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Foreword

Across many of the professions
involved in delivering sustainable
organisational success, the Holy
Grail has been understanding the
relationship between the people
engaged in the enterprise and the
value they bring and deliver.

This is a complex question. On a
production line, Taylorism once
offered the answer through the
careful breaking-down of processes
and the precise human input
required to maintain a set level of
productivity. This is increasingly
augmented by technology
(automation, scheduling
applications, algorithms, and so on)
and continues to dominate some
sectors. Where human discretion
and judgement is required, the
Taylorist approach begins to
unravel as more complex cognitive
functions, the engagement of

the workforce and the power
dynamics of the organisation

affect outcomes. These important
concepts can result in fatal
outcomes, such as the 1986

NASA Challenger shuttle disaster,
when engineer Allan McDonald’s
recommendation not to launch due
to safety concerns over the ‘O’ rings
was over-ruled, resulting in the
deaths of the entire crew.

This report aims to bring together
the available evidence and literature
on human capital theory, human
capital measurement and reporting.

The purpose of the report is to
provide a sound basis for anyone
who wishes to understand the
evolution and construct of human
capital, as this will influence any
subsequent attempt at devising the
data and the measures required
for any measure and analytical
framework to illuminate the value
that people bring and deliver to
their organisations.

The journey starts with clarity on
the value that the organisation
and its activities provide. That
value proposition then forms the
basis for determining what value
is created and where people add
value to capital. Implicit in this is
the quality and ideology behind
the management of people.
Clearly a Taylorist, instrumentalist
perspective would differ in its value
metrics from a more humanist
perspective, where job roles and
organisational design are centred
on the people and their particular
skills and talents in relation to the
organisation’s value proposition.

Unapologetically, the detailed
work in deconstructing and
problematising ‘human capital’ and
highlighting the considerations
around the measurement, analysis
and reporting of the value people
bring is to bring to the fore the
opportunities presented by a
humanist approach. This is one
where the focus is to design

2 | Human capital analytics and reporting

person-shaped jobs, encouraging
organisations to develop the
professional capability to design
ways of working that develop the
potential of everyone involved

in value-creation to deliver value
in the form of safety, quality,
innovation, collegiality, and so
on. That, however, requires a
people governance approach
that recognises the value people
bring in @ more nuanced way. This
requires considerably greater
skill when conceptualising human
capital and its measurement.

This report is informative and
reflective and demands the same
of the reader. | hope that this
report, by cutting through to what
is materially important, will both
challenge and inform your thinking
and as such your approach to
human capital. While the discourse
of human capital is contested

and the idea of people as capital

is problematic, the report seeks

to bring together what is known
about the subject and invites you
to co-create the practices and tools
required for the future of people
management, where we can be
justly proud that the professions
involved are delivering good work
and meaningful working lives to
their diverse workforces.

Dr Wilson Wong
Head of Insight and Futures
CIPD



Executive summary

People, or more specifically

their knowledge, skills and
abilities, are often touted as
being an organisation’s ‘most
important asset’. This human
capital is something which,

in modern knowledge-based
organisations, is fundamental

to delivering value through the
business model. However, how
leaders and the organisations
they manage develop and utilise
this often intangible construct

is an issue that plagues modern
business, particularly in the UK, an
economy which suffers low levels
of productivity and a shortage

of critical skills (CIPD 2017a).

HR analytics and human capital
analytics are designed with these
challenges in mind. Both look
more closely at how people are
able to contribute to delivering
against organisation objectives.

Appreciating the family of
people-related capitals of human,
intellectual and social capital

is an important way by which
organisations and the people that
work for them are able to realise
as well as provide value through
the work that they do. How these
capitals interact is an important
question that the HR, finance

and management profession

all face. Misunderstanding the
influencing power of each capital,
how they flex and contribute

is dangerous in the face of the
changing business context, in
which poorly aligned systems
and structures that are unable to
leverage the power of resources,
such as human capital, may in
fact damage or destroy value-
creation potential. Measuring the

interactions of the capitals, and
how they align across operating
and business models, is a critical
way of understanding where
human capital value-creation

or value-destruction activity
plays out in the organisation.

Human capital metrics emerged
from accountancy and economics
as ways by which organisations
can assess the financial value of
the human resource, but over
time concepts of well-being,
engagement and culture have
entered the work and performance
discourse. As such, more recent
examples of human capital data
and analytics which have been
captured in published academic
case studies have considered

the extent to which measures

of individual aspects, such as
diversity and capability, deliver
overall organisation performance.
Connecting human capital data
to measures of innovation,
connectivity and knowledge
development is an emerging

area of literature that has the
potential to demonstrate the
impact of human capital on
various aspects of organisation
and individual performance.

While the analysis of people
data with analytics systems and
processes has been a topic of
theoretical debate for over 30
years, the last decade has seen the
topic gain considerable attention
from the people profession.

In practice terms, analytics
capability, technology and the
potential to deliver predictive
insights have been mainstays of
the ongoing discourse on the
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topic, with considerable attention
paid to these areas by vendors,
technologists and thought-leaders
alike. The profession, however,

has only recently started to utilise
new technologies to use people
data more strategically - and

as the case studies our research
has highlighted show, this new
practice is often confined to large,
resource-rich organisations. These
approaches, often termed ‘best
practice’, remain very much out of
reach for many HR professionals,
although the findings from such
studies often prompt important
debates concerning the nature
and value of human capital data.

When we consider peer-reviewed
published articles, the evidence
for analytics impacts appears

to be of fairly low quality, often
framed as a question of driving
performance, as opposed to other
possible outcomes. Of the small
number of systematic reviews or
rapid evidence assessments of
this topic, there does appear to be
a lack of robust evidence for the
value of such practice. That is not
to say that data reported in grey
literature has no value; indeed,
these publications are often useful
indicators of emerging trends and
broad perspective on practice,
but more critical examinations of
the impacts of analytics and big
data are required. In particular,
further research must interrogate
analytics methods and the
evidence of the impact of people
analytics on key organisation and
individual outcomes, the latter

of which appears to be missing

in current published texts.



From the synthesis of the technical
assessments by colleagues

at Ulster University, Leeds
University and Loughborough
University, and our own CIPD
research, we draw out a number
of important recommendations
that we believe should act to
further both academic and
practice thinking on the topic

of human capital analytics:

+ Articulating the importance of
human capital, social capital
and intellectual capital in future
practice: these concepts have
been around for some time, but
modern people professionals
have not adequately adopted a
language which conveys their
meaning. This is particularly
true of human capital, which
for many professionals is a
divisive and inhumane term.
The people profession should
look to adopt a language that
conveys a positive notion of
human capital, describing the
importance of knowledge, skills
and capabilities to personal
growth, investment in skills
from both organisations and
individuals, and the importance
of human connectivity in social
capital terms.

 Investing in high-quality
benchmarking studies of human
capital analytics practice:
analytics practice, both from
the academic and the practice
domain, suffers as it has very
low methodological quality.
Common method issues such as
convenience result in outcomes
which may not adequately
convey the reality of practice,
and as such standards are

not adequately measured. An
outcomes-focused benchmark
of practice, which draws on
parallels between different
approaches and technologies,
and highlights the value
generated, could be one way by
which practice can be enhanced
through greater-quality insights.

Improving empirical evidence:
the empirical evidence of the
outcomes of HR analytics,

both at the organisation level
and individual level, remains
fairly scant. Many academic
publications adopt cross-
sectional studies which offer
insights at a snapshot moment
on practice, without exploring
if practice is resulting in
specific outcomes. More critical
research exploring a broad
scope of outcomes, such as
performance, productivity, well-
being and engagement, should
be sought. Where possible,
deep investigations of practice
through randomised control
trials of practice, which include
comparator groups, should be
developed and reported in peer-
reviewed academic journals.

Building human capital
analytics into the future
people profession’s body of
knowledge: CIPD evidence
shows that capability appears
to be low, with only large,
resource-rich organisations
investing in developing analytics
and reporting capability. It

is important, however, that
analytics becomes a capability
for future professionals

who are able to appreciate
different forms of evidence
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as they make decisions on
people and business issues.
Without adequate training

and development, analytics
will not be adopted to explore
broad organisation issues

that require measurement,
which include topics such

as individual performance,
resource management and
productivity. The future people
profession should look to
enhance capability by locating
people data and analytics

as key aspects of the future
professional standard. Building
the capability to explore
different forms of evidence
will only enhance the ability of
people professionals to deliver
value and drive impact for all
stakeholders.



Introduction

The value question

For modern business, the question
isn’t what role do people play in
value-creation - we know that
people are fundamental to business
success. However, we have less
appreciation of exactly how valuable
people are in the complex value-
creation process which exists in
modern businesses. In essence,
people are material, but just how
material are they? And most
importantly, what is the evidence
(Houghton and Spence 2016)?

Appreciating the value questions
has always been a part of the

HR profession, directly through
conversations on cost, or indirectly
through investments such as those
on learning and development, or
organisational transformation.
Locating value and maximising
value-creation through intangible
assets, such as people and their
knowledge, challenges the very
core of both management and
accounting disciplines. Through
many lenses, different academic
perspectives have viewed the
value question. In HR management
(HRM), the action to tackle this
question has been a driving force
for considerable innovation in our
understanding and appreciation
of both good people management
and good professional practice.

This research report investigates
the question of people and their
relationship to organisational
value, and illustrates some of the
theoretical and practical indicators
available today. Its purpose is to
draw together expertise from
across the academic and practice

thought-leadership space, and

to explore the case for further
exploration through deep,
meaningful research. Through this
work, we hope to highlight the
opportunities and challenges facing
scholars and practice specialists
today, and provide a route ahead
for management experts across
all professions on the topic of
human capital analytics.

What is human capital? How
does HRM consider value?

To appreciate if and how

people relate to value within

the organisation’s context, it is
important to define the nature

of value that the workforce adds.
This has, over time, come to be
described as human capital,
originating from work by Schultz in
1961, as the ‘knowledge, skills and
abilities of the people employed

in an organisation’. Locating the
know-how of individuals as the
valuable commodity that individuals
trade with their employment, the
idea of human capital was born.

Since the mid-twentieth century,
the human capital concept has
evolved to include concepts such
as health and well-being (Becker
1993), and then later to also
incorporate value-adding concepts
such as innovation, change and
creativity (Bontis et al 1999). An
alternative and more encompassing
view widens an appreciation

of human capital further from
knowledge and instead towards
one which sees the entirety of
individuals as human capital,
locating value instead directly as an
aspect arising from performance
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!..people are
material, but just
how material are
they?’



