiveness and being a strategic partner may operate in the
reverse direction. That is, HR effectiveness may be something an HR
organization has to achieve in order to be regarded as a full strategic
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partner. Our belief is that both directions of causation most likely are
operating in this particular case.

Earlier, we noted that HR organizations are spending less time main-
taining records and more time being strategic business partners. Table
12.3 shows the relationship between the areas in which HR staff spend
time and the effectiveness of the HR organization. The data strongly
supports the idea that in order to be effective, the HR organization must
decrease the amount of time spent maintaining records, auditing, and
controlling and increase the amount of time spent as a strategic business
partner. A negative relationship exists between time spent on records
and overall effectiveness; however, a strong positive relationship exists
between the degree to which an HR organization spends its time as a
strategic business partner and its perceived effectiveness on many
dimensions. These findings are consistent with the work of Brockbank
(1999), which found that performance is higher when HR departments
focus more on strategy.

Note that there is no relationship between outsourcing effectiveness and
time spent as a business partner, nor is there one between shared ser-
vices effectiveness and time spent as a business partner. Earlier, we
argued that effectiveness in these areas is largely a matter of opera-
tional, not strategic, excellence. Thus, it is not surprising that they are
not related to time spent as a strategic partner.

Although our results do not prove that spending more time being a
strategic business partner and less time maintaining records leads to
effectiveness, they clearly suggest that this is what happens. This con-
clusion is reinforced by the areas of HR performance where effective-
ness is most strongly related to being a strategic business partner. The
correlations are highest for helping develop business strategies, provid-
ing change-consulting services, shaping an employment relationship,
and being a business partner.

Table 12.4 presents the data on the relationship between overall HR
effectiveness and the degree to which HR functions have increased their
attention to certain activities. It shows few significant relationships. This
is surprising because our 1998 study indicated a number of significant
relationships. In particular, increasing the amount of activity in the area
of strategic planning, organizational design, organizational develop-
ment, and HR planning were all significantly related to high ratings on
effectiveness. In the present study, none of these is significantly related
to effectiveness, although several are close. The reason for this is not
clear, but we must remember one thing: these are ratings of activity
increases, not levels of activity. Thus, the lack of a significant relation-
ship does not negate the finding that HR organizations focusing more
on strategic business partnering are more effective.
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Table 12.3. Relationship of HR Role to Effectiveness

Maintaining Auditing/ Providing HR Developing HR gtra_tegic
Records Controlling Services Systems P usiness
artnering
Overall Effectiveness -23* -19 -.09 .03 29%
HR Effectiveness -15 -1 -16 -.03 320
Providing HR services -23* -.02 .04 -1 AT
Providing change consulting services -19* -.06 -15 .03 28+
Being a business partner -15 -1 -7 -.08 .35x*
Developing organizational skills and .08 03 19t 01 o4
capabilities
Tailoring HR practices to fit business 15 12 01 01 13
needs
Helpllng shape a viable employment 20 12 12 04 gee
relationship for the future
Helping to develop business strategies -.00 -.18* -29*** .00 37
Being an employee advocate -.07 -10 -.08 -.04 19*
Change management -12 -.05 -18* -.04 30+
Outsourcing Effectiveness =11 -15 -10 A5 14
Manlaglng outsourcing of trar?sactlonal -04 13 -09 06 13
services (for example, benefits)
Managing outsourcing of HR expertise 14 12 -08 16 13
(for example, compensation design)
Shared Services Effectiveness -13 -15 .01 -.01 A4
Operating centers of excellence -16 -11 -.01 -.05 18
Operating shared services units -.08 -14 -.02 .03 M

Zero order correlation: *p < 0.05; **p <0.01; **p < 0.001.

One way to judge the impact of IT on the effectiveness of the HR organi-

zation is by the relationship between the degree of IT use and HR
effectiveness. Table 12.5 shows the average overall performance rating

of HR effectiveness for the five different degrees of HR IT use. It shows
a relatively clear-cut relationship in the direction of more use of IT being

associated with greater effectiveness. This, of course, is only a relation-
ship. It does not prove a causal direction, but it suggests that IT can
improve the effectiveness of the HR organization.

Determinants of HR Effectiveness




Table 12.4. Relationship of HR Activity Changes to HR Effectiveness

HR Effectiveness
Design and Organizational Development A8
HR planning A5
Organizational development 18
Organizational design A2
Strategic planning 10
Compensation and Benefits .28™*
Compensation 38
Benefits A2
Legal and Regulatory .07
Employee record keeping -.05
Legal affairs -.04
Affirmative action .08
Employee assistance 22*
Employee Development ML
Employee training/education 10
Management development A3
Performance appraisal -.02
Career planning .09
Competency/talent assessment 15
Recruitment and Selection .07
Recruitment .03
Selection .09
HRIS .08
Union Relations -.06

Zero order correlation: *p < 0.05; **p < 0.01; ***p <0.001.

Table 12.6 further examines the relationship between the use of com-
puter systems for different activities and HR effectiveness. A number of
significant relationships are apparent here, all of which are in the
direction of greater computer use leading to the HR function being seen
as more effective. The strongest relationship involves the use of the
system to search for employees with specific skills and competencies.
This is part of a group of management tools that, as a whole, show a
strong relationship to HR effectiveness. The relationship of the manage-
ment tool group to effectiveness quite clearly makes the point that eHR
is most effective when it enables managers to do their jobs better.
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Table 12.5. Relationship of IT Use to HR Effectiveness

Mean Effectiveness Rating

Completely integrated HR IT system 6.6
Most processes are IT-based but not fully integrated 6.5
Some HR processes are IT-based 6.0
Little IT present in HR function 4.6
No IT present 5.6

Means; response scale: 1 = not meeting needs; 10 = all needs met.

Table 12.6. Relationship of Computer Systems Use to HR Effectiveness

Use Computer Systems for HR Effectiveness
Personnel Records A7
Change benefit coverage 12
Change address and/or other personal information 21*
Job Information 19
Apply for a job (external applicants) 16
Apply for a job (internal applicants) 18
Post job openings A7
Post personal résumé/bio .06
Financial Transactions .26%
Travel and expense reimbursements 23
Purchase products and services from vendors .20
Employee Training 1
New-hire orientation 24*
Technical skills training .00
Scheduling training and development .03
Management Tools .29**
Career development planning 1
Obtain advice and information on handling personnel issues 16
Identifying management development resources 21*
Management development training .16
Search for employees with specified skills/competencies .35
Salary Planning/Administration 33
Performance Management .05

Zero order correlation: *p < 0.05; **p < 0.01; ***p < 0.001.
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The use of computer systems for salary administration is also signifi-
cantly correlated with effectiveness. This is not surprising. Salary
administration is a key HR area because it affects the attraction, reten-
tion, and motivation of employees. However, managers often feel that
HR unnecessarily constrains their salary decisions and that salary
administration is tedious and difficult. As a consequence, salary admin-
istration often frustrates managers and causes them to have a low
opinion of the HR function. Putting salary administration on an eHR
system can do a considerable amount to make the process more efficient
and effective and to give managers increased ownership and control.

Other IT applications that improve HR effectiveness include the ability
to change personal information and carry out various financial transac-
tions without time-consuming paperwork processes. Providing new-
hire orientation information on the computer is a way to save time as
well as provide a high-quality presentation of information about the
company. It can also allow employees an easy way to provide personal
information and sign up for benefits.

The availability of information through a portal is strongly related to
the effectiveness of the HR function (see Table 12.7). The availability

of knowledge and market information and of general information are
highly correlated with HR effectiveness. Interestingly, the highest single
correlation is with a manager’s tool kit. The more managerial tools are
available, the more effective the HR function is perceived to be. Of
course, these are correlational data and do not establish causality.
Nevertheless, we believe that it is reasonable to assume that when HR
plays a role in providing tools and information that help employees do
their jobs and manage their careers, it leads to HR being more effective.
In addition, HR systems themselves may very well work much more
effectively when good information about the systems and the organiza-
tion is provided to employees. For example, performance management
processes and incentive systems may operate better in an environment
where employees are well informed about company strategy and
operating results.

Better skills lead to a more effective HR organization, hardly a surpris-
ing point! What is interesting about the data in Table 12.8, however, is
the kind of skills that are most strongly related to HR effectiveness:
business and organizational dynamics skills. The more skilled the
employees in the HR function are in working with others, being team
members, coaching, consulting, and leading, the more effective the HR
function is. In other words, HR effectiveness relates to the ability of HR
professionals to influence the effectiveness of others. Further, the more
the HR organization staff understands the business and participates in

96

Creating a Strategic Human Resources Organization



Table 12.7. Relationship of Employee Portal Information to HR Effectiveness

HR Effectiveness
Knowledge and Market Information .39%*
Industry and competitor information 31
Access to technical knowledge and resources .36
Access to market knowledge 38**
Access to knowledge experts 28"
Access to knowledge communities 29
General Information Y
Company strategic and performance information 34
Executive messages to employees 23"
Open access to Internet .28*
A manager’s tool kit 50***
Life event-focused HR processes .36

Zero order correlation: *p < 0.05; **p < 0.01; ***p < 0.001.

strategic design and change management, the more effective the HR
organization. This finding is very consistent with many of our earlier
findings. It shows once again that if HR wants to be effective, it needs to
be a player in the business. This means having the skills to contribute to
its success and helping the organization perform more effectively.

In Section 1, we reported that 25 percent of the heads of HR organiza-
tions do not have HR backgrounds. This raises the important question
whether it makes a difference in the performance of the HR organiza-
tion. Table 12.9 provides data relevant to this question. It compares the
effectiveness of HR organizations headed by people with and without
backgrounds in HR management. Although we found no significant
differences in effectiveness, some interesting patterns emerge.

