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Management summary

Introduction
Human capital has become increasingly important for the survival of companies in a
competitive environment. It has taken over the place of financial capital, which is abundant
nowadays, while for human capital there is an increasing demand and a diminishing supply.
This increased demand for human capital occurs because not only the top executive levels
within companies need to be filled with talented people, but also the levels below the top
executive level have become increasingly important to the successfulness of a company and
thus need to be filled with talented people as well, while at the same time the supply of
talented people has not increased since talent is subject to a normal distribution and
therefore scarce. This increasing demand for human capital occurs because of globalization,
the field of competition is greatly enlarged due to developments in technology such as the
internet, air traffic etc., and the increasing importance of knowledge.
Shareholders are very important to companies as well, if they don’t own the company, they
are at least among a company’s most important stakeholders. They only get paid when all
the other stakeholders are paid and thus bear entrepreneurial risk on their personal capital.
The objective of shareholders is to enhance shareholder wealth and companies have to take
this objective seriously since shareholders play a very important role within companies.

Towers Perrin is an HR consultancy company and it developed a model which links human
capital investments to total shareholder return. The model aims to show that investments in
human capital have a positive effect on total shareholder return, the line of reasoning being
that when you change/steer the behavior of your employees, for instance by means of pay,
your employees will become more engaged and productive which will have a positive effect
on customers and also on your financial results and indirectly on shareholder value.
Towers Perrin wants to use this model to show its clients the importance of investing in their
employees and that way sell its HR-consultancy practices. When companies that measure
the costs and effects of investments in their HR activities would generate better financial
results than companies that do not link investments in human capital to financial returns, it
might move companies to invest more in Human Capital and use Towers Perrin for the
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expertise it has in the field of HR consulting. At the same time it would be very interesting
for Towers Perrin to find out how the developments on this subject are within its own client
database.

Objective
The overall objective of this research is to provide Towers Perrin with information from
academic research on whether measuring the costs and effects of investments in HR
activities has a positive influence on a company’s financial performance and on whether the
clients of Towers Perrin already measure these costs and effects and to what extent.
This objective is further expressed in the two main research questions that are central in this
research:
1- Do companies that measure the costs and effects of aimed investments in their HR
activities generate better financial results than companies that do not measure the costs and
effects of their investments in human capital?
2- What is the current state of measurement of the costs and effects of aimed investments
in HR activities among clients of Towers Perrin?

Method
The data necessary to perform this research are collected by means of an online
questionnaire, which will be sent to the companies in the Towers Perrin client database.
Questions in the questionnaire concern topics like general company information, HR
information and financial information.
The data from the questionnaire has been analyzed using SmartPLS, a statistical program for
running PLS regressions. The advantage of using PLS is that the general regression
assumptions do not have to be met which makes this method very suitable when dealing
with small sample sizes as is the case in this research.
Although SmartPLS is very suitable for regression analysis, it cannot compare means of two
groups. Because I also want to investigate whether companies with good financial results
use more HR related measures than companies with poor financial results a nonparametric
test (the Mann-Whitney U test) for comparison of means between two groups will be used.
This test is enclosed in the SPSS program and because it is nonparametric it can also be used
for small sample sizes.
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Results
First a general PLS model was designed including all the indicators and all the respondents
and this model was analyzed by looking at quality criteria for the measurement and the
structural model of which a PLS model exists. Unreliable items were removed from the
general measurement model and this resulted in a reduced model, including all the
respondents, which was in turn analyzed the same way as the original model until all the
quality criteria were met.
After fine-tuning the reduced model the dataset was split into two groups based on
performance and the same analysis was applied to these groups. The groups also were
analyzed with a nonparametric Mann-Whitney U tests to investigate whether there is a
difference in mean between the groups concerning the use of measurable HR parameters.
This is not possible with the PLS method.

All the models consist of four constructs:
• HR activities – this construct is about using measures concerning efforts and
investments related to HR activities such as training costs, recruitment costs, costs of
the HR department etc.
• HR outcomes – this construct is about using measures to establish the effects of HR
activities on HR outcomes such as employee trust, engagement, productivity etc.
• Link/use results – this construct is about linking (actively use) the results of measures
concerning HR related activities to non financial and financial performance
• Financial performance – this construct measures the financial performance of a
company
These constructs are all measured by one or more indicators.

