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LETTER FROM THE PRESIDENT
Dear Clients and Friends:
Human capital has again reared its head as an issue of concern to American
business. Increasingly, our human resources are ill-equipped for dealing wi th the
demands of their jobs. Our foreign competition has better educated and better
trained employees. Business Week ran a cover story on the issue of human capital
in their September 19, 1988 issue, but there was really nothing new. It contained
the same old stuff about revamping our education system and offering business
tax credits for investing in human capital.
While these are fine ideas. they've been brought up before and not much has been
done. I believe that American business can't afford to wait around for our
education system to improve, or for tax credits to come along.
In this issue of our newsletter, we will examine some specific concerns regarding the human capital issue. The first article
is a critique of the way many executives manage human capital- hiring freezes and headcount quotas. The second article
explains how to audit your existing training curriculums and "weed" out all but the necessary training courses. As always,
we welcome your comments and feedback.
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THE FALLACY
OF HEADCOUNT
MANAGMENT
One of the biggest threats to American
industry is executives' penchant for
headcount management. Most large
companies go in and out of various
stages of hiring freezes depending on
the business that quarter. Personnel
costs are a large cost item on most
balance sheets and they are one of the
few things executives feel can be controlled to some degree. When times
get tough or they have a bad quarter, a
hiring freeze holds the line on labor
costs for a few months.
An alternative to hiring freezes is to
simply establish headcount quotas for
each business unit. Departments are
allocated "heads" and forced to stay
within that allocation regardless of how
the workload changes.
(Continued on next page)

MAKING SURE YOUR INVESTMENT
IN HUMAN CAPITAL PAYS OFF
It's frustrating for most executives, knowing that they need to invest in their
human resources but not knowing what real benefit they get by making the
investment. They're told to have faith, that money spent on education and
training will pay off handsomely, but it never seems to show up on the financial
report except as a cost.
We share some of the executives' frustrations because we've seen millions of
dollars wasted on inefficient and unnecessary training and education in large
organizations. Training departments become empires, and curriculums and
training budgets keep growing every year.
IDENTIFYING

REAL TRAINING

NEEDS

The foundation for an effort to "prune" your training and assure that the dollars
spent payoff for the organization is a throrough analysis of the knowledge and
skills needed by employees. Such analyses are often done for some types of
technical training, but almost never done to analyze management or sales training
needs. This analysis is best accomplished by studying top performers and
discerning the knowledge and skills they possess that make them so sucessful.
This information is gathered via group and individual interviews and through
observation of the performers as they do their jobs.
(Continued on next page)
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CONSEOUENCES
OF
HIRING FREEZES'

CREA TING .JOB MODELS

One organization had a hiring freeze
for an entire year of 1988. However,
there were many people hired during
this period for various reasons. The
hiring freeze, people learned, simply
meant that you had to do a better job
convincing top management that you
needed to replace one or more individuals. The consequence of this hiring "freeze" was that necessary employees were hired anyway. The difference was that much valuable time
and money was wasted putting together strategies to sell top management on the need for the individuals.
The freeze may have curtailed overall
labor costs slight! y, but the money was
spent in other areas. More work was
farmed out to contractors and more
time was spent correcting errors made
by a staff who had too heavy a workload.

The information gathered in the interviews and observations is documented in a
job model. The job model identifies the functions the individual performs, the
outputs that are produced, and the measurement indices for each output. The
diagram below depicts the hierarchy of information contained in a job model.
HIERARCHY OF MODEL INFORMATION

Other large organizations set quotas
for each department each year on the
number of "heads" they are allocated.
These allocations often have nothing
to do with workload projections or real
needs, but are based on a labor budget
and headcount budget established by
top management and the financial
people in the organization. What has
happened in these organizations is that
experienced
$40,OOO-$60,OOO/year
engineers spend 20- 30% of their time
doing clerical work such as making
photocopies, because there are no
clerks or secretaries in the department.
When the manager of the department
is allowed to hire two people, he opts
for hiring engineers rather than clerks
because it gives him more options. An
engineer can do just about any ot the
(Continued on next page)
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AND SKILLS MATRICES

Based upon the job models, matrices are created that identify knowledge and
skills by category and matrix them against specific tasks or outputs. Knowledge
or skills that cannot be proven necessary for performance of a task or creation of
an output are eliminated from the matrix. This process assures that only
knowledge and skills that are absolutely necessary are included in the matrix.
COMPARING .JOB MODELS/KNOWLEDGE
& SKILL
MATRICES TO EXISTING COMPANY TRAINING
By using the job models and knowledge & skill matrices as criteria against which
the training is compared, it will undoubtedly be possible to eliminate a great deal
of unnecessary training. Training curriculae in most large organizations contain
a large number of courses that cover "nice to know" information. These courses
should be eliminated and replaced with new ones that teach the knowledge and
skills shown to be needed for good performance. Other courses can be revised
to make them more job-relevant. It is also likely that some will have to be
developed from scratch. For obvious reasons, it doesn't make sense to have the
training department conduct this "audit" of their own courses. An outside
department or organization should be employed that can objectively evaluate the
degree to which the training meets the real needs of the organization.
(Continued on next page)
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(Continued from page 2)
BENEFITS
The benefit of auditing your current training against an analysis of the knowledge
and skills needed by top performers is that you can eliminate all training that may
be relevant but not necessary for good job performance. This approach assures
that the dollars invested in human resource development are well spent, and that
they will produce measurable returns for the organization.