Overall, the organizations headed by people with HR backgrounds get
slightly higher ratings. Those organizations headed by individuals with
HR backgrounds score higher on providing change management ser-
vices, developing organizational skills and capabilities, and helping to
develop business strategy. As has already been found, these are key
performance areas with respect to HR becoming a strategic business
partner. Thus, it appears that an HR organization headed by an individ-
ual with an HR background may be better positioned to be a strategic
partner and contribute to the effectiveness of the company. The only
area where leaders without HR backgrounds appear to do better is
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Table 12.8. Relationship of Staff Skills to HR Effectiveness

HR Effectiveness
HR Functional Skills Satisfaction Y
Organizational Dynamics Skills .69***
Team skills A7
Consultation skills 40
Coaching and facilitation 54
Leadership/management skills Y
Interpersonal skills 50***
Business Partner Skills Satisfaction .69***
Business understanding KoK il
Strategic planning 54r**
Organizational design 49***
Change management B69***
Cross-functional experience 37
Global understanding 48
Administrative Skills Satisfaction Y
Record keeping 13
Managing contractors/vendors A9+
IT 37

Zero order correlations: *p < 0.05; **p < 0.01; ***p < 0.001.

Means; response scale: 1 = not meeting needs; 10 = all needs met.

managing shared services units, an area relying to a great extent on
operational management skills.

Why are HR organizations that are headed by individuals with an HR
management background more effective? One explanation is that an
organization may appoint an individual from outside HR to head the
HR function when it is in trouble and performing poorly. Thus, the
background of the head of the HR organization may reflect more on the
organization’s past performance than on the effectiveness of its current
leadership. Another explanation is that individuals with an HR back-
ground simply have the deep and broad HR knowledge and skills
required to lead the development and implementation of sound HR
strategies, as well as to lead an organization composed of HR profes-
sionals. Particularly if they have an understanding of the business, they
would seem to be in a much better position to combine management of
the HR function with being a strategic partner.
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Table 12.9. HR Effectiveness and Background of HR Head

Background of Current Head of HR
HR Management Other

Number of respondents 113 37

Overall Effectiveness 6.2 6.0
HR Effectiveness 6.4 6.2
Providing HR services 7.3 74
Providing change consulting services 58 55
Being a business partner 6.4 6.4
Developing organizational skills and capabilities 6.1 5.7
Tailoring HR practices to fit business needs 6.7 6.5
Helping shape a viable employment relationship for the future 6.4 6.5
Helping to develop business strategies 59 54
Being an employee advocate 7.2 7.1
Change management 6.2 5.7
Outsourcing Effectiveness 6.2 6.2
Managing outsourcing of transactional services (for example, benefits) 6.5 6.2
Managing outsourcing of HR expertise (for example, compensation design) 59 6.2
Shared Services Effectiveness 5.7 6.0
Operating centers of excellence 55 6.0
Operating shared services units 6.0 6.2

No significant differences (p < .05) between the two categories.

Overall, the survey results show relatively strong relationships between
how the HR organization operates and its effectiveness. Focusing on
strategy, organization design and development, employee competency
development, and organizational change has high payoffs for the HR
organization. Outsourcing transactional work and creating shared
services units appears to lead to a more effective HR organization. We
found consistently strong relationships between using IT for HR tasks
and HR effectiveness. Finally, HR functions that are strategic business
partners are more effective than those that are not. In Section 13, we will
explore the factors that lead to HR being a strategic partner.
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SECTION 13

HR as a
Strategic Partner

Being a strategic partner is clearly related to the effectiveness of the HR
function. But what does it take to make HR a strategic partner? How
should HR be structured? What should HR focus on? How should it be
staffed? In order to answer these questions, we will focus in this section
on how the design and operation of the HR function is related to HR
being a strategic partner.

Table 13.1 shows the relationship between HR being a strategic partner
and the background of the head of HR. The results show that HR is
more likely to be a full strategic partner when the head of HR has an
HR background. This is a bit surprising because one might expect that
having someone who is not an HR person, typically someone from the
line organization, would lead to HR being more of a strategic partner.
But as was true with organizational effectiveness, having someone with
an HR background manage the HR function is in fact a positive when it
comes to HR being a strategic partner. This raises the question: Why?

It may be that when HR is not a strategic partner in an organization, the
company puts someone from outside HR in charge of the function in
order to make it a strategic partner. As a result, we find that HR func-
tions headed by people without HR backgrounds are less likely to be
strategic partners. Or it may be that managers with an HR background
are better at representing HR issues in the strategic partnership dia-
logue; hence, when they head HR, it is more likely to be a strategic
partner because they bring more to the table.

Providing strategic HR knowledge and insight is an important responsi-
bility in the knowledge economy, as well as a challenging one. Being a
good strategic partner takes understanding the business, but it also
takes understanding the HR function. Thus, it is quite likely that an HR
head without an HR background may not be able to understand the HR
issues well enough to make the function a true strategic partner with the
business.

The relationship between HR organizational approaches and the degree
to which HR is a strategic partner is shown in Table 13.2. With the ex-
ception of the use of outsourcing and decentralization, the items in this
table are all related to the degree to which HR is a business partner. As
we might expect, having service teams that operate centrally improves
the likelihood that HR will be a full partner, as does decentralization. A
significant relationship also exists between rotating staff into and within
HR and being a full strategic partner. Rotation is a way to give people
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Table 13.1. Strategic Partner and Background of HR Head

Percent Responding
No Implementation Input Full
Role Role Role Partner
HR management 3.6 10.0 418 44.5
Other 2.8 16.7 50.0 30.6

Table 13.2. Strategic Partner and HR Organizational Approaches

No Implementation Input Full
Role Role Role Partner
Outsourcing 2.1 1.9 2.1 2.3
HR service teams 23 3.1 3.2 3.5*
Decentralization 29 28 3.1 3.4
Resource efficiency 2.6 23 25 2.8
Rotation 1.5 1.8 21 24*

Means; response scale: 1 = little or no extent; 2 = some extent; 3 = moderate extent; 4 = great extent; 5 = very great extent.

* Significant difference (p < .05) among roles.

the insights necessary to operate as a strategic partner and, indeed, can
lead to a situation where individuals from the line organization under-
stand HR and know how to involve it in a strategic partner relationship.
The relationship of decentralization is not quite statistically significant,
but it is in the expected direction, most likely because it puts an HR
generalist in position to be a strategic partner.

Table 13.3 shows the results concerning strategic focuses and change
initiatives. Two of the four strategic focuses are clearly related to the
degree to which HR is a full partner; the other two are not significantly
related. The difference between HR having no role in strategy and its
being a full partner is particularly large in the case of quality and speed
and knowledge- and information-based strategies. As we have observed
throughout the book, when knowledge and information is a key strat-
egy, HR is particularly well positioned to contribute value at the strate-
gic level.

The results for the change initiatives show that the competency and

knowledge management initiative is significantly related to the degree
to which HR is a full partner. Again, the results are consistent with the
view that when the focus of an organization is on its ability to perform
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Table 13.3. Strategic Partner and Strategic Focuses and Change Initiatives
No Implementation Input Full
Role Role Role Partner
Strategic Focuses
Growth 25 23 29 3.0
Core business 20 28 24 26
Quality and speed 29 3.3 3.7 3.8
Knowledge- and information-based strategies 29 3.6 3.7 3.8
Change Initiatives
Restructuring 3.7 34 3.2 34
Organizational performance 21 29 29 341
Competency and knowledge management 1.9 2.6 2.8 3.3
Means; response scale: 1 = little or no extent; 2 = some extent; 3 = moderate extent; 4 = great extent; 5 = very great extent.
* Significant difference (p < .05) among roles.
Table 13.4. Strategic Partner and HRIS
Percent Responding
No Implementation Input Full
Role Role Role Partner
Completely integrated HRIS 9.1 9.1 27.3 54.5
Most processes automated but not fully integrated 1.9 11.5 50.0 36.5
Some HR processes automated 0 11.9 433 44.8
Little automation present in HR function 222 1.1 33.3 33.3
No automation present 0 50.0 50.0 0

and manage knowledge, HR is in a particularly good position to be a
strategic partner.

IT represents a way to free up the HR function so that it can be a strate-
gic partner and deliver greater value. It also makes available to HR a
great deal of HR and business information; these data, which address
many strategic issues, can allow it to operate as a strategic partner. We
would expect, therefore, that the more HR uses information systems, the
more likely it is to be a full strategic partner. Table 13.4 shows that this is
in fact true. Where HR has a completely integrated information system,
HR is a full partner in 54.5 percent of the companies. Where it does not,
HR is not as likely to be a full partner.
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Table 13.5. Strategic Partner and HR Activity Changes

No Implementation Input Full

Role Role Role Partner
Design and organizational development 3.0 3.6 3.7 4.1*
Compensation and benefits 38 4.0 37 37
Legal and regulatory 3.1 3.0 3.1 3.1
Employee development 3.0 34 3.6 3.8*
Recruitment and selection 3.3 35 37 3.9
HRIS 4.0 4.2 4.0 4.0
Union relations 34 25 28 25

Scale response: 1 = greatly decreased; 3 = stayed the same; 5 = greatly increased.

* Significant difference (p < .05) among roles.

The use of outsourcing and shared services was not related to the
degree to which HR is a strategic partner. As we mention throughout
the book, these approaches relate to operational excellence, not strategic
business partnership. Thus, this result is not surprising.