The analysis of the reduced model on the complete dataset showed the following significant
relationships between the constructs:

HR outcomes (R2=30%) = 0,5449 * HR activities + ε
Link/use results (R2=20%) = 0,3147 * HR activities + ε
Financial performance (R2=15%) = -0,3143 * HR activities + 0,4313 * HR outcomes + ε
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The model seems to be well designed when looking at the loadings and path coefficients
with their respective t-statistics and also when looking at the quality criteria for the
measurement model. It explains 14% of financial performance, 20% of use of results and
30% of HR outcomes.
In the reduced model financial performance is explained by both measuring HR activities and
HR outcomes, although the link with HR activities has a negative coefficient which cannot be
explained other than probably by dealing with erroneous data.

After this general analysis of the entire dataset the data was split up into two groups based
on performance on revenue growth, resulting in a model for high (N=12) and a model for
low (N=20) revenue. The groups are rather small, so the results should not be taken too
seriously, they merely provide an indication.

When comparing the two models and look at the model design we see that two indicators
should be dropped for high performance on revenue, HRFTEC and HRpm. In the low
performance on revenue model this is not the case, only the indicator book value seems to
be of no added value to the model. The explaining powers of the models are listed in table I.
It is quite remarkable that the high performance model with the same design explains 40%
more of the construct financial performance than the model for low performance on
revenue and that the construct financial performance is not properly defined in the lower
performance model since book value does not seem to be an appropriate indicator for the
construct.

High revenue performance

Low revenue performance

Financial performance

R2 = 62%

R2 = 22%

HR outcomes

R2 = 28%

R2 = 38%

Link/use results

R2 = 22%

R2 = 21%
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Table I. R values for the high and low performance on revenue PLS model

As already mentioned, these results are not reliable because the groups are very small, the
model is designed for the whole dataset and not adapted to fit the two separate groups and
probably not all the data is accurate due to a lack of knowledge of the respondents about
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the subjects addressed in the questionnaire. Furthermore, because the results from the two
separate models differ so much this might not be the best way to compare the two groups.

The Mann-Whitney U test can better be used to analyze two groups of data. The groups in
this research are designed based on the performance on revenue of the different
respondents. What I want to find out using this nonparametric test is whether the group
respondents scoring high on revenue performance makes more use of measuring HR
parameters than the group scoring low on revenue performance. In other words, is there a
positive relationship between measuring HR related parameters and increasing financial
performance, in this case revenue performance? The group of high performance on revenue
respondents has an N of 12 and the group of low performance on revenue has an N of 20.
The null hypotheses is that the means of the two groups do not differ from each other and
the alternative hypotheses is that the means of the two groups do differ from each other. If
the p-values are =< 0,05, the null hypothesis should be rejected in favor of the alternative
hypothesis. If the p-values are > 0,05 there is no reason to reject the null hypothesis. Within
the results the p-values for one-tailed significance should be looked at because there is an
expectation that companies that use (a lot of) HR related measures have a better financial
performance, which indicates a one tailed significance. The results are shown in table II.
When looking at the results it appears that for all the variables that are used to compare the
groups it is never necessary to reject the null hypotheses which means that there is no
significant statistical difference mean between the groups. The answer to the question is
thus that there is no obvious significant relationship between measuring HR related
parameters and performance on revenue.
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a
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a
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Sig.)]
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b. Grouping variable: Group based on revenue
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Table II. Mann-Whitney U test statistics
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a
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a
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a
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a
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a

,954

a

,015

a

,366

a
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a
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a

Conclusions and recommendations
When looking at the research questions we can conclude that the first research question
‘Do companies that measure the costs and effects of aimed investments in their HR activities
generate better financial results than companies that do not measure the costs and effects of
their investments in human capital?‘ Should be provided with a negative answer resulting
from the Mann-Whitney U test, meaning there is no significant difference between the
group that performs above and the group that performs below average on revenue growth
in using HR related measures, the two groups seem to be drawn from the same population.
The relationships between the different constructs can be described in the following
equations derived from the analysis of the reduced PLS model:

HR outcomes (R2=30%) = 0,5449 * HR activities + ε
Link/use results (R2=20%) = 0,3147 * HR activities + ε
Financial performance (R2=14%) = -0,3143 * HR activities + 0,4313 * HR outcomes + ε

In particular the measuring of HR outcomes such as employee trust, customer satisfaction,
engagement etc seems to have a positive influence on financial performance. Measuring HR
outcomes on its turn is influenced strongly in a positive manner by measuring HR activities,
while measuring HR activities seems to have a negative impact on financial performance.
This is strange but might be explained by the fact that investments related to HR activities
lower the net results immediately while the positive effect on the performance, both
financial and non financial, might come later.