‘Looking at the
relationships
between different
descriptions

of value in
organisations is
an important way
to understand
how practice

can harness

and generate its
significance and
importance.’

and some measure of potential
(Thomas et al 2013). Even broader
still, one definition considers the
potential to invest in and grow
human capital through learning,
and the task-relevance of aspects
of human capital which determines
its value (Dess and Picken 1999). As
we will see later in this report, the
construct of human capital can be
defined as both broad and narrow,
and depending on your theoretical
slant, can be viewed at different
unit levels (for example individual,
organisation or economic/society).
This diversity in perspectives is
important as it alters the way in
which we consider organisational
value. Looking at the relationships
between different descriptions

of value in organisations is an
important way to understand how
practice can harness and generate
its significance and importance.

Outcomes-driven human
capital

Highlighting investment and
performance does two things for
the construct. It demonstrates
that investment in it may lead

it to grow (it is dynamic and
changing), and that it is an
aspect of the organisation that
connects to activity (it influences).
Broadening the terminology
does arguably make it harder to
locate that which does generate
value, meaning isolation of the
value-generation mechanism
becomes far more difficult.

In outcomes terms, human
capital literature tends to
demonstrate value outcomes as
those which are performance-
related, whether at unit or
group level. As we will see, this
aspect of HRM research is where
considerable scholarship energy
has been focused, determining
the linkages of people, their
knowledge and overall measures
of performance. Less coverage
has been expanded to consider
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the additional outcomes which
may arise from leveraging human
capital, some of which modern
organisations and workforces will
be particularly interested in.

It is this aspect of human capital in
which we believe there is emerging
interest: the connection of human
capital, and the analytics processes
that come to measure and report
on it, to broader concepts of

value and values - not just that

of finance or performance, but
those relating to ethical aspects of
organisations and modern work.

Research focus

In this research report we bring
together some of the most

recent debates exploring human
capital, value and measurement,
and consider how academia
conceptualises the knowledge,
skills and abilities of the workforce.
We also shed some light on the
quality and relevance of the
measures currently conceptualised
in HRM to determine human
capital value and significance.

We achieve this by asking two
important research questions:

1 How is human capital
management and measurement
theory conceptualised?

2 What are the current measures
being implemented for the
measurement and reporting of
human capital?

Research approach

To conduct this research, the CIPD
commissioned two expert teams
to review published academic
literature and assess scientific
theory and empirical evidence
on human capital theory, and
human capital measurement
and reporting. The methodology
that was applied in both cases
was a literature review, an
abridged systematic assessment
which offers greater breadth of
analysis than a rapid evidence



assessment (REA), a methodology
which in the recent past has
gained favour among scholars

and expert practitioners alike.

The research method adopted

in each of the reports allowed

for a considered and thorough
assessment of published academic
research, which included theoretical
positioning papers, experimental
works, and meta-analyses of
relevant theory. For the practice-
focused human capital measures
report, we also considered
high-quality grey literature, as

this forms a major part of the
published work which describes
practice. The limitations of this
particular aspect of the study

are explored later in the report.

Purpose

The purpose of this positioning
paper is to consider the two
technical in-depth studies and
explore the practical implications
of theoretical insights, by providing
clear insights and actions to the
practitioner audience. To do this
we offer a step-wise exploration
of the technical documents

in the following stages:

* The first stage is to consider
human capital theory in
more detail, by exploring its
understanding at the firm level
and at the individual level. Here
we consider its relationship
to other forms of value in the
organisation. To do this we detail
emergent concepts, discuss and
interpret theoretical positions, and
appreciate the opportunities and
limitations of current concepts.

* The second stage considers
the theory and practice of
analytics, considering concepts
of measurement and reporting
by understanding the nuances of
measurements, metrics and key
performance indicators. Here we
consider the role of evidence-
based management in developing
practice, critique current theory
and practice in the measurement
and reporting of people data, and
highlight important developments
such as standards and human
capital metrics.

* Finally we conclude with a
summary of our discussion. We
explore the potential areas for
conceptual exploration, and
investigate the pros and cons
for a number of avenues of
scholarship which we believe
may provide insightful debate.

This report is informed by two
important technical reports that
explore in considerable detail the
points above, and which in their
publication act as a foundation
for important new research in
the space. These reports are:

* Human Capital Theory: Assessing
the evidence for the value
and importance of people
to organisational success
(McCracken et al 2017)

* Human Capital Metrics and
Analytics: Assessing the evidence
of the value and impact of people
data (Charlwood et al 2017).

Find out more by reading the reports
at cipd.co.uk
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1 The people value question: how can
we determine the value of the human

capital?

In this section we consider how
academic literature considers the
value of people and knowledge in
organisations, by looking at the
concepts of human capital, social
capital and intellectual capital. We
map their relationships with one
another, and highlight important
theoretical perspectives of the role
of human resources in delivering
value to organisations. We
conclude by drawing on the links
between people and performance,
and highlight some of the major
gaps and criticisms that define
contemporary thought in this space.

Defining human capital:
origins in economics and the
development of skills

While the concept of human
capital has been appearing within
management and economic
literature for well over 200 years,
human capital theory gained

Table 1: Definitions of human capital and perspectives (adapted from OECD 2009)

prominence in the twentieth century
from the work of Schultz (1961),
when he recognised the importance
of knowledge, skills and abilities to
national economic growth. As an
economic theory, human capital
challenged the notion of physical
capital as the paramount factor of
economic success, instead arguing
for a human value component
related to organisational financial
performance (Becker 1975, Schultz
1961, Mincer 1974). As the theory
gained traction and adoption in
economics and management, it
then assumed new form within

HR management (HRM), where
concepts of learning capacity and
investment in learning development
became prominent, and recognised
the analogy with product and
service development in produce
service chains (Lucas 1990). Over
time multiple perspectives have
come to view human capital

as an important concept for
understanding the value and
contribution of the workforce,
ranging from those considering
the individual perspective to the
economic view of productivity and
performance.

Given the number of perspectives
on the construct, there are multiple
interpretations and definitions

that bear consideration, and that
the OECD categorises as arising
from three useful perspectives,
which may be summarised as:
individual qualities, education and
accumulation, and productivity and
production orientation.

As Table Tillustrates, there are
nuances between key definitions
of the human capital construct; but
common in many is the importance
of knowledge and skills, and as
such human capital within practice

Perspective

Definition

Author

Individual qualities Knowledge and skills embedded in an individual

Knowledge, competency, attitude and behaviour embedded in an

individual

Knowledge, skills, education and abilities

Education and
accumulation
Productivity/
production

education

Knowledge and skills developed through compulsory and vocational

Fundamental source of economic productivity

Beach 2009, Schultz 1961
Rastogi 2002

Garavan et al 2001, Youndt
2004

De la Fuente and Ciccone 2002,
as cited in Alan et al 2008

Romer 1990
Rosen 1999

orientation

An investment that people make in themselves to increase their
productivity

An amalgam of factors such as education, experience, training,
intelligence, energy, work habits, trustworthiness and initiative that
affect the value of a worker’s marginal product

The stock of skills and knowledge embodied in the ability to perform
labour so as to produce economic value

The knowledge, skills, competencies and attributes in individuals that
facilitate the creation of personal, social and economic well-being

Frank and Bernanke 2007

Sheffrin 2003

Rodriguez and Loomis 2007
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has come to be recognised as the
knowledge, skills and experience
of the workforce. Therefore, human
capital is recognised as a synonym
for embedded knowledge in
individuals (OECD 2009).

The view that employees may in
fact benefit from investment in
skills through training more than
their incumbent organisation was
one such important view which
challenged the purpose and
outcomes of workforce training
(Becker 1964). The implications
of this are understood when
considering employee turnover of
trained workers, and the productivity
reductions that arise from
employees marketing their skills
elsewhere.

The importance of human capital
to learning and development is
apparent when considering the
choices HR and L&D professionals
make when investing in skills and
capabilities. An important concept
is that of generic/general skills, and
bespoke technical skills - general/
generic skills are less lucrative for

the firm, and thus receive reduced
investment in competitive markets.
Instead, employees must invest in
specialised skills which improve
productivity, and provide greater
opportunity to enable them to
access higher wages, and improved
organisational and working
conditions (Acemoglu and Pischke
1999).

It is clear then that the initial

interest in human capital from a
skills development perspective has
theoretical weight, but as we will see,
human capital is now recognised as
a crucial concept in understanding
aspects of performance, productivity
and engagement - and sits at the
heart of numerous perspectives on
strategy and management.

Mapping human capital as
part of HRM theory

Human capital can be considered
to be multi-level in nature, existing
at the individual level in the form
of knowledge, skills, abilities and
other capabilities (KSAOs), and at
the collective and organisational
level as capacities formed from

Figure 1: Human capital at multiple levels (adapted from Ployhart et al 2014)

the combination of these KSAOs
(Ployhart et al 2014). This is
illustrated in Figure 1, which maps
the multiple levels of human capital.

At the individual level, human capital
has been conceptualised as the
knowledge, skills, abilities and other
capabilities (KSAOs) of individuals,
and as such scholarship has
described important antecedents

in the form of motivation and
well-being, as well as aspects of
education and qualification which
have been shown to directly interact
with the value of individual human
capital. As a construct, these KSAOs
are considered to be fairly stable in
design and consist of differences
between individuals, which, given
that they’re psychological, in origin
are heterogeneous across people.
Human capital is the valuable
aspect of these KSAOs which
assists the organisation in achieving
economic outcomes.

Beyond performance, with a

particular view to adaptability and
flexibility to change, human capital
has been noted to be an important

Individual differences

KSAOs

« Individual capacities
* Heterogeneous

* Knowledge, skills, abilities and other
capabilities

Human capital

Human capital resources

Strategic human capital resources

* Individual KSAOs relevent for
acheiving economic outcomes

 Performance related
* Individual- or unit-level capacities that
are based on individual KSAOs

* For unit-relevent competetive
advantage
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‘Value is
resultant from
the contribution
and combination
of the six
organisation
capitals.

aspect of organisational strategy
and operations. This is particularly
true for operating in circumstances
(Schultz 1961, Nelson and Phelps
1966). This is useful to consider in
organisations which are adapting
radically to technological change,

or are adapting to operate in
economically and politically complex
and changeable circumstances.