Table 13.5 shows the relationship between the degree to which HR is a
strategic partner and changes in HR activity. The results here are quite
strong for several of the activity changes. On the negative side, greater
attention to union relations decreases the degree to which HR is a
strategic partner. In some ways, this is not surprising: union relations
are a difficult and time-consuming issue in many organizations, and
they may detract from HR’s focus on and credibility in contributing to
business strategy. By association, an HR organization that is heavily
involved in managing the relationship with the union may be seen as
blocking change.

Increasing activities in the areas of organizational design and develop-
ment, employee development, and to a lesser degree recruitment and
selection is clearly related to HR being a strategic partner. These are all
areas of expertise and practice where HR can add considerable value
when it is involved in strategic planning with the line organization.
Thus, it is hardly surprising that a greater focus on these areas is associ-
ated with HR being a strategic partner.

A good guess as to why a relationship exists between activity changes

and being a strategic partner is that the HR organization gets invited to
be a strategic partner because it is competent in these areas and able to
add value. Once it shows it can add value, HR becomes a true strategic
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Table 13.6. Strategic Partner and HR Staff Skills

No Implementation Input Full
Role Role Role Partner
HR functional skills satisfaction 3.8 3.6 4.0 4.0
Organizational dynamics skills satisfaction 35 3.2 35 3.7
Business skills satisfaction 29 25 29 3.1
Administrative skills satisfaction 3.3 3.3 34 35

Means; response scale: 1 = very dissatisfied, 2 = dissatisfied, 3 = neutral, 4 = satisfied, 5 = very satisfied.

* Significant difference (p < .05) among roles.

partner. The data on the relationship between HR being a strategic part-
ner and the skills of HR employees supports this interpretation. As the
data in Table 13.6 show, HR is more likely to have a full partner relation-
ship when it has skills in two areas: organizational dynamics and busi-
ness partnering. This supports the argument that, in order to be a strate-
gic partner, HR needs business skills and organizational design skills.

Overall, the data present a rather clear picture of when HR is likely to be
a full strategic partner. First, this occurs when HR has a structure that
supports its being a strategic partner. This means rotating people, using
teams, and decentralizing operations. Second, it helps to have a head of
HR who has an HR management background. HR is more likely to be a
strategic partner when the strategies and change initiatives in the com-
pany require the support that the HR function can deliver. There is also
a clear relationship between HR’s use of IT and its becoming a full
strategic partner. Completely integrated HRIS helps create a strategic
partnership. Finally, the skills and the effectiveness of an HR organiza-
tion clearly come into play. Having the right skills helps HR become a
strategic partner.
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CONCLUSION

Most HR professionals agree that the HR function needs to be a strategic
partner, and HR executives are focusing on and thinking of new ways of
adding value. But is the HR function changing? Our study provides the
best data available to answer this question.

Whereas other studies have asked about the importance of new direc-
tions and skills, our study focuses on practice and how it has changed
from 1995 to 2001. It examines change by measuring the use of practices
at three points in time. Other studies have asked individuals to report
on the amount and kind of change that has occurred. Reports of change,
because they are influenced by memory and other factors, are generally
less valid than comparisons of data collected at two or more points in
time. This was demonstrated in our study. Executives report a signifi-
cant shift in the way HR time is being spent. However, when we com-
pare executive reports from 1995, 1998, and 2001 on how time is spent,
the percentages have not shifted. Thus, when researchers examine
changes in practice by using reports of practice from different time
periods, they obtain much better evidence about the kind and amount
of change that has occurred.

A comparison of the results from our 1995, 1998, and 2001 surveys
establishes that some change is taking place in the HR function and that
changes are in the direction of its becoming more of a business and
strategic partner. A number of significant changes have occurred in how
HR functions are organized and how they deliver services. The most
important are the following:

» HR is more likely to use service teams to support and serve business
units.

» HR is more likely to have decentralized HR generalists who support
business units.

» HRis paying increasing attention to recruitment and selection and less
attention to union relations and benefits management. It is paying
increased attention to employee development, HRIS, and organiza-
tional design and development, although the rate of increase in atten-
tion in these areas has declined over the course of the six-year study.

 The use of outsourcing for training, HRIS, benefits compensation,
legal affairs, and affirmative action has increased.

* Employees and managers are increasingly serving themselves with
Web-enabled systems that provide job information and performance
management capabilities.
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» HR executives report greater satisfaction with the HR functional
skills and the organizational dynamics skills of the HR staff.

* HRis increasingly effective in helping shape a viable employment
relationship for the future.

A comparison of the 1995, 1998, and 2001 results shows clearly that a
number of things have not changed. Among the major areas that show
no change are the following;:

* The extent to which HR is a full partner in shaping business strategy
 The ratio of HR employees to total number of employees

» The amount of time spent on various HR activities

¢ The rotation of individuals into, out of, and within HR

* The use and effectiveness of shared services

o The problems that occur with outsourcing

 The use of outsourcing for organizational development, employee
assistance, and HR planning

» The business partner skills of members of the HR organization

» The overall effectiveness of the HR organization and its effectiveness
in managing shared services, outsourcing, and a number of indivi-
dual areas of HR effectiveness

Overall, we found that more things stayed the same than changed when
we compared our data from the three surveys. Although many of the
changes we did find are significant and important, the amount of
change is surprisingly small. Given the tremendous amount of attention
that has been given to the importance of HR being more of a value-
added function, becoming a business and strategic partner, and adding
value in a number of new ways, we frankly expected much more
change. We particularly expected more change from 1998 to 2001, given
the change from the boom times of the late 1990s to the more difficult
economic times that began in late 2000 and the many challenges that
organizations have faced because of the economic slowdown. It appears
that somehow the HR organization has managed to maintain a rela-
tively stable orientation despite the amount of change going on around
it. This raises a critical question: Are particular organizational condi-
tions associated with the HR function changing?

Conditions Favoring Change

Let’s look first at the issue of where the HR function is structured and
acting differently. Our study found a strong relationship between what
is happening in the HR function and the company’s business strategy
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and change initiatives. Particularly important was the degree to which
organizations had knowledge- and information-based strategies and
change initiatives related to competency and knowledge management.
To a lesser extent, the same was true of companies with strategies and
initiatives focusing on organizational performance competencies such as

speed and quality.

On the other hand, in companies with strategies and initiatives focused
on growth, business portfolio changes such as focusing on core busi-
nesses, and restructuring, the HR function was less likely to be a strate-
gic partner. For example, companies that report HR is a full partner, or
at least has an input role to business strategy, have a greater emphasis
on knowledge- and information-based strategies than on growth or
portfolio-restructuring strategies. Companies that report HR has no role
in strategy are more likely to have restructuring initiatives than perfor-
mance improvement and competency and knowledge initiatives.

Tables C-1 and C-2 show the areas in which having knowledge-based
strategies and knowledge management and competency initiatives
make it more likely that the HR function operates in ways compatible
with adding more value to the business and is more effective in doing
so. Generally speaking, an emphasis on knowledge, competencies, and
human capital appears to create a much more favorable situation for the
HR function because it places a premium on acquiring, developing,
using, and retaining talent.

One interesting theme in the results is that an emphasis on knowledge
and competencies is associated with the use and effectiveness of eHR and
especially with providing knowledge and management tools through it.
This emphasis on eHR is compatible with current understandings of
knowledge management that stress that IT is a powerful tool for making
knowledge available through the organization (Davenport and Prusak,
1998). Knowledge can be embedded in tools that extend the knowledge
workers’” capabilities (Leonard-Barton, 1995), including not only the tools
that employees and managers in general use but also those that HR uses.
Knowledge and competency emphases are also associated with more
interpersonal aspects of HR, such as the use of service teams and orga-
nizational dynamics skills. This also fits with the current understanding
that IT is insufficient for delivering knowledge because the application of
knowledge to solve complex and uncertain problems often requires inter-
personal exchange in which people with various knowledge bases work
together (Mohrman, Finegold, and Klein, forthcoming).

The results in Tables C-1 and C-2 show two important relationships.
First, strategies and initiatives that focus on performance capabilities
relate to many of the same features of the HR organization as knowledge
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Table C-1. Significant Relationships of Strategy and Change Initiatives to HR Features

Knowledge- & Knowledge & Performance
Quality & Information- Competency Improvement
Speed Strategy Based Strategy Initiatives Initiatives
Time spent on strategic business partner role v v
Use of service teams v v v v
Increased focus on recruitment v
Increased focus on organization design and development v v v
Increased focus on employee development v v v v
Extent to which a talent strategy is in place v v v v
High potential development initiatives v v
Greater outsourcing of organization design and development v
More effective use of shared services v
Greater satisfaction with HR functional skills v
Greater satisfaction with HR organization dynamics skills v v v v
Greater satisfaction with HR business partner skills v v 4
Greater satisfaction with HR administrative skills v v
Greater overall HR effectiveness v
Greater satisfaction with HR functional effectiveness v v v
Time spent on strategic business partner role v v
v indicates a statistically significant relationship.
Table C-2. Significant Relationships of Strategy and Change Initiatives to eHR
Knowledge- & Knowledge & Performance
Quality & Information- Competency Improvement
Speed Strategy Based Strategy Initiatives Initiatives
Effectiveness of overall eHR v
Positive impact of eHR on employee satisfaction v
Positive impact of eHR on business effectiveness v v v v
Positive impact of eHR on efficiency v
Management tools available electronically and seen as more v
effective
v

More market and competitive information available through
employee portal

v indicates a statistically significant relationship.

and competency emphases. In fact, all four of the strategy and initiative

areas are associated with greater use of service teams, the extent to which

a talent strategy is in place, the emphasis on employee development, the

effectiveness of eHR in affecting business performance, and organization

dynamics skills. Thus, the most potent combination of company focuses
driving change in HR seems to be a focus on knowledge and competen-

cies combined with a focus on organizational performance.
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Second, initiatives are clearly just as important as strategies. Although
both strategies and initiatives relate to having a stronger talent strategy,
only knowledge and competency initiatives and organizational perfor-
mance initiatives relate to having a process for high-potential employ-
ees. Similarly, an increased emphasis by HR on organizational design
and development relates strongly to organizational performance
improvement and knowledge initiatives but not to having a knowledge
strategy. This emphasis on performance and on knowledge initiatives
drives a connection between the talent acquisition and development
support from HR and the operational business issues. In short, initia-
tives are often the vehicle by which companies develop new capabili-
ties, competencies, and ways of functioning. Through these initiatives,
HR develops its own expertise and competencies and also is a business
partner in helping the organization perform.