The second research question ‘What is the current state of measurement of the costs and
effects of HR related activities among clients of Towers Perrin?‘ is impossible to answer when
looking at the small number of respondents who participated in this research (44 out of 850
possible respondents which is a response rate of approximately 5%). This should be kept in
mind when looking at the results and tables concerning this part of the research (section
5.3). When looking at those results we can only interpret them as a vague indication
implying that quite a few clients of Towers Perrin can optimize their HR management since
50% of the group of respondents indicate not to measure anything or just some standard
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parameters. This means that from the point of view of Towers Perrin there is still a lot of
improvement possible concerning measuring and managing investments in HR activities
among its clients. Improvement in this case means that there are possibly a lot of companies
within the Towers Perrin client database that do not pay (enough) attention to their HR
related activities and the effects on their financial performance (yet) and that Towers Perrin
can help these companies optimize their business in the HR area by using and selling its
knowledge and expertise in order to maximize their financial returns.
It might be a good idea for Towers Perrin to design a standard management tool with (easy)
measures that can be used to monitor the costs and effects of HR related activities and to
implement questions concerning HR related measurement in its contacts with clients. That
way Towers Perrin could gain insight in the state of measurement among its clients and it
offers a standard measurement tool to help to improve the business results of companies.
When more companies use such measures they can also be more easily compared to their
competitors.

Once again, the findings in this research are based on very small sample sizes and the
reliability of the data is questionable so it would be very interesting to see what the results
will be of this research will be when having more and more reliable data to work with and
preferably also over a larger period of time in order to also account for the time lag that can
occur between investing in human capital and the result of the investment.
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Chapter 1.

Introduction

The aim of this research is to investigate whether measuring and comparing the costs and
effects of aimed investments in HR activities has a positive effect on financial performance.

This part of the research report describes the research background (section 1.1) and the
research design (section 1.2), which provides an overview of the research structure and
clarifies the aims, purposes and plans that are carried out in this research.

1.1

Research background

The research background will introduce the company that is hosting me to write this thesis
(1.1.1), give some information on global developments concerning human capital (HC),
shareholders and performance measurement (1.1.2) and provide the motive for this
research (1.1.3).

1.1.1 Towers Perrin
Towers Perrin is an American organization employing around 6000 people in approximately
80 offices around the world and with an annual turnover of approximately US$ 1.4bn (2006).
It is a private limited company owned by approximately 700 of its senior active professional
staff (called principals), there are no outside owners. Legally it is one company worldwide
with overseas operations being constituted as branches rather than as subsidiaries.
The firm was incorporated in Philadelphia in 1934 as Towers, Perrin, Forster & Crosby and its
predecessors date back to 1871. In 1987 Towers Perrin was established as the umbrella
name for the firm. Its global headquarters are situated in Stamford, Connecticut and the
European headquarters are located in London.

Towers Perrin is a global professional services firm. The HR Services business of Towers
Perrin provides global HR consulting and related services that help organizations effectively
manage their investments in people. The services offered to clients cover areas such as
employee management, employee research and the delivery of HR services.
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The firm’s other businesses are Reinsurance, which provides reinsurance intermediary
services and Tillinghast, which provides management and actuarial consulting to the
financial services industry.

In the Netherlands Towers Perrin is vested in three offices, one in Amsterdam, one in
Rotterdam and one in Apeldoorn. The Amsterdam office, and to be more specific, the EC&R
(Executive Compensation and Rewards) department, is hosting me to write this thesis. The
EC&R department is part of the HR (human resource) services business.

The Executive Compensation practice provides data and advice to companies so they can
make informed decisions about remunerations of top executive-levels. The aim is to
enhance shareholder value for its clients by ensuring that they retain and motivate talented
management teams.
The Rewards and Performance Management practitioners advise clients on strategic, design
and implementation issues associated with broad-based reward programs, performance
management processes and compensation administration solutions that drive employee
engagement and organization performance. This practice is focused on the lower
organizational-levels.