Human capital’s relationship
to other capitals

A number of initiatives exist to
promote better understanding

of the organisational capitals

and their relationships with one
another. The Integrated Reporting
(or <IR>) approach demonstrates
the relationships of the capitals
within organisation business
models. Value is resultant from

the contribution and combination
of the six organisation capitals:
financial, manufactured, intellectual,
human, social and relationship, and
natural (International Integrated
Reporting Council 2013). Central

to the successful generation of
value are those which are human-
related, namely human, social and
relationship, and intellectual capital
(Houghton and Spence 2016).

Social and relationship
capital: uncovering the
intrinsic value of relationships
As we have seen at the individual
level, the human capital construct
has over time become a stable
construct now commonly used to
describe individual knowledge, skills
and capabilities which employees
contribute through the relationship
with the work they do. There are,
however, tensions in the term

that relate to the value that arises
through relationships within the firm
- tensions which sit at the very heart
of the modern organisation.

Management literature considers
the importance of relationships in
developing and evolving human
capital as important aspects of
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social capital. Arising from studies
of intangible assets and in particular
intellectual capital (Edvinsson and
Malone 1997, Nahapiet and Ghoshal
1998, Grigoriou and Rothaermel
2014); the concept of social capital
is, according to Bourdieu (1986),
‘the relational networks in actual
and potential capital based on
individual or social units’. This has
further been expanded by the
OECD and is considered to be the
networks together with shared
norms (which are unquestioned
social rules), values and
understandings (which have value
often only apparent when they’re
broken) that facilitate co-operation
within or among groups (OECD
2007).

Academic literature highlights that
the value of social capital arises
from the connection of individuals
to develop new knowledge, often
from existing expressed/codified
knowledge, or even unexpressed
tacit understanding (Pennings et al
1998, Liu 2014). When considered
at the organisational level, social
capital connects clearly to the
ability of the organisation’s
members to engage in collective
action (Nahapiet and Ghoshal
1998); this is an important aspect
of social capital in that it operates
across different levels. Social capital
is more easily measured at the
organisation or collective level,
where relationships and networks
may be more easily appreciated.
Measurement itself poses useful
insights; for example, some scholars
recognise social capital as a proxy
indicator for human capital, and
consider social network analysis

in particular as a useful tool to
measure and report on knowledge
within the organisation network
(Hollenbeck and Jamieson

2015). This is useful, as we will

see later on that at an individual
psychological-level measurement
of human capital poses a number
of methodological challenges.



Why is social capital useful for
the people profession?

Social capital has for some time
been considered to be an emerging
concept, but has in the recent

past gained traction with the
emergence of empirical insights
into its nature and value. Given the
highly social nature of work, and
what we know of the complexity
of knowledge-based workplaces,
social capital must receive greater
investigation, particularly given
that by combining social capital
with human capital, the firm is
able to generate more knowledge.
This, as a result, often leads to
increasing the value of the firm.

At a theoretical level, human and
social capital can seem in places
contradictory, particularly regarding
the individual nature of value
enhancement through training and
development of general human
capital skills. Those skills which

are transferable are believed to

lead to greater employee turnover,
as training enhances value of

individual human capital to the
wider labour market (Becker 1964).
However, social exchange theory
suggests that employees who
experience general human capital
investment may view development
of general skills as an investment in
their skills and as such will remain
with the firm (Koster et al 2011).
Literature views this as being
dependent in large part on the
adopted organisation strategy, and
the objectives of human capital
investment by the firm.

Mapping the layers of

firm value: locating
complementary and
antagonising people
constructs

It’s helpful to remain aware of

the complementary constructs of
intellectual capital and structural
capital when considering the value
of human and social capital. These
important concepts are considered
to varying degrees to complement
or overlap with human capital and
social capital, and, as we illustrate

Table 2: Definitions of intellectual and structural capital

below, there is no clear consensus
on the framework for understanding
value in organisations.

There are obvious tensions when
considering the overlap between
the definitions highlighted in
Table 2, particularly with respect to
knowledge as a part of intellectual
capital, and knowledge as
referenced in innovation capital.
There is no unifying concept that
ties descriptions of value together.
A good example of the difference
between constructs is apparent when
considering links to organisational
outcomes and innovation. Human
and social capital have been

shown empirically to influence
‘game-changing’ innovation, while
organisational capital alone has
been shown to impact incremental
innovation design (Subramaniam
and Youndt 2005). The differences
in influencing power mean that there
may be situations where the capitals
do not flex and contribute, but
instead limit or even damage value-
adding potential.

Perspective

Definition

Author(s)

‘the possession of knowledge, applied experience, organisational Edvinsson and Malone 1997
technology, customer relationships and professional skills that provides

organisations with a competitive edge in the market’

‘intellectual material that has been formalised, captured and leveraged to
produce higher value assets’

‘claims to future benefits, which have neither a physical nor financial form’
‘the holistic or meta-level capability of an enterprise used to coordinate,
orchestrate and deploy its knowledge resource’

‘the supportive infrastructure, processes, and databases of the
organisation that enable human and social capital to function’
Organisational capital: the organisation’s philosophy and systems for
leveraging organisation capabilities

Process capital: the techniques, procedures, programs that implement
and enhance the delivery of goods and services

Innovation capital: the intellectual property and certain other intangible
assets; and can include protected commercial rights such as patents,
copyrights and trademarks

Intellectual capital

Klein and Prusak 1994

Lev 2001
Rastogi 2003

Ordonez de Pablos et al
2013

Armstong et al 2010

Structural capital

Edvinsson and Malone 1997

Chen and Lin 2004
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Important points for practice

* A broad definition of human capital is that it is the knowledge,
skills and abilities of the workforce. There are a number of
perspectives of human capital, from the economic, finance and
human resource management disciplines.

* Human capital can be considered to exist and be measured at
both the individual level (for example formal qualifications) and
at the collective level (for example measures of performance

using technical skills).

+ Social capital considers the value of relationships in networks
(for example within and between teams of individuals, value
of collective action) and is important to consider in highly
networked and social work environments. It includes the shared
norms and values that facilitate team or group co-operation.

Individual-level human capital
management theory

At the individual level, human
capital may be considered to be

a psychological construct. As we
have seen, skills development
through education is a primary
measure of human capital potential
on an economic level, but at the
individual level there are concepts
which are important to consider if
we are to understand the individual
aspect of human capital within
organisations.

Human capital growth:
training and skills
development

Improvements in human capital
are believed to come from many
sources within the firm; however,
the most direct and perhaps more
easily measured are changes

that occur through training and
development. Skills development
may be either an investment by
an individual in their skills and
education, or an investment by

an organisation in an individual -
both generate value, but often the
purposes and key stakeholder of
that value can be very different.
For example, organisations tend

to invest in human capital through
training in areas that are directly
related to future value-creation
potential (for example, training new
employees to be able to use a firm-
wide IT system), while individuals
may invest in capabilities that
enable progression in current and
future roles, which may not be
directly relevant to their current
circumstances, and may even

be outside of the organisation.

As Becker illustrated in his work
exploring skill development,
organisations are more likely

to share the cost if the training
provides firm-specific knowledge,
skills and abilities - and acts

to retain the individual in the
organisation (Becker 1964).

Becker’s theory of human capital
development only considers
cognitive skills development (for
example problem-solving, analytical
or language skills), and excludes
non-cognitive skills, such as those
related to beliefs or experiences
(Becker 1964). This has proved to
be an area of criticism on Becker’s
original work, as contemporary
scholars consider work experience
as important, particularly during the
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recruitment and selection process
(Oliviera and Da Costa 2014). A
second, perhaps crucial, aspect is
the difference between specific and
general skills, which Acemoglu and
Pischke in their 1999 work argue is
not clear and requires further clarity,
which was provided by Estevez-
Abe et al in their 2001 paper. Ideas
connecting beliefs to outcomes

of success for the organisation,
including those related to concepts
of hope and resilience, are yet to
find their way into the discourse of
human capital, which continues to
be dominated by cognitive skills.

Human capital micro-
foundations: the building
blocks of knowledge, skills
and abilities

Micro-foundations of human capital
are unique fragments of human
capital, which, when considered as
the whole, are able to point to value-
creating capabilities and processes
at all unit levels, but are specifically
useful to describing individual-level
human capital. To consider these
ideas in greater detail, we must look
to the particular aspects of human
capital management which interact
with human capital at the individual
level (see Table 3).

The employee perspective:
understanding appropriation
hazard

Employees who are aware of their
human capital and the value of
their expertise and knowledge to
the firm may become aware of the
value and risks associated with their
unique knowledge. According to
the concepts explored above, firm-
specific skills when used with explicit
and tacit knowledge are valuable to
organisations, and have an impact
on organisational performance.
Because of this, employees with
such characteristics are difficult

and costly to replace. As such,
these employees demand a higher



Table 3: individual concepts and key theories

Theory

Key concepts

Reference

Intellectual capital

Opportunities for
learning

Training and development has a positive relationship with individual and
organisational performance.

General skills training improves likelihood for employee turnover as
opposed to firm-specific training.

Firm-specific training has less impact on employee performance than
general skills training.

Employee training generates KSAOs of individual employee knowledge and
commitment,? absorptive capacity® and problem-solving skills.c

Workplace learning is experiential; a large part of learning comes from non-
specific unplanned learning opportunities.

Self-directed learning suits autonomous and ambiguous roles and has been
shown to lead to improved employee and firm performance.

Mentoring improves KSAO development for protégé and organisation,
particularly with regards to role-modelling for minorities and marginalised
communities.

Mentoring acts as promoter of continuous on-the-job learning and operates
effectively as a complement to formal training.

Online learning is less effective than traditional learning programmes for
building soft skills such as team-building capability.

Career management Career objectives should be aligned to individual goals to reduce potential

Non-cognitive skills

Employee
engagement

Creativity and
innovation

Talent management

for employee turnover and to improve employee engagement.

Matching newly developed skills (for example from training investment) to
new jobs is important to reduce voluntary turnover in employees who have
experienced investment in KSAOs.

Non-cognitive skills, such as character, personality traits, goals, motivations
and preferences, are becoming more valuable aspects of individual human
capital.

Psychological capital in the form of hope, resilience, optimism and efficacy
have been linked to job satisfaction and overall organisation competitive
advantage.? Positive psychological capital has been related to employee
well-being.

Perceived organisational support predicts job and organisation
engagement for individuals. Job characteristics predict job engagement
and procedural justice predicts organisational engagement.

Organisational citizenship behaviours improve organisational-level
outcomes, including productivity, customer satisfaction and cost reduction.

Creativity has been positively linked to engagement: engaged employees
are more likely to generate new ideas for the workplace.

Employee attitudes have been linked to promoting and hampering
innovation at the enterprise level.