Overall, our results clearly show that strategy and change initiatives do
make a difference in the way the HR function operates and in its ability
to be a successful business partner. When a company explicitly focuses
on knowledge and competency and organizational performance capa-
bilities, HR’s activities add even greater value and the HR function is
more positively regarded. Organizational strategies and initiatives that
entail growth and restructuring of the organization and its portfolio of
businesses do not relate to these business and strategic support activities.

HR Effectiveness

The next logical question is: What is related to the HR organization’s
effectiveness? The strongest relationships with effectiveness concern the
use of corporate centers of excellence, the rotation of people within HR,
centralized processing, and self-service. Also significantly associated are
outsourcing transactional work, developing HR systems through joint
line-HR task forces, and being a business partner. The factors leading to
effectiveness are a combination of approaches that promote efficiency in
routine transactional processing and allow HR professionals to focus on
expanding their knowledge base, providing expertise, and partnering
with others in the businesses. This is a long list of practices but one that
provides an actionable agenda for most HR functions. It is also marked
by another characteristic: most are practices that are not widely used
and that show little increase in use between our 1995 and 2001 surveys.
This strongly suggests that one of the reasons that HR is not rated as
increasing in effectiveness during this period is that it has not done
what it needs to do in order to be perceived as more effective.

The data concerning what determines the effectiveness of the HR orga-
nization are clearly consistent with the argument that HR can and
should be more of a strategic business partner. The data suggest a num-
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ber of things that HR can do to become more of a strategic partner. One
of them is not replacing the head of the HR function with a line manager
who has no HR background. HR functions with such leadership are
rated as no more effective overall, and they are no more likely to be a
strategic partner than HR functions that have leaders with HR back-
grounds. One can argue that companies that replace their HR heads
with line managers are bringing new perspectives and knowledge to
the function, but these companies are also reducing the deep knowledge
about HR issues that is potentially the unique contribution of HR to the
business table.

Factors that relate to being a strategic partner include the use of service
teams, rotation of people in and out of HR, using IT, and placing more
emphasis on organizational design and development as well as em-
ployee development. Higher levels of organizational dynamics and
business skills also are associated with HR being more of a strategic
partner. Overall, being a business partner demands high levels of
knowledge and skill in HR, as well as organizational designs and
practices that link HR managers to business units.

Obstacles to Change

Why hasn’t HR changed? There are a number of plausible explanations.
One is that there may not have been enough pressure to change. The
existing role and activities of HR may be well institutionalized in a kind
of codependency relationship. The individuals in the HR function are
satisfied with their current role and comfortable delivering services in a
traditional mode; recipients of the services are also satisfied with an
administrative function that removes what they perceive as onerous HR
responsibilities from them, and they are not asking for change. This
leads to an institutionalized devaluation of the HR function by the rest
of the organization because of HR’s low level of contribution to the
business. It also makes change difficult because many employees are
unwilling to let it change because it serves them.

Ironically, the competition for talent during the last decade of the 1990s
may have worked against the upgrading of the HR function. It focused
a disproportionate amount of professional HR time on delivering ser-
vices related to recruiting, orienting, developing, and retaining employ-
ees, leaving little time and few resources to spend on activities such as
upgrading HR competencies and systems and being a strategic partner.
A great deal of HR professionals’ time and attention may have been
sidetracked by bidding wars for talented employees and by the need to
generate and administer reward systems that matched the job market.

A certain service imperative associated with recruiting, developing,
motivating, and retaining employees locks the time of most HR profes-
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sionals into patterns of activity that are difficult to change. Our finding
that the amount of attention being paid to almost all HR activities has
increased would seem to support the view that even though a con-
sensus is emerging about what constitutes high value-added HR activi-
ties, HR professionals find themselves having to spend more time on
activities that they know to be low in business value.

Low skill levels in the HR function are an additional compelling expla-
nation for the limited change in the HR function. Just how difficult
changing the HR function is becomes apparent when we look at the
kinds of skills that members of the HR function must have in order to be
rated highly and to play the strategic and business partner roles. HR
effectiveness requires a broad range of skills, ranging from relatively
routine administrative processing to organizational dynamics and busi-
ness partner skills. Although business partner and organizational dyna-
mics skills are most highly related to effectiveness, the HR function can-
not afford to carry out the core administrative functions ineffectively.
Interestingly, HR does not score very highly in administrative skills,
especially with respect to managing contractors and IT. These are
relatively new competencies that have become important with the tran-
sition to eHR.

The more skilled employees in the HR function are in working with oth-
ers, being team members, coaching, consulting, and leading, the more
effective the HR function is. HR effectiveness is clearly related to HR
professionals” ability to skillfully influence the performance effective-
ness of individuals throughout the organization. For the most part,
these are areas in which HR skills are rated the highest.

Business-partnering effectiveness requires knowledge and skills in such
areas as change management, strategic planning, and organizational
design. These are complex judgmental areas where HR professionals
have traditionally had little experience. This expertise is both hard to
acquire and in short supply. Becoming expert in business partnering
demands the acquisition not only of explicit knowledge but also of

tacit knowledge that comes from experience. Applying this expertise
demands influencing line management and being part of effective team
relationships with others who carry deep knowledge about the business
and the market (Mohrman, Finegold, and Klein, forthcoming).

Our data show that although survey respondents see HR professionals
as having increased their knowledge of the business since 1995, they are
still falling far short in the planning and problem-solving skills required
for HR to play a partner role. Understanding the business just gets HR
to the table. Expertise in the other areas is required to add value once at
the table. Thus, HR is in a bit of a catch-22. HR professionals must get to
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the table and gain experience in order to gain the knowledge and skills
they will need at the table.

Our 2001 survey looked at the application of various approaches to tal-
ent management. Particularly prevalent practices are tuition reimburse-
ment programs, involvement of senior management in managing talent,
and regular talent reviews. Surprisingly, we found relatively low use of
competency systems that are linked to HR practices. We found that
although many firms are using e-learning, it is not yet a major vehicle
for talent development. Although using IT-based approaches to devel-
opment relates to being a business partner, this approach appears to be
greatly underdeveloped.

Fifty-seven percent of the companies report that they have a special pro-
gram for high-potential employees. These programs make great use of
special development and assessment activities, with less emphasis on
employee rotation, mentoring, and coaching. They also make little use
of special compensation programs.

Companies appear to be applying a very limited range of approaches to
talent development; they seem to be shying away from job rotations and
the linking of HR practices to competency systems in order to motivate
and provide direction to development experiences. This pattern leads us
to believe that HR's difficulty in developing its own competencies may
be a microcosm of the larger organization.

Enabling Change

In part, the failure of HR to become a strategic partner may be because it
has not yet found a way to deliver high-quality administrative services
without devoting a large amount of resources to them. Our data show
that eHR offers considerable untapped potential. We found, for example,
that the effectiveness of eHR systems in performing HR processes and
enabling employee self-service is positively related to how skilled HR is
seen to be in providing administrative support. We also found that the
most positive outcomes of eHR to date are the efficiency benefits of these
systems and that the extent of completeness and integration of these sys-
tems relate to overall HR effectiveness. Finally, offering information
through an employee portal constitutes a new valued service and relates
to HR effectiveness.

Overall, our results suggest that an investment in a high-quality eHR
system should increase the HR function’s credibility and the perception
of the value it adds, while decreasing the time the function spends on
administrative tasks. We found some evidence of a substitution effect:
providing high-quality systems for administrative processing relates not
only to perceived administrative effectiveness but also to perceived

112

Conclusion



effectiveness in all areas. This may be because a high-quality eHR
system allows HR staff to spend more time on developing these skills.
Furthermore, by offering knowledge and tools to managers and
employees through a portal, a high-quality eHR system can provide
valuable new services.

eHR has the potential to break the logjam that prevents HR from
increasing its competency and changing its business model. In 2001,
83 percent of companies said that they had some form of an eHR
system. They most frequently got their eHR systems from an ERP
vendor. The data also show that employees frequently have access
through employee portals to the Internet and to various kinds of
business information.

At this point, the HR function does not perceive eHR systems to be
particularly effective. They receive relatively high marks on improving
HR services and speeding up HR processes but low marks in areas
concerned with HR affecting the business, such as making strategic
information available and producing a balanced scorecard of HR's
effectiveness. Many companies appear to be investigating and making
investments in eHR systems, but in most cases these have not yet
proven to be highly effective, nor have they transformed the HR func-
tion. Nevertheless, the potential remains for them to be a key delivery
vehicle and to make the HR organization much more effective and
much more of a business partner.