1.1.2 Developments
Human capital has become increasingly important for company survival in a competitive
environment; it is on its way to replace financial capital as the most important resource for
competitive advantage (Bassi and McMurrer, 2007). This shows in the fact that for a large
percentage of companies the labor costs exceed the capital costs (Barber and Strack, 2005).
The shift of importance from financial capital to human capital is caused by external
developments such as globalization -human capital and information have become easily
accessible through internet, airplanes, etc. and the competition also increased due to the
same technological developments- and the increasing importance of knowledge. Financial
capital is abundant nowadays and at the same time talented people have become scarce due
to an increasing demand and a diminishing supply for not only the executive level within
companies, but also for the levels below the executive level. This could occur because these
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levels have become increasingly important for company survival in a competitive
environment (Chambers et al., 1998).

Shareholders are also very important for company survival nowadays. If they do not own the
company, they are at least among a company’s most important stakeholders (de Winter,
1997). They are the residual claimholders after everyone is paid and they bear
entrepreneurial risk on their personal capital, so it is also important to shareholders that the
companies survive and stay healthy because else they will lose their money. The ultimate
objective of shareholders is to increase their wealth. It is thus not surprising that companies,
whatever their governance mode may be, consider shareholder value creation as a
corporate objective of key importance.

Managers in companies act on behalf of shareholders, however they might have conflicting
interests and risk attitudes. Shareholders are most concerned with creating shareholder
value, which is characterized by a short term view, while the priority of managers is to make
sure the company becomes/stays healthy, which is characterized by a mid to long term view.
Performance measurement has the ability to ensure that both management and employees
will try to satisfy the shareholders of a corporation (Jensen and Meckling, 1976).

1.1.3 Motives for the research
Towers Perrin wants to expand its HR consultancy services in order to outperform
competition. The focal point for selling these services is on the importance of people for
company survival, the line of thought being that investments in human capital lead to better
financial results and thus indirectly to increased shareholder wealth. This logic is visualized in
the Proprietary People Performance Linkage Framework TM (Towers Perrin) (fig.1).

People
Services &
Programs

Employee
Behaviour

Customer
Behaviour

Figure 1. The Proprietary People Performance Linkage Framework™ (Towers Perrin)
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The framework links human capital investments to financial results and thus (indirectly) to
total shareholder return. This is important because both human capital and shareholders are
crucial to companies.

Towers Perrin’s aims are to use this logic in order to supplement and sell its other HR
consultancy practices. Before doing so the company needs to be sure that investing in
human capital does have a positive effect on the performance of a firm. One way to find out
is to measure the costs and effects of investments in human capital. An underlying
assumption is that what is measured is also managed. It is important to prove that,
regardless of which method of measuring the costs and effects of HC investments is used,
focused investments in HR activities lead to improved financial performance (and thus to
increased shareholder wealth). If measuring the costs and effects of HR investments indeed
does lead to better financial performance Towers Perrin is provided with a good argument
to use this logic to supplement and sell its HR consultancy knowledge and support
organizations in optimizing and measuring their HR investments.

Besides this motive, Towers Perrin is also very interested in the current state of measuring
the costs and effects of aimed investments in HR activities among her own clients. This is a
motive of market exploration.

1.2

Research design – conceptual design

The research design clarifies and limits the scope of the research. It consists of two parts, the
conceptual design which explains what, why and how much is going to be studied and the
technical design which provides information on how, where and when the research is going
to be carried out (Verschuren and Doorewaard, 1999).
IN the conceptual design first the research objective will be addressed (1.2.1), it gives
information on the goal of solving the research problem. Before formulating the central
questions and sub-questions (1.2.3) a research framework (1.2.2) will be constructed
providing information on actions in order to achieve the research objective.
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1.2.1 Research objective
The objective of this research is twofold: To provide Towers Perrin with information from
academic research on:
• Whether measuring the costs and effects of aimed investments in HR activities has a
positive influence on a company’s financial performance
• Whether the clients of Towers Perrin already measure the costs and effects of aimed
investments in HR activities and to what extent

1.2.2 Research framework
The research framework indicates how the research objective will be accomplished.
THEORETICAL FRAMEWORK

General
information
on human
capital,
shareholders
and
performance
management
Overview of
literature
linking HR
activities to
performance

Design of online
questionnaire

EMPIRICAL FRAMEWORK

Data
collection by
means of online
questionnaire

Interpretation
of the results

Conclusions

Quantitative
analysis of
results

Recommendations

Figure 2. Research framework

This research framework consists of two parts, a theoretical framework and an empirical
framework.