Human capital strategies tend to favour internal recruitment over external
recruitment because of the extent of investment undertaken on the known
individual resource.

Screening for human capital requirements (educational and organisational)
improves learning and development outcomes.

Silo thinking across organisations is pervasive and continues to hamper the
abilities of line managers to consider impact and processes across the firm,
instead focusing on their own domain.

Individual performance:
Schmidt 2007, Jones et al 2012,
Bapna et al 2013

Organisation performance:
Hatch and Dyer 2004, Vidal-
Salazar et al 2012, Georgiadis
and Pitelis 2016

Becker 1964, Benson et al 2004

Bapna et al 2013

a Vidal-Salazar et al 2012
b Cohen and Levinthal 1990
¢ Hatch and Dyer 2004

Eraut et al 1998

Powell 1995, Boyer et al 2014

Gedro 2006, Klinge 2015

Armstrong 2014

Armstrong 2014

Byrne 2015

Benson et al 2004

Kautz et al 2014

a Badran and Youssef-Morgan
2015
b Avey et al 2010b

Saks 2006

Podsakoff et al 2009

Eldor and Harpaz 2016

Antons and Pillar 2015

Thomas et al 2013

Hatch and Dyer 2004

Stahl et al 2012
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wage premium, and associate their
mobility with a financial penalty
(Mahoney and Kor 2015, Ployhart
2015). Given this context, there

are tensions that exist between
individuals and their organisation,
specifically:

* Limitations to movement:
individuals may have less desire
to develop their firm-specific
skills as they perceive these
to be of less value to future
opportunities, and as such limits
their mobility.

+ Mistrust of intentions and
future risks: an organisation
may offer firm-specific training
that could generate value for
the organisation, in return
for payment from the returns
that are generated by the
investment - however, once the
employee has generated the
firm-specific knowledge through
development, the firm may not
deliver the payment promised at
the outset. In this case the firm
captures the full value of the
investment, and the employee
does not gain that which they
were promised. For this reason,
safeguards or protections are
important.

To protect against these issues,
where employees do not benefit
from the personal investment
they make into developing skills,
Mahoney and Kor (2015) argue
for safeguards in the form of
governance and recognition of
individual intellectual property
rights of value generated through
training on the part of the
individual. Governance mechanisms
and rewards have been shown to
mitigate such risks developing
(Wang et al 2012).

What are the criticisms of
human capital theory?

One major concept in opposition
to human capital theory is that
of signalling theory. Signalling

theory describes the abilities of
individuals as unobservable and
intangible, giving rise to an inherent
information asymmetry between
employees and organisations.
Education in the form of
qualifications and codified skills
exist to communicate across this
information gap to demonstrate
the potential value of employees

to their employers in the form of a
signal to the organisation (Spence
1973). As part of this theory, the link
between education and productivity
is disputed, as signals are instead
used to convey unobservable
characteristics of KSAOs (Weiss
1995). This alternative has found
some traction and has in part been
explored through empirical evidence
within the education system
(Hamalainen and Uusitalo 2008).

The people-related capitals are
theoretically still very much in
development, in part because of the
changing nature of organisations
and work, and also as a result of the
greater potential for scholars and
organisations to undertake insightful
empirical work. Appreciating human

Important points for practice

capital, and its relationship to the
other aspects of organisation value,
however, is fundamental to the
future of the people profession,
which, at its heart, is concerned
with building the capabilities

of individuals and workplaces

to maximise the value that
organisations, people and society
generate from work. The human
nature of the construct means that,
to make informed management
decisions, a clearly articulated

and operating measurement
framework is crucial - otherwise
the opportunity to leverage the
somewhat fleet-footed concept of
people value may be lost.

At the firm level, human capital has
been viewed from the perspective
of a strategic concept connected
directly to developing and realising
the competitive advantage of the
firm. Within knowledge-based
organisations, it is argued that
human capital is a fundamental
driver of competitive advantage,
which, when activated, is able to
deliver value to the organisation’s
key stakeholder groups.

* Both cognitive and non-cognitive skills should be considered as
valuable and potentially valuable to organisations, and should be
considered throughout all stages of the employee lifecycle.

* Newly trained skills should be recognised in the roles of individuals
who have received training investment, as this has been shown to

reduce turnover intentions.

* Training and development should look to invest in both firm-
specific and generic human capital skills, as both are important
at driving individual and organisational performance. Generic
human capital has been shown to benefit performance in certain

circumstances/contexts.

« Appropriation of hazard illustrates that HR and people professionals
should make clear to employees the purpose and value of the
training and development they will receive. Employees should be
engaged in selecting training programmes to provide autonomy
on their own human capital development, and ensure trust and

engagement with their work.
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Firm-level human capital
management theory

As we have seen, human capital is
multi-level in nature (Ployhart et al
2014). Research has predominantly
focused on exploring the outcomes
and impacts that arise from

human capital management at

the organisation level, specifically
looking to describe aspects of
performance in relation to changes
in human capital.

There are four perspectives of
human capital which describe its
relationship to ideas of organisation
impact and performance: the
resource-based view (RBV), the
knowledge-based view (KBV), the
capability view (CV) and dynamic
capabilities (DC)

The resource-based view
(RBV)

The resource-based view links the
resources of organisations to the
organisational-level sustainable
competitive advantage (Penrose
1959), whereby a competitive
advantage is a condition in which
a company is in a favourable
business position. Later work
explored different components of
competitive advantage and found
that it is influenced by combinations

of different resources, capabilities
and competencies which interact
and generate advantage (Barney
1991). This view describes a number
of qualities which increase the
value of these components to
organisations:

1 The component must be
valuable to enable exploitation
of opportunities or reduce
threats of risks to firm value.

2 The component must be rare,
which means it is not easily
accessible by current or future
competition.

3 The component must be
imperfectly imitable, which
means it is non-substitutable,
complex (for example knowledge-
based), has an indirect or
intangible link to competitive
advantage, and is obtainable
to the organisation because of
unique historical conditions.

Resources which meet these
conditions are also by their
nature unique, and because of
their qualities are less likely to be
mobile. It is for this reason that
the ideas articulated in the RBV
can be considered to build on the
ideas expressed in Becker’s work
regarding firm-specific skills, that

is, skills which are tied to locations,
often socially based, and are causally
ambiguous (Barney 1991, Ployhart et
al 2014, Wright et al 2014).

A number of useful ideas have
been explored in academic thinking
that may inform the development
of improved practice. The major
concepts to consider are illustrated
in Table 4.

The knowledge-based view
(KBV)

Emerging from criticism of the

RBV, the knowledge-based view
(KBV) of human capital locates
knowledge as the central resource
of organisations which is used

to generate value; it states that

the RBV considers knowledge

as generic, whereas in the KBV
knowledge is of significant value
(Alavi and Leidner 2001). Within
the KBV, sustainable competitive
advantage arises from the ways in
which the organisation leverages
knowledge in both explicit (that
which can be codified, articulated,
accessed and communicated easily)
and tacit (that which is hard to
codify, difficult to communicate and
share/verbalise) forms. Building
knowledge routines that embed
tacit knowledge in explicit processes

Table 4: RBV concept summary

RBV concept

Key concepts

Human capital
resources and
competitive
advantage

Human capital
losses

Talent pipelines from a single source result in homogenous human skills, restricting competitive
advantage (Brymer et al 2014).

Managing multiple strategic human resources (for example talent management, geographic
diversification) requires trade-offs and affects profitability (Kor and Leblebici 2005).

Employee turnover rates reduce organisational performance metrics; but the severity of decrease
reduces when investments in HC development (for example training, pay and benefits) are high -

illustrating the importance of building firm-specific human capital (Shaw et al 2013).

Little or no investment in HRM creates conditions which are not affected significantly by employee
turnover, as firm-specific human capital is not being developed. Performance rates are unlikely to

change in low HRM investment conditions (Shaw et al 2005).

The greater the degree of firm-specific human capital and complex human capital resources, the
greater chance for firm survival. The greater the losses of firm-specific human capital (for example
employee turnover), the greater the chance of firm failure (Pennings et al 1998).

15 | Human capital analytics and reporting



“The knowledge-
based view
considers a broad
set of capitals,
and is therefore
more relevant for
understanding
knowledge-based
systems.

is one way by which organisation
resources can be focused on the
pursuit of competitive advantage
(Grant 1996a). For example, it is
inefficient for an owner-manager

to describe their vision and goals

of their business to all individual
employees; instead, such concepts
can be described by the leadership
and embedded into training
programmes, employee voice
systems and selection processes, for
example. This requires consideration,
however, as it is costly in resource
terms to codify and express tacit
knowledge (Podgorski 2010).

The KBV argues that the RBV does
not go far enough to define the
complex components that constitute
value from knowledge (Kogut and
Zander 1992, Grant 1996b, Spender
1996). As the component capitals

of firm value are a mix of tangible
and intangible, the KBV states that

a more nuanced perspective is
required that recognises the physical
and human capital resources. Within
the RBV these are viewed as the
same (Grant 2002, Edvinsson and
Malone 1997), but the KBV argues
that the RBV is internally focused,
and doesn’t take account of the
acquisition of knowledge through
external stakeholders; additionally,
the RBV is not dynamic enough

to represent changing aspects of
knowledge (Gavious and Rabinowitz
2003). The KBV attempts to address
this by considering a broader set

of capitals and, as such, appears
more relevant for understanding
knowledge-based systems.

The capability view (CV)

The capability view details

the relationship between

the strategic resources of an
organisation (physical, human

and organisational) and explores
how they can be used to generate
firm-specific competencies. For
example, an organisation may have
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invested heavily in a technological
infrastructure to facilitate
knowledge-based working, but if it
does not invest in employee on-the-
job training to use the technology,
the firm-specific competencies
needed to perform will not be
developed. This is an example of co-
specialisation - the use of human
resources with other organisational
assets (in this case information
technology) to generate value
(Mahoney and Kor 2015).

To generate capabilities, firm-
specific human capital should have
three important characteristics
(Mahoney and Kor 2015):

1 Experiential knowledge:
knowledge of the different
unique resources, co-specialised
capabilities and routines
and how they have operated
historically: for example, an
HR director who knows how
people managers interact with
information technology and
management systems.

2 Collective shared knowledge:
knowledge of employee
strengths and weaknesses, and
the characteristics of the specific
organisational culture.