To summarize, the HR function is changing and is changing in the right
direction, but change is slow and not taking place in many of the areas
where it is needed. Currently, the HR function is a long way from being
a high value-added strategic and business partner that delivers high-
quality transactional services in a cost-effective manner. For the function
to achieve its potential as a value-adding business and strategic partner,
it will have to develop new skills and tools. Additionally, it will have

to better deploy its resources to support a redefined role by greatly
increasing the exposure of HR professionals to business issues and by
employing work structures that bring the HR function together in part-
nership with the line and other functions. In short, as we will discuss
next, it will have to move out of its comfort zone and adopt the pro-
cesses for the development and motivation of human capital that must
characterize knowledge firms.
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FUTURE
DIRECTIONS

What does the future hold for the HR function? Three years ago, when
we reported on the 1998 data (Lawler and Mohrman, 2000, p. 71), we
wrote, “Change has just begun. The next decade will probably see
dramatic change in the human resource function in most companies.
The opportunity exists for human resource management to become a
true strategic partner and to help decide how organizations will be
managed, what human resource systems will look like, and how human
resource services will be created and delivered.”

Our 2001 data suggest that the changes we predicted in our report have
not taken place. Yes, change has occurred but not the kind of substantial
change that we thought might happen. Fortunately for our credibility as
prognosticators, we are still very early in the new decade and the new
millennium. HR still has quite a bit of time to change dramatically in
many important ways.

If anything, we feel more strongly today about the importance of change
in the HR organization. The United States and the developed world are
increasingly populated by companies with a higher and higher percent-
age of employees doing knowledge work. Human capital is becoming
increasingly important as a source of competitive advantage, as is intel-
lectual capital. Our research clearly shows that when organizations
focus on developing their competencies, capabilities, and knowledge
assets, especially when they combine these with a strong focus on their
performance capabilities, they make HR much more of a strategic and
business partner, and they do make changes in the HR function. Thus,
we have good reasons to believe that HR will change.

How will HR be managed and structured in large corporations? Will it
still be a large function, employing approximately one out of every hun-
dred employees and organized around its major activities, such as com-
pensation, training, and staffing? We have good reason to believe that it
will not. HR needs to look at itself much more as a business, because
that is how others in organizations are beginning to look at it. It will be
assessed and should assess itself according to whether it adds enough
value to justify its costs.

HR as a Business Partner

As a business, HR can have three product lines. The first is the basic HR
administrative services and tasks that are involved in compensating
individuals, hiring them, training them, and staffing positions in the
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organization. The second is that of a business partner that helps busi-
ness units and general managers realize their business plans. In this
role, HR needs to provide advice and services concerning organizational
development, change management, and the articulation between HR
management systems and business operations. It entails leading the
development of the human capital and installing HR management prac-
tices that position the organization to execute its business plans. The
third involves contributing to the organization’s strategic direction. It
also involves leading the development and assessment of the human
capital and the organizational capabilities required to support the orga-
nization’s long-term success. This business requires individuals in HR
who understand business strategy and its relationship to organizational
capabilities and core competencies. Let’s look separately at how each of
the three businesses within HR might develop in the future.

Administrative Services The administrative and functional HR manage-
ment services of an organization are clearly moving toward being more
and more of a commodity that can be delivered in a number of different
ways. Historically, these services have been delivered by an in-house
HR function in a labor-intensive, poorly integrated, and costly manner.
We have little doubt that this labor-intensive approach is obsolete and
needs to be replaced by a new model. The obvious replacement technol-
ogy is a Web-based eHR system. What is unclear at this point is whether
the IT self-service systems that companies will use are going to be de-
signed, developed, and delivered by outsourcing vendors or by groups
within organizations. Today, at least three models are emerging as ways
to use IT to deliver HR services.

The first is the type of custom system that a firm designs for its own use.
IT companies including Dell, Cisco, Hewlett-Packard, Microsoft, and
Sun Microsystems are currently using these. Some of these systems are
very impressive and allow individuals to perform a number of impor-
tant HR tasks and access a great deal of information on a self-service
basis. However, most companies are highly unlikely ever to develop the
kind of custom systems that technology companies have developed; the
process is simply too expensive and time consuming.

What companies can do, however, is adopt either of two other alter-
natives: buy an integrated Web-based system sold from a major ERP
vendor (for example, PeopleSoft or SAP) or buy individual eHR soft-
ware applications having to do with compensation administration,
staffing, training, and so on from the vendors who are currently selling
these. Some good software programs exist that when combined can
produce an effective eHR system for companies.

What is still unclear is whether eHR systems will in fact result in a signif-
icant increase in the perceived quality of customer service. Will employ-
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ees feel that the self-service that they get with eHR systems equals or
exceeds the quality of service that they get from their current HR repre-
sentatives? It is also unclear what kind of cost savings eHR systems will
generate. Great savings are possible, given the large number of individu-
als who are currently in HR and the relatively low value added that is
contributed by some HR activities such as signing up individuals for
insurance coverage, providing information on job openings, and so on.

One final option available to companies is complete business process
outsourcing. Exult Inc. is currently the most visible firm providing this
outsourcing service. It has signed contracts with a number of major cor-
porations to outsource all of the administrative aspects of their HR man-
agement. Promising companies both savings and improved service, it
transfers some of the client organizations” HR employees to its payroll
and eliminates others. The eliminated employees are replaced by Exult’s
eHR system. This model is relatively new, so we cannot evaluate its
effectiveness, but it is clearly a very different way to deliver HR services
and one that has a considerable amount of momentum behind it.

None of the three alternatives for doing HR administration and man-
agement will likely be dominant by the end of the decade. But the major-
ity of large firms will very likely use one of these three approaches,
because they create the opportunity to build an HR function that is
simultaneously more cost-effective and delivers a superior product. In
short, they can represent a better business model than the traditional HR
model when it comes to delivering routine HR management services and
administration.

Business Partner. But what about the business partner activities of HR?
Can they be outsourced? Should they be outsourced? Can they be put
on the Web? Should they be? Some business partner activities can be
greatly enabled by the use of vendors and by the use of the Web. Effec-
tive eHR systems can collect, analyze, and report on data about the con-
dition of an organization’s human capital in ways that were previously
not possible because of the extreme amount of time required to perform
these tasks. eHR systems can aid in change management, business plan
implementation, and the operations of the business because they can
make information readily available to employees and can easily solicit
employee feedback and suggestions. But we should point out that com-
puter systems are merely enablers in all these areas—they cannot take
the place of human judgment and values in problem solving and deci-
sion making.

Many consultants can provide good insights into the implementation of
business plans and change management. But our view is that organiza-
tions will always need and have skilled generalists to provide many of
the services, information, and knowledge that are necessary in order for
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HR to be an effective business partner. Playing the partner role entails
solving problems and making decisions that involve important values,
are highly uncertain, and are context-specific. As a result, they require
understanding the business, its strategy, the nature of the workforce,
and the required competencies. Taking the partner role entails the appli-
cation of tacit experience-based knowledge and explicit discipline
knowledge, as well as the ability to combine HR knowledge with the
perspectives of other disciplines such as business management, market-
ing, IT, and technology.

The key question here is not whether professional HR executives will
need to play the role of business partner, but whether the individuals
who are currently HR executives can in fact be effective business part-
ners. The evidence in this study suggests that HR professionals’ comfort
level is highest with traditional activities and modes of delivery because
this is where their effectiveness and skills are the highest. If they want to
be effective business partners, they need to change their skill set and
become comfortable with a variety of different activities. They need to
understand and be able to formulate a business model for the HR func-
tion and to contribute to the firm’s business model. They need to under-
stand business operations better and be able to craft HR management
approaches that fit its requirements. They need to understand organiza-
tion design, work design, and change management principles and
approaches and be able to play a leadership role when the firm consid-
ers these issues. Finally, they need to understand different models of
staffing, compensation, and other HR practices so that they can effec-
tively implement HR systems that support the organization’s business
plans.

Strategic Partner. Finally, we look at the strategic partner activities of
HR. The rapid rate of change, the need to develop new strategies and to
quickly translate them into HR strategies, and the likelihood that the
availability of talent will be a key strategic differentiator have greatly
increased the importance of HR being a strategic partner. Our view is
that this role can only be performed by individuals who have a good
understanding of business strategy as well as of HR strategy. Some of
the work that is involved in being a strategic partner can be outsourced
to HR strategy vendors. But we believe that companies need a strong
internal presence of individuals who have good HR knowledge and
who can manage the vendors and be truly present at the table when
senior executives discuss strategy formulation and implementation.

HR’s strategic partner seat at the table needs to be filled by someone
who is a senior executive in the corporation, not by a consultant. The
importance of this role, and the need to fill it with somebody who
understands business, may be one of the reasons why almost 30 percent
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of HR executives come from the business rather than from the HR func-
tion. In essence, some companies may have decided that the HR strate-
gic partner role is too important to leave to someone with an HR back-
ground. Our study shows that this is no substitute for developing HR
executives who are experts in HR issues and how they affect the busi-
ness and enable its strategy. Nevertheless, it may be an approach that
organizations use more frequently as they try to develop HR as a strate-
gic partner.

The future is likely to provide great opportunities for senior HR man-
agers to be strategic partners. The kind of data that is likely to be avail-
able from eHR systems is one of several enablers that can strengthen
their position as strategic partners. For example, such a system can help
them make significant contributions to strategy formulation because

it can provide both cost- and organizational-effectiveness data with
respect to HR practices. IT can provide information about what it will
take to develop certain key competencies in the workforce and provide
data on the existing levels of organizational effectiveness and organiza-
tional capabilities. These are all critical to the strategy-planning process.
With an eHR system, HR executives will have the opportunity to trans-
late what is known about the existing organization and its capabilities
into change programs that will allow the organization to develop

the necessary capabilities to implement new strategic plans and new
directions.