The theoretical part of the research project, based on literature, consists of two sections.
The first section provides general theory on human capital, shareholders and performance
measurement. It explains why these things are important to company performance. The
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second section gives an overview of literature linking HR activities to company performance.
The theoretical framework is the basis for the hypothesis of this research and provides items
that can be used to design the questionnaire.

The empirical framework consists of data collection and everything that deals with the
results of this data collection. The aim of the data collection is twofold. First I intend to find
out if measuring the costs and effects of investments in HR activities has a positive effect on
the financial results of a company. Second I want to investigate the current status of
measurement on this subject among the clients of Towers Perrin.
After collecting the data they will be analyzed and interpreted. This leads to conclusions on
the research problem and recommendations concerning the use of the model as an addition
to the HR practices Towers Perrin already supplies.

1.2.3 Research questions
Research questions are questions that guide the research project, and which the research is
designed to answer. The central research questions relate to knowledge that is relevant to
achieve the research objective. Sub-questions are designed to answer the central research
question.

Central research questions
1- Do companies that measure the costs and effects of aimed investments in their HR
activities generate better financial results than companies that do not measure the costs and
effects of their investments in human capital?
2- What is the current state of measurement of the costs and effects of aimed investments
in HR activities among clients of Towers Perrin?

Sub-questions
1-a: What are HR activities and how can they be made operational?
1-b: What are effects of investments in HR activities and how can they be made operational?
1-c: What are important business results of investments in HR activities and how can they be
made operational?
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2-a: Do clients of Towers Perrin use measurable parameters to gain insight in the costs and
effects of investments in HR activities?
2-b: If the clients of Towers Perrin use parameters to obtain insight in the costs and effects
of investments in HR activities, which and how many parameters related to HR activities do
they measure?
2-c: If the clients of Towers Perrin use measures to obtain insight in the costs and effects of
investments in HR activities, which and how many effects (HR outcomes) of investments in
HR activities do they measure?
2-d: If the clients of Towers Perrin use measures to obtain insight in the costs and effects of
investments in HR activities, which and how many financial results do they relate to these
measures?
2-e: If the there are aspects of measuring the costs and effects of investments in HR
activities that are compared to those of other organizations, which and how many aspects
would that be?

1.3

Research design – technical design

The technical design lays out the way the research objective will be achieved. It specifies
characteristics of the research, concretes research material and motivates an appropriate
research strategy and selected methods of data collection.

1.3.1 Research material
In this part of the technical design the research material that is needed to answer the
research questions will be specified, as well as how and where this material will be acquired.
There are five types of sources: people, the media, reality, documents, literature; and five
methods to access those sources: interviewing, observation, measuring instruments, content
analysis and search method (Verschuren en Doorewaard, 1999).
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Central research question 1- Do companies that measure the costs and effects of aimed
investments in their HR activities generate better financial results than companies that do
not measure the costs and effects of their investments in human capital?
Data source

Access to the
source

Sub-question 1-a: What are HR activities and how can they be made operational?
Sub-question 1-b: What are effects of investments in HR activities and how can they be made
operational?
Sub-question 1-c: What are important business results of investments in HR activities and
how can they be made operational?
Literature

Books on human resources and their link to Search method
performance (measurement)

Documents

Published analysis and statistics, journal articles, Search method
reports, policy papers, guidance papers,
publications of agencies etc.

People

Experts on the field of HR measurement (Towers Face to face

(experts)

Perrin)

interviews and
surveys/questionnaires

Table 1. Research material necessary for answering central research question 1 and the corresponding subquestions
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Central research question 2- What is the current state of measurement of the costs and
effects of investments in HR activities among clients of Towers Perrin?