3 Stakeholder knowledge: explicit
and tacit knowledge of the
stakeholders of the firm.

Building these capabilities will
foster the conditions that enable
performance of human capital

to be achieved, particularly
important in organisations which
have access to and must leverage
a complex array of different

asset types. Co-specialisation in
particular is an important concept
for understanding how strategic
capabilities are developed and
utilised in organisations, particularly
as organisations pursue their
corporate outcomes and goals
(Porter 1985).



Dynamic capability theory
(DC)

As organisations operate in

often complex and changing
contexts, a number of academics
have suggested that a theory of
developing capacity for altering
and using resources on an ongoing
basis should be developed
(Schreydégg and Sydow 2010).

The idea of dynamic capabilities
was suggested to explore

how adaptation/flexibility and
competitive advantage related, and
is suggested as a build on the RBV
to a perspective on organisations
that is more relevant to modern
organisations.

DCs are argued to be unique

and different from traditional
capabilities that result from

current operations and describe
the ability of the organisation to
create, extend or modify its current
resource base (Helfat et al 2007).
This describes the ability of the
organisation to reconfigure the
resources it currently has in such

a way that it is able to respond to
external pressures, particularly
those which may create the

need for significant alterations

to generate value from resources
(Teece et al 1997). Resource
restructuring and reallocation may
be classified as a strategic response
in which flexibility and adaptability
are paramount, and which requires

change as the risk of potential
economic or socio-political shocks

‘High-performance

becomes more apparent (Kim and work prdCthBS
Ployhart 2014). A recent example

of dynamic capabilities may be C0nneCt human
the response of the UK’s financial Capl'tal tO

services sector to the results of the )

EU referendum, where roles that pel’fOFmance.

serve EU interests may need to be
positioned elsewhere.

Linking human capital to
organisation performance:
high-performance work
practices

Connecting human capital

to performance has been an
extensively researched area of HRM
and human capital management for
some time. High-performance work
practices (HPWPs) in particular

are fairly established as a way by
which organisational performance
is driven in part by the KSAOs of the
workforce. Within the strategic HRM
literature, HPWPs are considered

to consist of various interwoven
complex practices within the

HR discipline that, when used in
combination, have been linked to
performance (Huselid 1995, Delery
1998, MacDuffie 1995). In particular,
they consist of practices such as
learning and development (Huselid
1995), incentive compensation,
training and development,
selectivity and flexible working
arrangements (Huselid 1995, Pfeffer
1998). In utilising these practices,

Table 5: Key summaries of dynamic capability concepts

Concept

Key points Relevance to HR

DC can develop at the individual, organisational
and network level (Hess and Rothaermel 2007)
with the majority of developments enabling
adaption and flexibility (McCracken et al 2017).

Multi-level
development

Choice between flexibility and efficiency often
required compromise in the short term. For
example, job redeployment may be value-
destroying if operationalised too frequently, as
individuals are discouraged from building their
own firm-specific human capital (Wang et al 2016).

Flexibility versus
efficiency

Includes HR practice elements such as job rotation
and management experience (Kor and Mahoney
2015) and transformational leadership (Pandza
and Thorpe 2009) and corporate leadership
(McCracken et al 2017).

HR needs to weigh up the pros and cons of
over-investing in restructure and redevelopment
in quick succession. Immediate efficiency and
performance downturn may be likely (Protogerou
et al 2012).
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strategic HRM literature considers
that the KSAOs of individuals
increase, and they’re empowered

to utilise their human capital for

the benefit of the organisation.
These practices also increase the
motivation of individuals, in effect
ensuring that they continue to share
their KSAOs with the organisation
with which they work. Literature
considers the effects of such
practices at the individual level,
stating that employees experience
improved job satisfaction, lower
employee turnover, and higher
productivity. And at the organisation
level, HPWPs which operate across
social structures of the firm have
been shown to improve flexibility
and drive efficiency throughout the
organisation’s system (Evans and
Davis 2005). The relationship with
performance, however, has been
shown to not always be positive;
multiple practices have also been
shown to be value-negative. An
example given on this point in
particular is training that develops a
skill that, because of the recruitment
and selection process, employees
already have. In this case the cost of
training to build the skill is wasted
(Becker and Huselid 1998). The
combination of practices may also
result in negative performance

- this is often cited in literature
exploring management of teams,
and the adverse effects of individual
compensation on team performance
(Delery 1998).

Overall, the concept of HPWPs is
linked directly to human capital
because of the link to organisation
performance and the way in

which individual aspects of

human capital are expressed in
organisation performance outcomes.

Performance is believed to be
enhanced through the utilisation

of HPWPs in two ways: first, they
develop the KSAOs of individuals by
motivating and offering opportunity
to develop (Delery and Shaw 2001);
and second, they improve internal
structures by fostering co-operation

and engaging the value of the
social network of the firm (Evans
and Davis 2005). It is this second
aspect of linking human capital to
performance which illustrates the
importance of social capital.

Important points for practice

The resource-based view considers human capital to have value
and to contribute to competitive advantage when it is valuable,
rare and imperfectly imitable. Enhancing these characteristics
through HR practice has been shown to positively influence
competitive advantage outcomes.

The knowledge-based view builds on the resource-based view and
considers knowledge to be the most strategically important firm
resource, as it is socially complex and hard to imitate.

The capability view and dynamic capabilities consider how the
combinations of different firm resources and capabilities may result
in increased organisation performance. Dynamic capabilities is a
useful view for understanding the importance of firm flexibility and
adaptability for weathering significant contextual shifts, for example
economic pressures or social change.

Human capital resources are linked to firm competitive advantage
and influence the chance of advantage being achieved. Articulating
competitive advantage through the resources that people
contribute to work is an important way by which practitioners can
illustrate the importance of good-quality HRM.

Investments in firm-specific human capital through training
regarding culture, values, behaviours and skills specific for roles
within the organisation’s systems are crucial because these
firm-specific capabilities are predictors of performance and
organisation sustainability.

Training firm-specific human capital qualities can increase employee
retention, but in some circumstances may not result in an increase in
performance.
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2 Measuring and reporting on people
and HR: the HR analytics discipline

In this section we consider how
human capital is measured and
reported within organisations.
We first begin by considering
the practice of HR analytics, its
definitions and current practice
as understood in CIPD research.
We then explore the discipline
of evidence-based management
and its perspective on data as a
source of information and insights,
by considering the barriers to
better practice. We conclude by
describing human analytics and
reporting.

Defining HR analytics

In their most recent work, Marler
and Boudreau (2017) describe the
evolution of the terminology of HR
analytics and describe how over
time the language of HR analytics
has gained traction in academic

publications. Emerging from
academic literature in 2003-04,

the terminology was more readily
adopted towards 2010, when there
was a considerable growth in
academic publications that reference
the term. Over this time the term has
taken on a number of shapes, which
are summarised in Table 6.

As Marler and Boudreau (2017)
demonstrate, there are a number
of commonalities between those
papers which do define HR
analytics: many gave no definition,
or an assumed definition is stated.
For those which were included

in the study and did provide a
description, we can make the
following observations:

» Company-level analysis appears
to dominate the definitions, with

the overall majority of papers
describing analytics as a means
to understanding aspects of
performance, mainly at group
level. Few considered the
individual level of analytics at the
point of definition.

Reference to HR analytics being
a process to illustrate evidence is
light; only one definition includes
reference to providing evidence.
Definitions consider measurement
of the workforce, and the types
of tools and technologies that
may be involved in HR analytics
are included; HR analytics is a
technology-driven component.
Some papers consider HR
analytics as a suite of practices
and/or processes which combine
to be considered as analytics;
analytics is therefore not a single
activity but the combination of

Table 6: Common definitions of HR analytics from literature (adapted from Marler and Boudreau 2017)

Definition

Key theory and level of analysis

Source and typology
of author

Process using statistical techniques linking HR
practices to organisational performance

A number of analytics processes for analysing

HR data

An evidence-based approach for making better
decisions on the people side of business and
consists of an array of tools and technologies,
ranging from simple reporting of HR metrics all

the way up to predictive modelling

Demonstrates the direct impact of people data

on important business outcomes

A way to measure and monitor individual

performance

A group of 18 practices which are used by
organisations to measure the workforce

resource based view (RBV)
Company-level analysis

No theoretical description
Company-level analysis
performance

analysis

scorecard approach

Individual and group levels within a

company
Agency theory
Company-level analysis
No theoretical description

Company-level analysis
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Strategic HRM perspective; based on

Strategic HRM perspective; adopted
to predict individual and organisation

Individual, group and company-level

No theoretical description; implies HR

Lawler et al
2004 - academic

Harris et al
2011 - consultant/practice

Bassi
2011 - consultant/practice

Mondare et al
2011 - consultant/practice

Aral et al
2012 - academic

Falletta

2014 - academic and
consultant/practice



a number which require specific
consideration, management and
investment.

From assessing the definitions of
HR analytics, the authors of the
literature review then provide their
own understanding of HR analytics,
considering the above perspective
and synthesising ideas into one view
or perspective, which is located
within the school of HRM innovation
(Marler and Boudreau 2017).

‘A HR practice enabled by
information technology
that uses descriptive,
visual and statistical
analyses of data related
to HR processes, human
capital, organizational
performance, and external
economic benchmarks to
establish business impact
and enable data-driven
decision-making’

(Marler and Boudreau 2017).

This definition, which brings
together the broad perspectives
on HR analytics, is designed to
ensure it considers the process and
technology aspects of analytics,
as well as the view that analytics is
for the purposes of understanding
organisational performance.

The combination of external
benchmarking data to illustrate
progress against competitors and

peers also speaks to what we know
about evidence-based management
and the four sources of evidence
(Barends et al 2014).

This definition also illustrates that the
HR analytics domain is dominated
by the perspective that organisation
performance is the priority. This is
even true of engagement metrics
which are often positioned as a
technology designed to uncover

the employee connection to work.
The overriding perspective of
management scholarship is that

HR analytics has value as it enables
organisations to understand how

to generate improved performance
through its human capital.
Appreciating the people perspective
on organisations and the more ethical
implications of work on people and
organisation stakeholders - such

as the degree to which individuals
connect with and gain value from
their work - appears to be missing
from scholarship’s perspective

on human capital. Indeed, these
definitions of human capital do not
reference individual employee-level
value as an outcome of analytics.
This is a potential gap that warrants
further investigation.

HR analytics and data

as evidence: the view of
evidence-based management
and evidence-based practice
Seeing data as a form of evidence is
a useful way of considering its value

to an individual, particularly during a
decision-making process. Evidence-
based management considers data
and insights arising from HR analytics
to be one form of information that
can inform evidence-based practice,
a concept that stems from the view
that good decisions arise from the
combination of critical thinking and
the best available evidence.