Thus, the key question with respect to the strategic partner role now is
not so much whether it is an important role but how HR can fill that
role. As with the business partner role, the question remains whether
many of the current individuals in the HR function are capable of filling
it. It is not clear whether they understand the business well enough to
be a strategic partner. Many of them have never worked outside of HR
and as a result have a limited understanding of what the business is
about and what the business strategy and HR strategy options are.

HR Organizational Design

A clear organizational model seems to be emerging for companies with
multiple business units. It involves creating HR generalists who become
the business partner for the line management in business units. This role
involves contributing to business unit plans and helping to develop
organizational capabilities and implement the HR practices and people
development approaches that are needed to create a competent work-
force. Business partner generalists are also expected to represent the
central HR organization in its dealings with the business unit. Instead

of locating many of the HR services in the business unit, multibusiness
corporations are creating shared services units and corporate centers of
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excellence for the business units to draw on. Alternatively, they are out-
sourcing HR transactional services and telling the business units to use
them. The role of the generalist is thus to be both a business partner and
a coordinator of HR services to the business unit in which he or she
works.

In essence, the HR organization appears to be becoming a type of front-
back organization, where the generalist is the front or customer-focused
part. The generalist represents the HR organization in the business unit
and is responsible for coordinating and delivering services from the
back of the organization. The back in this case consists of the shared
services units and centers of excellence that are available to the business
units and also the services that are outsourced or delivered by HRIS.

Looking Ahead

The opportunity for the HR function to add value at the strategic level is
very great, but this is currently more promise than reality. In order for it
become reality, two things must happen: (1) HR executives need to
develop new skills and knowledge, and (2) HR needs to be able to
execute the HR management and administration activities effectively.
Doing the basics well is the platform upon which the HR organization
needs to build its role as a strategic partner. It is critical because it
demonstrates the capacity of the HR function to operate effectively as

a business, and it can provide the data and information that enable HR
to be an effective strategic partner.

We have articulated the need for a new business model for HR and
identified its major feature, but the HR function still appears to be at the
very beginning of the changes that are needed in order for that new
model to become a reality. Our study has demonstrated that the change
process is slower than anticipated, but it has identified a very clear
action agenda that can yield an HR function capable of adding more
value to the business. We still believe there will be enormous change in
the design and operation of HR functions this decade. We have said it
before, and we are going to say it again: the HR function needs to look
seriously at how it can reinvent itself. The old approaches and models
simply are not good enough.
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APPENDIX A Survey of the Changing Human Resource Function

THIS SECTION ASKS DEMOGRAPHIC QUESTIONS ABOUT YOUR COMPANY
AND THE HR ORGANIZATION.

How many full-time equivalent employees (FTEs, exempt and nonexempt) are part
of the HR function? (This number should include both centralized
and decentralized staff.) ... 234.08

Of the professional/managerial employees in HR, approximately what
percentage are in generalists’ roleS?...........c..oiiiiiiiiiiiiiii 42.87%

Of your professional/managerial HR employees, approximately what percent
are centralized (for example, corporate staff)? .............cccooi 46.10%

What is the background of the current head of HR? (Please check one response.)

A, HR M@NAGEMENT......eeiiiiiiei ettt e e e e e e e e e e e e 75.3%
b. Other function(s). (WhiCh ONE[S]?)......uueiiiiiiiiiiiie e 24.7%
How many employees are in your COMPaNnY? ...........cooiciiiiiiiiiiiieee e (avg.). 21,023
Is there a union presence in your company? a. Yes (61.1%) b. No (38.9%)

If yes, what percentage of your work force is union-represented? ............cccocoeeiiiiiiiienennn. 28.03%

Which of the following best describes your company? (Please check one response.)

a. Single integrated DUSINESS..........oociiiiiiee e e 25.7%
b. Multiple related businesses with corporate functions providing some integrative support...... 38.5%
c. Several sectors or groups of business units with some corporate functions and support....... 26.4%
d. Multiple unrelated businesses managed independently in a "holding company" fashion ......... 5.4%

e. Other (pleasespecify) 4.1%
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THIS SECTION ASKS QUESTIONS ABOUT YOUR COMPANY’S INTERNATIONAL OPERATIONS.

8. What percentage of your company’s revenue comes from outside
the United States? (If your response is 0%, skip to question 11.).............ccccccoiiiiiinnnnne. 23.50%

9. What percentage of your company’s HR professional employees
are located outside the United States? ... 17.46%

10. What percentage of your company’s employees are located
outside the United States? .............ooviiiiiiii e 25.67%

THIS SECTION ASKS QUESTIONS ABOUT STRATEGIC INITIATIVES IN YOUR COMPANY.

11. To what extent is each of the following
strategic initiatives present in your

organization?
Little or No Some Moderate Great Very Great

Extent  Extent Extent Extent Extent Mean
a. Building a global presence..........ccccceeeeeeieeninenenn. 22 15 19 27 17 3.01
b. Partnering/networking with other companies........ 9 31 22 22 16 3.05
C. QUANILY e 1 7 22 35 35 3.94
d. Cycle time reduction ............cccoooiiiiiiiiiie 9 13 25 36 17 3.39
e. Accelerating new product innovation.................... 7 9 24 33 28 3.66
f. ACQUISITIONS ..ooooiiiiiiiee e 14 23 22 24 17 3.07
g. Process automation/IT.........occoeiiiiiiiiiiiiiiiiieeee 1 7 27 41 24 3.80
h.  Customer fOCUS .......coooviiiiiiiiiiiee e 0 3 5 38 54 443
i. Technology leadership ...........coovvviiiiiiiiiiiiieene, 6 13 25 35 22 3.53
j-  Reducing the number of businesses you are in...53 20 16 3 7 1.91
k. Entering new businesses...........cccccceeiiiiiiienennns 28 23 24 17 9 2.56
I.  Talent—being an employer of choice ................... 2 8 28 37 25 3.75
M. €-BUSINESS.....uuiiiiiiiiii 5 23 32 32 9 3.18
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12. To what extent has each of the following
improvement and change initiatives been
present in your organization during the
past five to seven years?

Little or No Some Moderate Great Very Great

Extent  Extent Extent Extent Extent Mean
a. Restructuring ... 1 5 26 32 35 3.95
b. Reengineering .......cccccceeeeiiiiiiiiiiiieeeeeee e 5 26 40 16 14 3.08
C. DOWNSIZING ...ceuiiiiiiiiiiiiieiee e 18 21 26 18 16 2.93
d. Reducing layers/flattening ............ccccoovvveeieiennnn. 8 27 32 20 12 3.01
€. Team StrucCtures.........cccceeeiiiiiiiiiiiiee e 14 26 30 22 7 2.84
f.  Process management..........c.ccocieiiiiniiiinie e, 6 19 36 28 12 3.21
g. OULSOUICING ...cevviiiieeiiieee e 8 31 37 18 5 2.82
h. Total Quality Management/Six Sigma ................. 27 29 16 19 8 2.50
i. Employeeinvolvement ............cccociiiiiie 5 18 42 23 12 3.18
j- Costcontainment.........cccoooieiiiiiiiii e 1 8 16 43 32 3.99
k. Knowledge/intellectual capital management......... 9 29 32 21 9 2.92
I.  Employee competency management ................... 7 28 32 23 9 2.99

13.  Which of the following best describes the relationship between the HR function and the
business strategy of your corporation? (Please check one response.)

a. HR plays no role in buSINESS Srategy. .........cccueeiiiiiiiiiiieiii e 3.4%
b. HRis involved in implementing the business strategy. .........ccccooiiiiiiiiii e, 11.6%

c. HR provides input to the business strategy and helps implement it
once it has been developed. ... 43.8%

d. HRis a full partner in developing and implementing
the DUSINESS Srategy. ....cocoiiiiiiiii i 41.1%
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THIS SECTION ASKS QUESTIONS ABOUT THE HR FUNCTION IN YOUR COMPANY.

14. For each of the following HR roles, please estimate the percentage of time your HR function
spends performing these roles. Please split 100% among the following categories:

PERCENTAGES SHOULD ADD TO 100% FOR EACH COLUMN: CURRENTLY

a. Maintaining reCOrdS........cccuuiiiiiiiiiiie e 14.90%
(Collect, track, and maintain data on employees)

b.  Auditing/controlling ...........ooeiiiiiiiiii 11.41%
(Ensure compliance with internal operations, regulations,
legal, and union requirements)

C. Providing HR SEIVICES ........ooviiiiiiiiiiec e 31.27%
(Assist with implementation and administration of HR practices)

d. Developing HR systems and practices .........cccccceeviiniiiieiiiiiieenene 19.27%
(Develop new HR systems and practices)

e. Strategic business partnering......ccccccveeeeeiiiicccii e 23.23%

5-7 YEARS AGO

(Member of the management team; involved with strategic
HR planning, organization design, and strategic change)
TOTAL....... 100 %

15. To what extent does each of the following

describe the way your HR function is set up to
operate?

Administrative processing is centralized
in shared Services UNItS. .......cccooiviiiiiiiiiiiiieeeiee e 9 14 23

Transactional work is outsourced. ..........ccoevvveeeereirieeeinnn. 24 34 28

Corporate centers of excellence provide

specialized expertisSe. ........ccoccciiiiiii i 13 19 26
Decentralized HR generalists support business units. ....... 7 4 12
HR teams provide service and support the business. ........ 5 16 24
People rotate within HR. ... 18 26 26
People rotate into HR. ......ccoovviiiiiiiie e 46 36 13
People rotate out of HR to other functions. ...................... 38 42 16
Self-funding requirements exist for HR services. .............. 51 23 14

" Note: May not add to 100 due to rounding error.