Data source

Access to the source

Sub-question 2-a: Do clients of Towers Perrin use measurable parameters to gain insight in
the costs and effects of investments in HR activities?
Sub-question 2-b: If the clients of Towers Perrin use parameters to obtain insight in the costs
and effects of investments in HR activities, which and how many parameters related to HR
activities do they measure?
Sub-question 2-c: If the clients of Towers Perrin use measures to obtain insight in the costs
and effects of investments in HR activities, which and how many effects (HR outcomes) of
investments in HR activities do they measure?
Sub-question 2-d: If the clients of Towers Perrin use measures to obtain insight in the costs
and effects of investments in HR activities, which and how many financial results do they
relate to these measures?
Sub-question 2-e: If the there are aspects of measuring the costs and effects of investments
in HR activities that are compared to those of other organizations, which and how many
aspects would that be?
People (participants)

The clients of Towers Measuring
Perrin NL

instruments

(questionnaire)

Table 2. Research material necessary for answering central research question 2 and the corresponding subquestions

1.3.2 Research strategy
The research strategy is the way the research is carried out. A research strategy is chosen by
considering the nature of the research project and the research questions.
There are three central decisions concerning the kind of research that have to be made
when choosing a research strategy (Verschuren en Doorewaard, 1999):

1- Empirical versus non-empirical research
Desk research is carried out mainly from behind a desk, in the library and/or in archives.
Empirical research is going in the field to carry out observations in the empirical reality. This
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research is mostly an empirical research; it is designed to collect information in order to
achieve the research objective.

2- Qualitative vs. quantitative research
Qualitative research is producing qualitative data with a focus on individual’s perspectives
where quantitative research is designed to produce data that can be generalized to a large
population (Bell, 2005). This research is quantitative in nature. Data will be gathered from a
large group of companies and conclusions will be based on statistical analysis of the data.

3- Breadth versus depth research
Breadth research is applied research and depth research is theoretical research. Because of
the research objective this research is practical in nature and thus breath research.

These decisions point to a certain research strategy, in this case a survey. A survey is
characterized by (Verschuren en Doorewaard, 1999):
1. Large numbers of research units
2. Labor extensive data generation
3. More breath than dept
4. A random sample
5. Quantitative data and analysis
6. Preferably remote, close data generation.
Not all of these conditions can be met in this research, for example, the sample is not going
to be randomly chosen since the research is carried out on the clients of Towers Perrin.

1.3.3 Methods of data collection
The group respondents that I need information from in order to achieve the research
objectives are the clients of Towers Perrin, representing approximately 850 companies in
total.
The method of data collection in this case will be a questionnaire. The survey is of a crosssectional kind and an on-line questionnaire will be the instrument used for data-collection.
In the questionnaire, which will be sent to the respondents, questions of different kinds,
such as open questions, yes/no questions and multiple choice questions on the fields of
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general company information, financial company information and HR company information
will be asked. All the respondents will receive the same questionnaire.
The results will be analyzed with the help of the statistical program SPSS 16.0, or in case of
too little respondents, with PLS path analysis which stands for partial least squares analysis,
and is used to perform statistics on small numbers of observations.

1.3.4 Research planning
June 08 July 08

August 08 September 08

Choose topic
Write general proposal
Search and read relevant literature
Write detailed research proposal
Present research proposal
Design questionnaire
Select respondents
Send out questionnaire
Gathering results
Writing on research report
Interpreting results
Statistic analysis
Write conclusions and recommendations
Presentation of final report
Table 3. Research planning

1.4

Reader’s guide

In this chapter the motives and goals of this research are discussed as well as the research
design. The remainder of this research report will be constructed as follows. Chapter 2 will
provide a general framework explaining the importance of human capital, shareholders and
performance measurement for companies. Chapter 3 will provide the theoretical foundation
for the questionnaire, chapter 4 will discuss the methods for analyzing the results, chapter 5
will deal with the actual analysis of the results which will lead to conclusions and
recommendations in chapter 6.
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Chapter 2.
2.1

General framework

Introduction

The purpose of this chapter is to provide a context for this research. The developments that
cause the motive for this research will be addressed to provide more insight in why this
research is relevant. The first section will go deeper into the importance of human capital for
the survival of companies (2.2), section (2.3) will discuss the role and importance of
shareholders to companies and in section (2.4) the role of performance measurement in
linking human capital to shareholders is addressed. These three subchapters will show the
importance of investing in human capital, but still there are some great barriers against
implementing effective HR practices which will shortly be described in section 2.5. Finally,
section 2.6 will give a summary and an outlook to the next chapter.