The full definition of evidence-based
practice is as follows:

Barends et al (2014) say evidence-
based practice is about making
decisions through the conscientious,
explicit and judicious use of the best
available evidence from multiple
sources by:

1 asking - translating a practical
issue or problem into an
answerable question

7 acquiring - systematically
searching for and retrieving
evidence

3 appraising - critically judging the
trustworthiness and relevance of
the evidence

4 aggregating - weighing and
pulling together the evidence

5 applying - incorporating the
evidence into a decision-making
process

6 assessing - evaluating the
outcome of the decision taken so
as to increase the likelihood of a
favourable outcome.

Figure 2: Four forms of evidence in evidence-based practice (adapted from Barends et al 2014)
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Figure 3: How frequently do you use these types of evidence to inform business decisions? (%)
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The concept of best available
evidence highlights that different
forms of information may be
considered to be evidence. By
considering evidence in its different
forms, there is a clear link to HR
analytics practice and the use of
data in organisations, as illustrated in
Figure 2.

As can be seen, the process of
analytics is predominantly associated
with the organisation’s internal data,
whereby analytics is used to process
and understand information from
the business. However, external

data from stakeholders may also be
considered a source of information
and evidence with which people
analytics processes are often linked.

In the CIPD HR Outlook winter
2016-17, we asked HR professionals
the frequency with which they use
different sources of evidence to make
decisions. Figure 3 illustrates the
responses from 629 employees.

It appears that HR professionals
use a range of evidence to inform
their decision-making, with most
emphasis being placed on personal
judgement, while HR analytics data
and insights are also referenced as
regular sources of information. The
findings suggest that more can be
done to improve the extent to which
HR professionals draw on analytics
insights when making decisions.

Connecting HR analytics and
‘big data’: what’s the (big)
difference?

Much of the recent discourse as

to the power and potential of HR
analytics has been dominated

by another term: big data. While
there is no accepted definition of
the term, a number of scholars
and practitioners have considered
big data to consist of a broad set
of interlinking technological and
cultural concepts. A selection of big
data definitions are illustrated in
Table 7 on page 22

ul

48

50

Rarely

[ _— |

_—

N

I
HHMW S Su

M Never

\..more can be
done to improve
the extent to which
HR professionals
draw on analytics
insights when
making decisions.

21 | Human capital analytics and reporting



Table 7: Big data definitions

Definition

Authors

Big data is the interplay of three themes of:

1 technology: the rise in computational power to gather, analyse and compare large

amounts of data

2 analysis (processing) which draws on large data sets to locate patterns

Boyd and Crawford 2012

3 mythology: a belief that large data sets, when combined and processed, can enable a
greater knowledge potential to be realised, and which may be able to be used to offer,
among other things, truth, objectivity and accuracy.

Big data refers to large data sets, the tools and procedures used to manipulate and

analyse them, and the computational approach to research and thought.

Burkholder 1992, cited in
Boyd and Crawford 2012

Data whose size forces us to look beyond the tried and true methods that are prevalent Jacobs 2009

at that time.

Academic and practice literature
has highlighted a number of risks
that may arise from big data and its
use within organisations to explore
workforce-related concepts, namely:

+ Risk of apophenia: the tendency
to see patterns within random
sets of data (Boyd and
Crawford 2012); closely linked to
confirmation bias, which impacts
on the quality of insights and
decisions made.

* Risks associated with uncertain
or unclear data sources: big data
makes use of numerous data
sets of varying quality, which
themselves may have a number
of errors that could influence
the quality of insights (Boyd and
Crawford 2012).

* Big data is not whole data: having
significant amounts of information
does not mean that the full
information is supplied. This links
to the quality of data, which will
influence the outcomes achieved
through analysis (Boyd and
Crawford 2012).

+ Assumption that big data is
better: the value of ‘small data’
should also be recognised. This
raises the debate as to the value
of individual-level experiential
qualitative data, in the form
of case studies, that explores
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perspectives and experiences of
people, not an aggregate-level
assessment (Boyd and Crawford
2012).

* There is little knowledge of the
ethical implications associated
with the growth of big data;
questions such as the use of
aggregate data of individuals,
measurement of behaviours and
the importance of recognising
the context of data are all issues
that have yet to receive particular
attention in academic debate
(Boyd and Crawford 2012).

A significant risk that has been
highlighted within more recent
academic literature is the growth

in terminology that has been used

to describe the analytics domain.

As a result of this, the relationship
between HR analytics and big data
has remained unclear - with the grey
literature considering analytics as

a precursor to more evolved data
science within the big data domain
(McAfee et al 2012), and aspects of
the academic community viewing the
two as complementary and, in some
cases, synonyms for the same data
processes (Charlwood et al 2017).
This appears to have only added to
confusion felt by the HR profession
as it tries to navigate the emerging
concept of data-driven HR.



Figure 4: Percentage of organisations that use HR analytics to any extent, by

size (%) (adapted from CIPD 2017b)
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Use and impact of HR
analytics

The extent to which the HR
profession uses data appears

to differ according to size of
organisation. As demonstrated by
the CIPD HR Outlook survey, HR
analytics is adopted more frequently
in larger organisations, while smaller
businesses have less capability (see
Figure 4).

The same report (CIPD 2017b)
considered the extent to which HR
analytics is operating at differing
degrees of maturity, whereby the
stages of maturity are outlined as
follows:

* Initial: HR teams answer one-
off queries as and when they
happen, or to fix’ something
with HR data, but no process
is documented. The terms
analytics or data probably aren’t
used, and there are no specific
data or analytics capabilities
embedded in HR teams.

* Repeatable: HR teams have
a process in place to run
analytics, and document queries
so they can be repeated. No
specific analyst role exists; it
is something that is done by
members of the HR team.

+ Defined: HR analytics is a role
and/or activity in the HR team,
and the process of developing
and running analytics is well
documented and standardised.
There aren’t standardised metrics
across the business, but HR
is able to use its own data to
answer queries and run analytics.

* Managed: HR analytics team
has developed standard
measures and metrics which
have been agreed internally. A
management and governance
role is in place to ensure that
analytics is business-focused
and robust.

« Optimising: analytics is
increasingly predictive, and is
being used to inform both HR
and business strategy, including
the optimisation of business
and people/HR processes. HR
data is used to drive business
performance.

As Figure 5 on page 24 illustrates,
the level of analytical maturity in the
profession remains skewed towards
the emergent and developing
phases of initial and repeatable
analytics. Few responding
professionals recognised the
optimising statement as that which
most reflected analytics in their
organisation (4%).
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Figure 5: Maturity of analytics in the HR function (% of those who use analytics) (adapted from CIPD 2017b)
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The technical report Human Capital
Metrics and Analytics: Assessing the
evidence of the value and impact of
people data (Charlwood et al 2017)
provides an overview of published
case studies in the academic body
of knowledge.

Defined Managed Optimising Don't know

Important points for practice

* HR analytics consists of a number of processes, enabled by

technology, that use descriptive, visual and statistical methods to
interpret people data and HR processes. These analytical processes
are related to key ideas such as human capital, HR systems and
processes, organisational performance, and also consider external
benchmarking data (Marler and Boudreau 2017).

Data and insights arising from HR analytics may be considered a
source of evidence that is used in making more effective decisions.
There are four recognised sources of evidence, of which the
organisation’s internal data is one. The others are practitioner’s
personal experience, stakeholders’ values and concerns, and
scientific empirical studies. HR professionals should look to use
HR analytics alongside other forms of evidence.

HR analytics maturity remains relatively low, with few
organisations reporting that they are optimising HR analytics
and producing predictive insights for their business.

Just over 50% of small organisations (1-49 employees) report that
they have a form of analytics process. Analytics is more prevalent in
large organisations.
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Defining human capital
analytics: the value
perspective

Human capital measurement and
analytics differs from HR analytics in
one important way. Human capital
analytics is specifically designed to
address questions relating to the
nature and value of the knowledge,
skills and abilities of the workforce.
In this regard, human capital
analytics attempts to measure both
the quantity and quality of people
and their business impact.

Academic perspectives on
human capital measurement
Analysis of the literature has
illustrated that there are five key
perspectives that consider human
capital measurement (Charlwood et
al 2017) (see Table 8).

More contemporary theory of
human capital measurement is
concerned with linking individual
employee performance indicators
to those of overall team-level or

organisation-level performance and
success. This approach considers
the outcomes of HR activity to

be the indicator of value, and as
such utilises the interpretation of
current and trend data through
human capital analytics to assist in
forecasting future changes across
performance metrics (Coco et al
201, Thomas et al 2013).

Getting quality right

Central to the value that data and
analytics provides is a question of
data quality. As organisations use
human capital data and information
to monitor and control, they also
must consider the quality of data
which is being used to inform
decisions. As human capital data
can and should be used to inform
human capital development,

such as learning and knowledge
development (Thomas et al 2013),
it’s crucial that the information
being used is of high quality. Various
conceptual frameworks exist which
describe a set of qualities believed

Table 8: Five perspectives on human capital measurement (adapted from Charlwood et al 2017)

Perspective

Key points

Based on the cost-of-production method (Engel 1883) that estimated value of human capital using the
cost to parents of child-rearing. However, found to be inefficient at calculating individual human capital
value as it only summarises historical costs (Dagum and Slottje 2000) and does not account for quality
of output and the value of capital being driven by demand, not cost of production alone (Le et al 2003).

Cost approach

An approach that tries to evaluate organisational human capital value by drawing on an organisation’s
market value (the value according to the stock market), its book value (the value according to balance
sheet: the difference between total assets and total liabilities) and the number of employees (Scholz
2007). This approach, however, does not account for the internal processes and antecedents of human
capital (McCracken et al 2017).

Accounting measures for human capital attempt to measure the costs of five key processes: recruitment,
acquisition, formal training and formal familiarisation, informal training and informal familiarisation,

and experience and development. This approach suggests that instead of placing costs on the income
statement, human capital should be located on the balance sheet (Hermanson 1964, Chen and Lin
2004). This, however, requires standardised measurement and requires complex adjustments to be made
regarding the balance sheet (Scholz 2007).

Market-value
approach

Accounting
approach

Value-added
approach

This approach attempts to link the value that employees contribute to their human capital. Used
predominantly to understand productivity, particularly in sales environments, the approach uses
relatively short-term outcomes-based measures to describe value generated by human capital. The
value-added approach, however, can be skewed by changes in the market (Scholz 2007).