Extent

34

13

30

38

37

23

11

26.75%

17.13%

33.11%
13.86%
9.05%

100 %

Little or No Some Moderate Great Very Great
Extent  Extent Extent

Extent

20

1

12

39

18

Mean

3.42

2.34

3.10

3.99

3.49

277

1.75

1.88

1.89
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Little or No Some Moderate Great Very Great

Extent Extent Extent Extent Extent Mean
j. HR systems and policies are developed through joint
line-HR task teams. ........ooooiiiiiiii 5 19 32 32 11 3.25
k. HR practices vary across business units. ............cccc.cce.... 14 38 33 7 7 2.56
I.  Very small corporate staff—most HR managers and
professionals are out in businesses. ...........cccooeeciiiiinnn.n. 16 22 26 19 17 2.99
m. Some activities that used to be done
by HR are now done by line managers. ..........cccccceeeenne 15 37 28 17 3 2.55
n. Some transactional activities that used to be done
by HR are done by employees on a self-service basis. ....18 38 24 15 5 2.50
0. Areas of HR expertise are outsourced. ...............cceeeennnnns 34 42 17 7 0 1.97
16. A. How has the amount of focus or attention to the following HR activities changed over the past
five to seven years as a proportion of the overall HR activity and emphasis?
B. Have any of these activities been partially or completely outsourced?
A. B.
ACTIVITY AND EMPHASIS OUTSOURCING
Greatly Stayed the Greatly Not At
Decreased Same Increased Mean All Partially Completely Mean
a. HRplanning.......ccccccevviiiereiiiieenn, 0 2 22 45 31 4.05 96 4 0 1.04
b. Compensation..........ccccceeeeviiinenenns 1 3 26 44 26 3.93 55 44 1 1.46
C. Benefits i, 2 8 33 43 14 359 19 72 9 1.89
d. Organization development .............. 1 7 23 42 28 3.89 77 21 2 1.24
e. Organization design .........cc.cocuveeeen. 1 5 32 45 17 3.7 91 8 1 1.09
f. Strategic planning.........cccccoceveveinnne 2 6 24 44 24 382 93 7 0 1.07
g. Employee training/education............ 2 9 30 40 19 3.66 26 73 2 1.76
h. Management development.............. 1 8 22 44 25 3.85 41 59 1 1.60
i. Unionrelations ........cccccceeeviiinneen, 17 16 49 17 1 2.69 86 14 0 1.14
j. HRIS 1 5 16 45 32 4.01 54 43 3 1.49
k. Performance appraisal.................... 1 9 30 38 22 3.70 93 6 1 1.08
I.  Recruitment...........ccooeevviiiiieneenen. 0 7 29 40 23 3.80 49 50 2 1.53
m. Selection ......ccccccivviiiiiiiiiee, 0 3 40 40 17 3.70 83 17 1 1.18
n. Careerplanning.........ccccceevniieeennns 2 9 55 25 9 3.31 86 14 1 1.15
o. Employee record keeping................ 6 29 52 M 1 2.73 73 26 1 1.28
p. Legal affairs......cccccccoecvvieeiiiiciiennnnns 1 8 56 26 9 3.34 44 51 5 1.60
g. Affirmative action...........cccccoviineen. 3 16 57 18 6 3.06 68 30 2 1.33
r. Employee assistance ...................... 3 11 57 23 5 3.16 20 26 54 2.35
s. Competency/talent assessment ..... 3 4 29 48 16 3.71 68 31 1 1.33
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17.

To what extent have you encountered

the following problems in managing HR

outsourcing/vendors?

a oo

18. A. Which of the following services are carried out, at least in part, by central shared services

Little or No Some Moderate Great Very Great

Extent Extent Extent Extent Extent

Resources required to manage the contract and

relationship have been more than anticipated. ..................... 19 28 30 21 1
Services haven’t been as good as promised. ..........c.ccccceueee 9 30 39 20 1
Contractors don’t know enough about the company. ........... 17 30 32 18 3
Cost has been higher than promised. ..........cccoocviiiiienennen. 14 26 39 18 3
Lack of skills for managing contractors. ...........cccccoeeieennee. 29 31 26 10 4
Loss of competitive advantage from the way we

Manage PeOPIE. ..o 53 24 13 8 2
Negative reaction from business units served. ..................... 38 35 19 7 1
Negative reaction from company employees. ...................... 30 40 20 7 2
Negative reaction from HR employees. ..........cccocvvirirnnens 36 33 20 8 2
Can’t have HR systems we need. .........ccccoooiiiiiiiiiinene 40 29 10 14 7
Switch to new outsourcers is very difficult. ............cccceceene. 29 30 24 14 3

SHARED SERVICES (ANSWER ONLY IF YOUR COMPANY HAS MULTIPLE BUSINESS UNITS)

units within your company? (If no service units exist, go to question 19.)
(1 = Not at all, 2 = some aspects a shared service, 3 = handled entirely through a shared service)

B. How effectively are these services performed by your shared services unit?
(1 = Not effectively, 2 = somewhat effectively, 3 = very effectively, 0 = not applicable)

Mean

2.57
2.73
2.59
2.71
2.30

1.82
1.98
212
2.07
2.20
2.33

SharedAS'ervices Effectiveness?)-f Shared Service Units
Not Some All Mean Not Somewhat Very N/A Mean
a. Employee record keeping..................... 23 45 33 210 9 28 63 11 2.53
b. Recruitment and selection.................... 37 50 13 1.76 8 47 45 17 2.37
c. Careerplanning........ccccooeevienieniceneens 63 23 14 1.50| 19 67 13 27 1.94
d. Organization development and
deSIgN..coiiee e 47 33 20 1.73| 14 55 31 19 217
e. Legal support......ccccoeeeriiienieiee e 18 35 47 2.30 5 22 73 8 2.67
f. Affirmative action..............ccccoeevernan. 28 38 34 206 | 12 29 59 14 2.47
g. Unionrelations .........ccccooeeniiiniicniens 52 30 18 1.66| 13 20 67 30 2.54
h. Compensation...........cc.ccoeeveiiiinnennn. 17 46 37 2.20 5 29 66 7 2.60
Note: Percentages and mean for B above are computed with N/A (not applicable) responses missing.
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Sharedg-ervices Effectiveness Ef Shared Services Units
Not Some All Mean Not Somewhat Very N/A Mean
. Benefits ..ooooeiiii e, 9 35 56 247 3 36 61 3 2.58
j. Employee training.........cccccooviiieneinnnnen. 21 59 19 1.98 56 38 9 2.33
k. Management development................... 32 45 23 191 9 53 38 16 2.29
L HRIS. .. 17 29 54 237 1 50 39 7 2.28
Note: Percentages and mean for B above are computed with N/A (not applicable) responses missing.
19. To what extent does your talent strategy include the following?
Little or No Some Moderate Great Very Great
Extent Extent Extent Extent Extent Mean
a. A significant investmentin e-learning..........cccococeiiiiiiiennnn 27 32 21 15 5 2.38
b. Involvement by senior management..............ccccceveieiiienennen. 3 22 32 29 14 3.28
C. Regulartalent reviews...........ccccoiiiiiiiiiiiiiiiiee e 10 19 28 27 16 3.21
d. Competency systems that are linked to HR practices........... 18 34 25 16 8 2.62
e. Tuition reimbursement..........cccoociiiiiiiiii e 3 17 27 33 20 3.50
f. Outplacement/counseling out of lowest performers .............. 16 28 23 23 10 2.82
g. A corporate UNIVErSity..........cccoiiieiiiiiiiiiiiiieieeee e 59 13 14 5 9 1.93
20. Do you have a program that gives special treatment to high-potential employees?
a. Yes (56.8%) b. No (43.2%) (GO TO QUESTION 22)
Little or No Some Moderate Great Very Great
If yes, to what extent does it include the following: Extent Extent Extent Extent Extent Mean
a. Job rotation programs ..........cccceiiiiiiii 15 20 27 29 8 2.94
b. Special incentive programs ..........cccccceeviie i, 44 14 20 15 6 2.25
C. Special development and assessment activities .................... 1 11 43 30 15 3.48
d. Special career development activities ...........ccccceeeeeiineeeennnne. 5 12 37 37 10 3.35
€. Mentoring Program .........cc.ceeeiiiiiieie e 12 20 31 30 7 3.00
f. Individualized employment contracts.............ccccccecevivieneennn. 73 17 2 6 1 1.45
g. Providing @ coach..........ccceviiiiiiiiiii 17 31 32 11 10 2.65
21.  What percentage of your employees are considered to be high potential?.............cccccceennnneeee. 8.92%
Item responses are represented in percentages
Mean = average score of responses
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22.