CONGRESSIONAL CAUCUS ON COMPETITIVENESS

~

The United States Congress recently held a Caucus to discuss how U.S. business
could become more competitive. Among the speakers was Diane Dormant,
current President of the National Society for Performance and Instruction
(NSPI). Diane addressed the topic of performance technology, and what this
technology has to offer U.S. industries. Among the several examples she
presented was a project completed by our Vice President, Karen Wallace. The
project was one in which Karen improved productivity in a fastner manaufacturing plant by 27% in three months, using goals and feedback. This project was
discussed in the Summer, 1988 issue of our Management Update. Karen will be
doing a presentation" on this project at the NSPI National Conference in Denver
this year. If you're unable to attend the presentation, drop us a line and we'll send
you a copy of the presentation handout.

SVENSON & WALLACE, INC. MOVES TO NEW FACILITY

On January 31, 1989, Svenson & Wallace, Inc. moved to this new office
facility, located at 1733 Park Street, Suite 201, Naperville, IL 60540.
(Continued on next page)
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work in the department, whereas a clerk
can only do clerical taks. In terms of
overall value, the manager gets much
more out of the engineer than the clerk.
Of course the engineer costs three times
as much, but the quota is for the number of people, not for salary dollars.
Consequent! y, engineers are hired each
year to fill any open positions and they
have to spend an increasing amount of
time doing clerical work.
A MORE REALISTIC
APPROACH TO
CONTROLLING
PERSONNEL COSTS
Once a person is hired in a big company, he or she usually stays for quite
a while, so the cost of having that
person on the payroll is a long-term
commitment for the organization. Thus,
it is easy to see why top management is
so concerned about headcount-especially in areas such as engineering
where the value of this labor is difficult
to ascertain.
Implementing hiring
freezes and setting head count quotas
are not the answers, however. A more
realistic approach is to analyze the next
year's workload for each department,
determine the labor hours needed to
complete that work, breaking it down
into various categories of staff. Compare this forecast to the existing labor
in the department to determine the
discrepancy.
Next, determine how
much of the work can be done reasonably farmed out to contractors. What remains will be a projection of the number of new staff members needed to
complete the forthcoming work. Once
this budget has been established, the
manager can be held accountable for
staying within the allocation and for
completing the projected workload
satisfactorily.
Where this approach becomes difficult
(Continued on next page)

THE FALLACY OF

HEADCOUNT MANAGEMENT
(Continued from page 3)
is in determining how many labor hours
are needed to complete the projected
workload. The manager estimating her
own labor needs tends to overestimate
to make sure she is covered, and her
boss tends to underestimate because he
is rewarded for keeping personnel costs
to a minimum. The only way to
objectify this negotiation process is to
have historical data on how much time
is needed to complete the various types
of projects the department completes.
Another problem arises when it is difficult to predict what the workload will
be for the coming year. In this situation, it is advisable to make an educated guess based on history, and review the projection every quarter and
adjust the personnel budget up or down
accordingl y.
Contolling the company balance sheet
by instituting hiring freezes or setting
arbitrary headcount quotas may make
some numbers look good, but it is a
short -sighted approach to running a
business. Having $60,OOO/year engineers spend one day a week making
copies is obviously a waste of valuable
resources. However, this waste doesn't
show up in the financial reports. Some
executives have learned a few tricks to
make the numbers look good for a year
or so, but those results are unlikely to
be maintained over the long run. Only
by taking the long view and looking at
human resources as an investment will
organizations be successful. Controlling labor costs is important and necessary, but headcount quotas are a simplistic approach to an issue that requires more attention and thought.

New Staff Members
During the first quarter of 1989, we've added four new members to our staff.
Dee A. Kane (left) and Peter R. Hybert (right) have joined the firm as Consultants. Peter worked as a Training Project Manager and Instructional Designer for
Landis & Gyr Powers, Inc. Dee Kane comes to us with experience as both a
Training Manager and Instructional Designer. She has worked for Telaction
Corporation, Arthur Andersen & Co., IBM, and Marshall Fields. Both she and
Peter have Master's degrees in Instructional Design.

We would also like to welcome two new members of our office staff: Tiffany
Upt~n and Catheri?e Dodaro. Tiffany has a Master's degree in Intercultural
Studies and Cathenne has a Bachelor's degree in Journalism and Advertising.
Both have a variety of work experiences and are extremely adept at working with
the Macintosh Pc.
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