Human resource Developing key performance indicators for aspects of HR is another approach to understanding the role
indicator approach of human capital and its contribution in value terms through measurement and reporting. A number
of key performance indicators have been developed (Becker et al 2001), but there remains a lack of
standardisation between the measures which have been defined (Houghton and Spence 2016).
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Figure 6: Measurement qualities for human capital analytics (adapted from Rompho and Siengthai 2012)

VALIDITY

* This concerns
the reliability and
sensitivity of the
mesaurement system
(French 2002, Snell
and Bohlander 2004).

« Considers a question
of whether the
measure truly reflects
the concept being
measured.

to foster high-quality measurement
of human capital, and may deliver
useful analytics to HR and beyond.
One such system which offers a set
of qualities that should be adhered
to is that developed by Rompho
and Siengthai (2012). Their work
considered a system which has three
key attributes: measures which are
valid, comprehensive and coherent.
These characteristics are described
in further detail in Figure 6

Reporting human capital data
- the importance of external
reporting

An emerging area of interest

within HR literature is the extent

to which organisations report on
their human capital structure and
content. Given that knowledge-
based organisations in particular
have a large majority of their value
tied up in intangible assets, such

as human capital, the quantity

and quality of this information is

of considerable importance and
value to firm stakeholders. When
and how organisations express this
information and to what effect is
the subject of new debate regarding
people data.

COMPREHENSIVENESS

* Refers to different
types of data that may
be used to describe a
construct.

* In their work exploring
performance, Kaplan
and Norton (1996)
suggest indicators
should describe
outcomes and drivers,
to give a rounded view
of the construct.

Evidence in the form of data is

one way by which information

is conveyed to important
stakeholders, particularly

investors, but increasingly other
communities, such as employees
and regulators. Describing the
organisation’s performance through
a mix of financial and non-financial
indicators, which include those
relaying human capital information,
is believed to be one area that

will undergo considerable growth
(Houghton and Spence 2016, Chen
and Lin 2004, Thomas et al 2013).

COHERENCE

* Coherence considers
the alignment of the
measurement system
to the organsiation’s
goals (McCracken et al
2017).

« Effective systems link
strategy, operations
and human capital to
outcomes (Rompho
and Siengthai 2012).

Why is human capital
reporting important?

The topic of human capital
reporting and its importance

has been an ongoing debate for
over 20 years, with a number

of key publications and political
developments marking the cause’s
progression. Marked by a desire
to put weight to the age-old
business adage of ‘people are our
most important asset’, a number
of important groups have lobbied
for evidence to be better reported
in financial statements (Roslender

Human capital reporting is the production of analytics, data and
narrative information which describes the quality and quantity of
human capital present within an enterprise. Human capital reporting
includes quantitative, often objective, data which describes the
people of the organisation, for example demographics, as well

as objective and subjective measures of performance, culture

and engagement, which are often described within the narrative
disclosure of the organisation (McCracken et al 2016) .

Further information about human capital reporting can be found
in the CIPD report Reporting Human Capital Value: Illustrating your
company’s true value (McCracken et al 2016).
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and Stevenson 2006). Human
capital reporting is important
because at its heart it is concerned
with illustrating the risks and
opportunities facing organisations
with regards to their workforce
(Houghton and Spence 2016).

The publication of the Kingsmill
Review in 2001, which concluded
that not enough human capital
information is reported, sparked
debates throughout government
and businesses alike about human
capital (PLSA 2015). The Accounting

for People initiative, announced by
the UK Government in 2003, was a
concerted effort to champion better
human capital reporting, but was
ultimately undone by the power

and influence of the accounting
profession, which resisted its call for
more effective reporting of employee
aspects (Roslender and Stevenson
2006). This culminated in the short-
lived Operating and Financial Review
(OFR), which was both passed

and repealed in 2005, marred by
shifting political sands, and was
followed by the enhanced Business

Table 9: Developments in human capital reporting

Review in 2006 (Accountancy 2006,
Rowbottom and Schroeder 2014).
These developments were followed
by a number of business-led and
profession-led initiatives, including
the CIPD and UKCES partnership
Valuing your Talent, which has
continued to campaign for more
transparent reporting of human
capital (Houghton and Spence 2016).

Published academic evidence has
demonstrated that human capital
information influences investment
decisions, and also plays a role in

Initiative/programme

Description

Integrated Reporting
- the International
Integrated Reporting
Council (IIRC)

business model (IIRC 2013).

The Global Reporting
Initiative (GRI)

The IIRC provides a principles-based approach to reporting against six capitals (financial,
manufactured, human, intellectual, natural and social) through an integrated report. Integrated
reports are designed to provide information and financial and non-financial measures, and offer
insights as to the nature and relationship between the resources present in an organisation’s

The GRI's purpose is to define ways by which organisations can become more sustainable
through more effective reporting of their value. The GRI framework represents a way by which

organisations can approach reporting on critical sustainability issues, including climate change,
human rights and the supply chain. The GRI defines a set of standards against which organisations
can operate (GRI 2016).

UK strategic report

The strategic report has been a requirement of the annual report for listed companies since

1 October 2013. The strategic report is designed to enable key stakeholders to assess the extent

to which an organisation’s directors have performed against section 172 of the Companies Act:
their duty to promote the success of the company (FRC 2014). The strategic report should include
information about the organisation’s employees, should it be decided that this information is
useful for determining the development or performance of the organisation. Investors have
welcomed these reports, but voluntary disclosure of employee information appears to be
restricted mainly to diversity information (PLSA 2015).

EU Directive on the
disclosure of non-
financial and diversity
information 2014/95/EU

The EU non-financial disclosures directive requires large companies (500+ employees) listed in
EU markets, or operating in the banking and insurance sectors, to disclose environmental and
social information in the management report, first due for publication in 2018. Disclosures should
include information on their policies, main risks and outcomes relating to at least social and

employee aspects, and respect for human rights (European Commission 2017). While the directive
is designed to drive reporting on, amongst others, issues around working conditions, respect and
rights, gender equality, and health and safety, there is little belief in the investment community
that voluntary disclosures will effect real change (PLSA 2015).

Valuing your Talent

In 2013 the CIPD - funded by the UK Commission for Employment and Skills and in partnership

with the Chartered Management Institute, Investors in People and Chartered Institute of
Management Accountants - conducted research with Lancaster University to develop a framework
for human capital measurement and reporting. The Valuing your Talent Framework is designed in
line with business model thinking to describe stages of value-creation, and the potential human
capital measures that can inform management and stakeholders’ decision-making (Hesketh
2014). Original research was then followed up with CIPD and CIMA case study investigations to
appreciate practical barriers to human capital measurement and reporting (Houghton and Spence

2016).

International

The ISO technical committee (ISO TC260) involves 26 full-member countries and 24 observing

countries working on international standards for people management and development. The /SO
30414: Human capital reporting for internal and external stakeholders workgroup aims to provide
organisations with a clear approach to reporting human capital information, which will include
reference to optimal operating and reporting systems and guidance regarding transparent human
capital disclosures.

Organisation for
Standardisation (ISO)
& British Standards
Institution (BSI)
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attracting talent and new knowledge
to the organisation (Gamerschlag
and Moellor 2011, Houghton and
Spence 2016). Interest in improving
the content of reports to include
human capital information continues,
in particular the extent to which data
is transparently reported - an issue
found to be prevalent in FTSE 100
reporting (McCracken et al 2016). Key
developments in the reporting space
are illustrated in Table 9.

Issues of quality

Research has shown that the quality
of report continues to be low, while
quantity does appear to be on the
rise: overall, annual report sizes are
on the increase, as is space dedicated
to describing human capital, but

the quality of disclosures is low
(McCracken et al 2016, PLSA 2015).
Misrepresentation of data is one
particular area of issue, whereby
organisations fail to provide a true
reflection of their people or human
capital strategy (Houghton and
Spence 2016). In organisations driven
by knowledge, this may be costly.

Human capital reporting has the
potential to influence the way

that external stakeholders such as
investors make decisions. In the UK,
the quality of reporting on human
capital information remains broadly
low, with insights into human
capital risks and opportunity being
omitted from many annual reports.
An analysis of the media coverage
of organisations demonstrated

that while human capital issues are
present in organisations, there was
sometimes little or no insight as

to the issue itself in the narrative
disclosure. As such, human capital
reports have to reach a quality
benchmark whereby they are
offering real value (McCracken

et al 2016).

The CIPD continues to make the
case for more transparent and
effective disclosure of human
capital information, working with

its members to promote more
effective reporting of human capital.
In particular this includes engaging
with the Financial Reporting
Council as it looks to respond to the
Department for Business, Energy
and Industrial Strategy Select
Committee’s recommendations

for improved human capital
reporting; and the implications

of these recommendations on

the emerging redesign of the
Corporate Governance Code, and
the Stewardship Code (House of
Commons 2017).

Important points for
practice

* Human capital reporting is
the disclosure of data and
information about the quality
and quantity of human
capital in an organisation to
its multiple stakeholders.

* Human capital reporting
consists of the reporting of
data in numerical form and
a narrative disclosure that
describes key qualities and
information about specific
people-related concepts.
Narrative reports are
increasingly being used by
investors to understand ideas
such as corporate culture.

* The quantity of information
organisations disclose
about their human capital is
increasing, but the quality
of information remains low.
Organisations should look
to be more transparent with
data that describes risks and
opportunities that relate to
their workforce.

Academic critique

In their assessment of the HR
analytics literature, Marler and
Boudreau (2017) illustrate that
there is more to be done to collect
robust evidence that describes the
practical applications of current
HR analytics practice: in particular,
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if and how HR analytics produces
outcomes for organisations, and
the nature of these outcomes.
From their assessment of the
literature, they found 6 of 14 articles
assessed used an approximation

of the LAMP model first coined by
Boudreau and Ramstad in 2007.
LAMP is an acronym comprising
four components (logic, analytics,
measures and processes) which
determine whether a measurement
system is able to uncover evidence-
based relationships between data
points, and also whether the system
is able to enhance decision-making
off the back of said process. They
also point to the HR scorecard, a
model that is referenced as a way
to link HRM processes to business
outcomes (Becker et al 2001).

The same literature review
highlighted that many publications
did not clearly articulate an explicit
theoretical framework through
which analysis was undertaken

- this was believed to be in part
because non-quantitative empirical
studies tend to dominate the HR
analytics domain. Where theoretical
perspectives were clear, or were
articulated, the RBV was often
articulated as illustrating the link
between data describing people
and human capital, and the links

to value-creation capabilities and
additional organisation resources.
The only other perspective that
Marler and Boudreau describe is that
of agency theory, which was used by
Aral et al (2012) to explore firm-level
productivity using HCM software,
performance compensation and HR
analytics. This work showed that

all three used in combination lead

to improved firm-level productivity
(Aral et al 2012, Marler and
Boudreau 2017).