Please check the one statement that best describes the current state of your HR processes.

a. Completely integrated HR 1T SYSteM......coooiiiiiiiiiiiiie e 7.6%
b. Most processes are IT-based but not fully integrated ...........coociiiiiii e, 35.9%
C. Some HR processes are [T-Dased ............eeeiiiiiiiiiiiiiiiiiie et e e e e e e 48.3%
d. Little IT presentin the HR fUNCHON ...........ooiiiiiiii e 6.9%
e. NolIT present (GO TO QUESTION 28).....cccuuiiiiiiiiiiiee ettt 1.4%
23. A. Can the following activities be done on your company’s computer information system by
employees and/or managers?
B. How effectively are these being done on your system?
(1 = Not effectively, 2 = somewhat effectively, 3 = very effectively, 0 = not applicable)
A. B.
Computer System? Effectiveness?
Notat All Partially Completely ~Mean Not Somewhat Very  N/A Mean
a. Salary planning/administration.....................c........ 26 52 22 1.96 7 49 44 13 2.37
b. Career development planning.............c.cccoeeenne.. 63 29 8 1.46 29 57 13 34 1.84
Cc. Change benefit coverage ........ccocooeveiviieiennnneen. 24 33 43 219 7 31 62 13 2.55
d. Change address and/or other
personal information ............ccccceiiii i, 32 27 41 2.09 31 62 18 2.54
e. Apply for a job (external applicants) ..................... 23 34 43 2.21 47 44 15 2.35
f.  Apply for a job (internal applicants) ...................... 22 33 45 2.23 39 51 15 242
g. Obtain advice and information
on handling personnel iSSUES ........cccccceeiiiiiinnnes 56 39 6 1.50 24 59 17 35 1.93
h. Performance management..........cccccooeereienennnenn. 30 53 17 1.88 14 59 26 19 212
i Post job openings.........ccoeeiiieeeee 10 26 64 2.54 7 39 54 6 247
j. New-hire orientation ............ccccoecviieiiciene e, 61 34 6 1.45 25 57 18 36 1.93
k. Travel and expense reimbursements ................... 25 29 46 2.21 15 36 49 15 2.34
I.  Technical skills training..........c..ccccoeeveieeeiierecne. 37 54 9 1.72 12 61 27 21 215
m. Scheduling training and development................... 27 47 26 1.99 10 51 38 14 2.28
n. Identifying management development
ST T 010 o= S 51 37 13 1.62 18 62 20 33 2.02
0. Management development training ...................... 55 41 1.50 27 63 10 35 1.83
p. Search for employees with specified
skills/competencies..........ccccoviiieiiiiiiie e 62 30 8 1.47 43 47 11 37 1.68
g. Purchase products and services from vendors..... 52 36 12 1.60 20 53 27 32 2.06
r. Post personal résumé/bio...........cccooeviiiiiiiiinnn.. 62 26 12 1.50 40 43 17 36 1.77

Note: Percentages and mean for B above are computed with N/A (not applicable) responses missing.

Item responses are represented in percentages
Mean = average score of responses
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24,

Which of the following best describes how you developed your eHR system?

a. Nosystem (IF NO, GO TO QUESTION 28)......ccciuiiiiiiieiiiee e see e e e 17.0%
D.  Developed it OUISEIVES ...t e e e e e e e e e e s 19.0%
c. Obtained it from our ERP vendor (for example, PeopleSoft)..........ccccoiiiiiiiiie 37.4%
d. Purchased most or all of it from vendors (ASPs) who provide pieces of an HR system......... 15.0%
e. Hired a consulting firm t0 design ..o 4.1%
f Outsourced its design and operation to a consulting firm ..........cc.cccoiiii e, 1.4%
g. Other (please specify): e ———— 6.1%

To what extent are the following available to employees
through an employee portal:

o o

S @ ™ e a o

26.

27.

o o

@ = o a o

Little or No Some Moderate Great Very Great

Extent Extent Extent Extent Extent Mean
Company strategic and performance information.................. 28 20 21 22 9 2.63
Industry and competitor information.............cccccvvvieeeienenenn. 40 26 20 14 0 2.07
Executive messages to employees .........ccoocvveeeeiiiiieeee e 11 12 24 28 25 3.46
Access to technical knowledge and resources...........cc......... 19 29 20 21 10 2.74
Access to market knowledge...........cceveiiiiiiiiiiii e, 31 30 19 17 2 2.29
Access to knowledge experts..........ccccevvviviiiiiiiiiiceec e 39 31 23 4 3 2.02
Access to knowledge communities ..........ccceeeiiiiiieneeinineen. 45 27 16 10 2 1.98
Open accesstoInternet..........coocciiiiiiiiiiieceee e 6 9 12 31 41 3.92
A manager’s tool K. 27 23 19 21 10 2.65
Life event—focused HR processes........ccccccceeevevvcccnnvnnnnennnn. 32 24 23 12 10 2.45
Have you developed an eHR personal portal for most or all of your employees?
a. Yes (41%) b. No (59%)
To what extent do you consider your eHR
system to Little or No Some Moderate Great Very Great
Extent Extent Extent Extent Extent Mean
Be effeCctive ..o 14 26 44 14 2 2.63
Satisfy your employees ..........ooooiiiiiiiiiiii e 20 30 37 12 1 243
IMprove HR SErviCes ........cccuuuiiiiiieiiiieeeeeee e 9 22 31 33 3.02
Build employee loyalty.........ccccuiiiiiiie 36 38 20 4 2 1.98
Reduce HR transaction Costs...........ccccccveiiiiiiiiiiiiiiiiieceee, 13 27 29 21 10 2.88
Alienate employees .........c..uuvviiiiiiiiiiii e 65 30 4 1 1 1.43
Provide new strategic information ..............ccocceeiiiiiii . 31 37 21 11 0 2.1
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Little or No Some Moderate Great Very Great

Extent Extent Extent Extent Extent Mean
h. Support strategic change ..o 27 33 23 14 3 2.33
i Speed Up HR ProCeSsSeS .......ccccvvviviiiiiiiiieeeeeeeeee e 10 23 26 29 12 3.09
j. Reduce the number of employees in HR.............ccoceeei. 25 31 26 14 4 242
k. Support organizational growth............ccccceeiiiiiiiie 19 36 28 14 3 2.48
I Integrate different HR processes
(for example, training, compensation) ..........cccccceveriiieeeeennee 29 25 29 13 3 2.37
m.  Enable the analysis of HR’s impact on the business............. 39 29 16 13 3 2.09
n. Produce a balanced scorecard of HR’s effectiveness........... 47 25 14 13 1 1.95
o. Enable analysis of workforce characteristics............c............ 26 29 21 18 6 248
p. Provide a competitive advantage ...........cccooecvveeiiiiciieee e 31 35 18 14 2 2.20
28. How satisfied are you with the skills of your current
HR professional/managerial staff?
Very Very
Dissatisfied Dissatisfied Neutral ~ Satisfied ~Satisfied Mean
a. Team sKills oo 0 9 25 59 7 3.65
b. Functional HR exXpertiSe .........ccuuviiiiiiiiiiiiieee e 0 7 15 53 25 3.96
C. Business understanding .........ccueeeeeiiiiiiiiiiinieen 0 20 35 37 9 3.34
d. Interpersonal SKillS..........cooiiiiiiii 0 4 10 69 17 3.99
e. Cross-functional experience...........ccccouveeeeeeieeeeeeeieccccciiene, 1 36 44 16 3 2.84
f. Consultation SKillS...........cueeiiiiiiii e 2 15 37 39 7 3.35
g. ReCOrd KEEPING «.cciieiiiiiiiiiee e 0 7 29 51 13 3.70
h. Coaching and facilitation ..............cccco i 1 12 33 48 5 3.44
i Leadership/management sKills.............cccccccooviiiiiiiiiinnnnnnn... 1 14 40 40 5 3.33
j. Managing contractors/vendors ...........cccccceiviiene e 1 15 43 31 9 3.32
k. Global understanding ...........ccooooiiiiiiiiiiiiieeeeeee e 7 36 40 16 2 2.70
I Organization design ..........oeveiiiiiiiii e 3 31 45 19 2 2.85
m.  Strategic planning............ccccooiiiiii e, 5 30 41 20 4 2.89
n. T e 4 19 42 31 4 3.11
0. Change management.............coooooiiiiiiiiiiieeee e 2 23 37 35 3 3.15

29. What percentage of your companywide professional/managerial HR staff possesses the necessary

skill set for success in today's business environment? (Circle one.)

0 4.7 18.9 331
None Almost None Some About Half
0% 1-20% 21-40% 41-60%

Mean: 4.25

33.1 10.3 0
Most Almost All All
61-80% 81-99% 100%

Item responses are represented in percentages
Mean = average score of responses
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30.

In view of what your company needs, how effective is the HR organization in each of the areas below. Please
rate the activities on a scale of 1 to 10 by circling the appropriate number. If NOT APPLICABLE, circle N/A.

1 2 3 4 5 6 7 8 9 10
Providing HR services Not Applicable Mean
Not meetingneeds 0 O 1 2 7 12 27 37 12 2  Allneeds met 0 7.33

Providing change consulting services
Not meeting needs 1 4 9 11 18 18 17 15 4 2  All needs met 1 5.74

Being a business partner
Not meeting needs 0 1 5 13 9 21 24 15 10 3  Allneeds met 0 6.41

Developing organization skills and capabilities
Not meeting needs 1 5 5 12 11 23 21 14 7 1  All needs met 0 5.99

Tailoring HR practices to fit business needs
Notmeetingneeds 0 3 3 5 10 21 27 18 10 3 Allneeds met 0 6.67

Helping shape a viable employment relationship for the future
Not meetingneeds 0 2 5 9 11 26 19 17 13 0  All needs met 0 6.40

Managing outsourcing of transactional services (for example, benefits)
Not meeting needs 0 1 7 12 12 17 17 21 9 4  Allneeds met 8 6.42

Managing outsourcing of HR expertise (for example, compensation design)
Not meetingneeds 2 4 10 12 13 15 16 18 7 4  Allneeds met 13 5.98

Operating centers of excellence
Not meetingneeds 2 4 11 12 21 14 14 10 9 2  Allneeds met 15 5.61

Operating shared services units
Not meetingneeds 3 4 6 12 17 10 20 18 10 1  Allneeds met 17 6.02

Helping to develop business strategies
Not meeting needs 1 3 11 11 16 19 19 12 7 1  All needs met 0 5.78

Being an employee advocate
Not meeting needs 0 1 3 5 8 11 24 27 17 5 Allneeds met 0 7.20

Change management
Not meetingneeds 2 3 8 13 9 19 18 21 6 2 Allneeds met 0 6.06
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