The academic assessment of

the literature that forms the

two technical documents which
accompany this report illustrate a
number of criticisms of HR analytics



and human capital measurement
and reporting that should be
considered as the profession
invests in analytical capability.
These are illustrated as follows.

Lack of clearly defined
definitions for HR analytics,
human capital analytics and
related analytics concepts

As both Charlwood et al (2017)

and Marler and Boudreau (2017)
illustrate, there is a lack of definition
which is preventing insights into
analytics from developing. Given that
the discipline has been emerging
for over ten years, it is surprising
that no agreed definition has yet

to emerge, although this appears
to be what Marler and Boudreau
argue for in their synthesis. This

is further compounded by a clear
overemphasis of qualitative evidence
describing HR analytics theory and
its impacts, as opposed to empirical
quantitative evidence that is reported
in peer-reviewed academic journals.
This is particularly important as the
profession looks to move towards
being more evidence-based,

where studies of important HRM
concepts must be clearly described
so they may be repeated and
critically examined by academics
and professionals alike (Marler and
Boudreau 2017, Charlwood et al
2017).

Poor quality evidence: case
studies

Much of our understanding of
analytics practice comes from

case studies of practitioners, often
following best-practice techniques
to build metrics and analytics
systems. While case study methods
have been used for some time

to describe specific issues that
organisations face, there has been
some backlash as to the relevance
of such methods for exploring
highly context-specific situations in
organisations, such as those related
to HR analytics activity. Frequent
issues highlighted include:

+ Sample of opportunity:
organisations or participants
tend to be recruited via
networks ‘warm’ to the idea of
participating in research, which
biases the sample. There are
also issues of comparability with
specific methods such as those
used to generate case study
descriptions.

+ Positive bias: case studies
describe the ‘best practice’ view
of a particular issue or situation,
as opposed to objectively
assessing theory and qualities of
the practice.

+ Lack of empirical evidence
and reproducible experiments:
analysis and reporting of
methodology, outputs and
evidence-based assessment is
limited, and as such the quality
of the data which is produced
does not describe recognised or
experimental theories in action.

« Lack of critical commentary:
case studies tend to lack critical
assessment of the concept;
within analytics this includes
describing specific processes,
measures and indicators, reports
and outputs.

A full assessment of academically
published human capital metrics
and analytics case studies and
cross-sectional studies can be
found in the accompanying report:

Human Capital Metrics and Analytics:

Assessing the evidence of the
value and impact of people data
(Charlwood et al 2017).

Poor quality evidence:
surveys/cross-sectional
studies

Trend assessments by global
analytics firms look to understand
how organisations and practitioners
are approaching human capital
analytics and reporting. Studies tend
to consider specific topics of interest
(talent management, for example)
as well as the specific human capital
metrics that are found in practice.
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It is surprising
that no agreed
definition of
analytics has yet
to emerge.



Figure 7: Theoretical barriers to better utilisation of people data and analytics

ANALYTICS
CULTURE

Dehumanising work;
commodification of people

While these studies can often
provide an interesting overview of
trends in the analytics domain, a
number of issues may be highlighted
that should be considered when
interpreting outputs. These include:

« Population and sample size: some
surveys may not be transparent
as to the quality and quantity of
the sample, any sampling issues
that may skew output data, and
whether the sample selected
offers a credible representation
of the population being studied
(Charlwood et al 2017).

* Hidden agenda: some well-
known studies within leading
practice are often from vendors
or those with systems or
services to sell. The objectivity
of the authors, and their critical
understanding of the data outputs,

PEOPLE AND

TECHNOLOGY

INTERFACE

How the workforce uses
technology to improve

people value

PROFESSIONAL
CAPABILITY

The ability of people
professionals to manage,
analyse and report data

may therefore be questioned
(Charlwood et al 2017).

* Study design: the majority of
big-picture studies are cross-
sectional in nature and do not
attempt to track changes over
time on specific areas of human
capital analytics and reporting.
This means that true ‘trend data’
that describes whether or not
practice is changing is hard to
come by (Charlwood et al 2017).

Professional barriers to
people measurement and
reporting

Given the previous assessments,
we believe there is much interest in
adopting standardised approaches
to both the measurement and
reporting of human capital
information. There are, however,
professional boundaries that have
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been highlighted which the HR
profession, both in the US and

the UK, has to overcome if people
measures are to be standardised.
The profession faces three key
challenges that must be tackled, as
shown in Figure 7.



Discussion and recommendations

In this report we have looked to
appreciate the nature of people
value in organisations - specifically
human and social capital - and to
develop with this an understanding
of the way by which people
professionals can measure and
report on this information to their
organisations and stakeholders.
Exploring the areas of human
capital theory, human capital
measurement and reporting and HR
analytics theory and practice, we
note that in combination a theory
of human capital analytics may

be able to change the way people
professionals and their stakeholders
view the value of the workforce.

As HR and human capital analytics
have evolved over time, there

has been considerable growth in
interest on the topic across areas

of practice. The concept of using
data to inform how organisations
manage their workforce is one which
has existed throughout the history
of the profession, but the evolution
of information technology, and the
explosion in the speed, accessibility
and quantity of data, has meant that
the people profession sits on huge
amounts of information that may

or may not offer considerable value
within and outside the function.

Of particular importance in this
debate is how HR professionals view
people data alongside their own
understanding of HRM theory and
human capital theory: how does
analytics sit alongside other aspects
of their profession, and does it
influence the way in which decisions
are made?

For human capital analytics to
deliver value, there are clear ways
that academic theory and practice

need to evolve: in particular, the
gulf between what is theoretically
possible and practically useful should
be fully understood. And while
there is a tendency for scholarship
to view only the theoretical end of
analytics practice as valuable, much
more evidence-based scholarship
of high quality is needed to inform
the development of better practice.
Academic inquiry has, to date, not
offered a critical enough lens to the
practice of human capital analytics
within the academic literature; a
more robust and critical debate
about analytics is required.

Evidence-based management
offers one useful description of

the importance of people data to
more effective practice. Locating
the measurement and reporting

of data internal and external to
organisations as two of the four
quadrants, the theoretical framework
neatly illustrates why evidence of this
type is of considerable importance
to improving practice within the
people profession. Overlooking
evidence or overemphasising the
value of evidence in one quadrant
to the detriment of other types of
evidence is something that future
people professionals must have an
awareness of. This includes having
the capability to understand the
different types and characteristics
of evidence, and assess these in

a rounded and methodical way.
Applying judgement alone, without
understanding the analytics
dimension, will not develop the
profession in a way that delivers
value for all.

If the people profession is to fully
realise the value of human capital
analytics, it must overcome its
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fear of data and clearly consider
how the practice of human capital
analytics and reporting fits into the
future capability of the profession.
While technology and the
availability of data have improved
the viability of analytics practice,
there has been little movement

in the capability of people
professionals to manage, measure
and report on human capital data
in @ meaningful way. Instead,

such capability is often provided
by vendors or those in service to
the organisation. While different
models of implementing analytics
exist, the people professional must
have as a central competence an
appreciation of people data, and
the critical questions required to
make sense of it.

Key recommendations

We make a number of
recommendations as to how the
people profession may adopt human
capital analytics more readily, and
which may promote more valuable
outcomes from analytics practice.

Articulating the importance
of human capital, social
capital and intellectual
capital in future practice

For some time the concepts of
human, social and intellectual capital
have existed within the academic
sphere, but have not adequately
transferred into the lexicon of
modern people professionals.

As a result, the language of

the people-related capitals can
appear disengaging to those in

HR and management, who view

the valuation of the workforce as
dehumanising. The language of
human capital should look to evolve
with statements which illustrate the



individual perspective of human
capital more clearly, demonstrating
value to the employee as well

as the outcomes that human
capital investment can have at an
organisational or economic level.
The profession should look to build
a positive language of mutual
value-creation through the people-
related capitals, and work with
practitioners to educate and inform
business colleagues as to the
importance of investments in HRM
and people management.

Investing in high-quality
benchmarking studies of
human capital analytics
practice

Analytics practice, both from the
academic and the practice domain,
suffers as it has low methodological
quality. Common method issues
such as convenience sampling
currently muddy the quality of
analysis and as such the insights
from academics are not to the high
levels of quality that the profession
demands. Benchmarks of aspects
of tools that are being used across
the profession is one category

that would drive investment in
technologies and capabilities

that can offer improvements in
capability at both the individual
and the organisational level. This
may also inform the development
of standards across the profession
for investing in and building HR
analytics and human capital
analytics capability.

Emphasising the comparison of
human capital analytics outcomes
is one way through which practice

in this area can improve. For the
profession to move towards using
people data to understand human
capital risks and opportunities,
there should be investment in
education around human capital
data and its value when used

in benchmarking systems. Such
practice should be promoted within
and between organisations.

Improving empirical evidence
There is a gap between the practice
of human capital measurement
and reporting, and high-quality
empirical evidence of the different
types of outcomes for individuals,
organisations and the business
stakeholders. The assessment

of literature has picked up on a
number of research questions

that are avenues of important
investigation if the practice is to
evolve beyond its current state.
These are:

1 How and why are different forms
of human capital measurement
and reporting adopted by
organisations, and how do
they benefit or hinder the
stakeholders of organisations, in
particular employees?

2 What are the institutional
and cultural barriers within
organisations that prevent the
development of high-quality
human capital analytics and
reporting?

3 What are the ethical implications
of human capital analytics and
reporting? In particular, how
are ethical employee/workforce
concerns considered in analytics
activity?
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Building human capital
analytics into the future
people profession’s body of
knowledge

As the profession looks to become
more evidence-based, and the
capability for undertaking analytics
becomes more commonplace
across the profession, it is
important that analytics becomes
a fundamental capability for

the future people professional.
Without the skills and capabilities
to undertake human capital
analytics, progress towards more
evidence-based practice will be
slow. Human capital analytics
must be recognised for its value in
understanding the links between
HRM, firm performance and
individual outcomes of well-being
and engagement, where there is
emerging evidence that should be
further explored.

Future people professionals will
need to have the competency and
desire to explore different sources
of information to inform their
decisions, and to help evidence
decisions for key stakeholders.
Human capital analytics, as part
of the drive for evidence-based
practice, should be incorporated
into the evolving HR professional
standards.
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