2.2

The importance of human capital

The human capital of a firm can be defined as ‘all the abilities, skills and knowledge that its
employees possess’ (Edvinson and Malone, 1997).
Human capital is a firm’s most important source of competitive advantage these days (Bassi
and McMurrer, 2007). It is part of the intellectual capital of a firm, which is divided into
human capital, what is in the heads of people, structural capital, what is left in the
organization when the people go home, and customer capital, the value of the relationships
with suppliers, allies and customers as well as brand name and reputation. (see figure 2.).
Shareholder
value

human capital

Intellectual capital

Tangible capital

Structural capital

Customer capital

Figure 2. The relationship between human capital and shareholder value
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Until the 1980s mainstream management theory focused on the environment of a company
as the basis for understanding competitive advantage. Resources were assumed to be
homogeneously distributed within industries and in addition easily accessible by competing
firms (Porter, 1980). The role of management was to figure out smart ways to combine
products and markets given the environmental circumstances, such as the bargaining power
of suppliers and customers, entry barriers, and substitute technologies and products. After
the 1980s the resource-based perspective challenged this view: the thought was that
sustainable competitive advantage did not only arise from product-market combinations in a
given industry, but that it was due to the differences in organizational resources of different
kinds (Wernerfeld, 1989). Because resources are difficult to transfer or imitate the real
source of competitive advantage was to be found within the firm instead of in the
environment.
According to the resource-based view of the firm resources that can bring sustainable
competitive advantage to a firm have to meet four criteria (Barney, 1991; Flood and Olian,
1996), they have to create value for the firm, be scarce, be difficult to imitate and be hard to
replace. The only resource that seems to meet these criteria is human capital.
•

Resources have to create value for the company: People can be more or less valuable
to a company. Human capital wouldn’t be a source of competitive advantage if all
people would be equally productive. In that case a company will not be able to
distinguish itself from its competitors. This is not the case though. It is necessary to
employ people that are valuable to the company.

•

Resources have to be scarce compared to the competition: If human capital was not
scarce it wouldn’t be a source of competitive advantage. This is not the case because
competences and skills are normally distributed and thus per definition scarce.
Furthermore, a lot of new functions emerged that require talented people.

•

Resources have to be difficult to imitate: If human capital would easily be imitated it
would not be a feature with which a company can distinguish itself from other
companies. However, human capital is very difficult to copy in the short-term, the
reasons being that learning takes place at a relatively low speed; the learning process
is dependent on firm-specific factors and the knowledge is mostly applicable within a
specific context.
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•

Resources have to be hard to substitute: Although some qualities of people can be
replaced by improving technology there still are a lot of human qualities that cannot
be substituted. Also, people are able to renew their skills and capabilities
continuously and they are able to use them within different contexts.

Because human capital meets the conditions of being a resource that generates sustainable
competitive advantage, it was able to take over the place of financial capital as the most
important resource (Bassi and McMurrer, 2007). This shift in importance of resources that
generate sustainable competitive advantage is caused by external developments such as
globalization –due to technical developments such as the internet and air traffic, human
capital and information have become much more accessible, but at the same time these
developments increased the level of competition- and an increasing importance of
knowledge. From an industrial era we have entered a knowledge era. There is an increasing
demand for talented and skilled employees throughout all layers of a company, because the
layers beneath the executive level have become increasingly important for company survival
(Chambers et al., 1998), whereas the supply of talented people is not sufficient since
knowledge and skills are scarce per definition since they are subject to a normal distribution
(Flood and Olian, 1996). At the same time financial capital is abundant, the supply of
financial capital is even said to be so generous that it is hard for managers to find rewarding
capital budgeting projects and as a consequence they engage more and more in mergers and
acquisitions (Barlett and Goshal, 2002).
The importance of human capital as resource that generates sustainable competitive
advantage shows in the fact that for a lot of companies the human capital costs exceed the
costs of financial capital (Barber and Strack, 2005). Also the ratio between a company’s
market value and the cost of replacing its assets (Tobin’s Q) is getting larger in most
industries (Roos and Roos, 1997). This implicates that hidden assets (assets that do not show
up at the balance sheet such as knowledge of employees, customer and supplier relations,
brand loyalty, market position and knowledge) increasingly play a major role in the survival
of companies. This is also underlined by the fact that many senior executives realize that
successful companies will be those who do the best job of capturing, nurturing and
leveraging what employees know (Roos and Roos, 1997). Wright and McMahan (1992) also
point out the importance of human resources in the creation of company-specific
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competitive advantage, but they argue that companies do not always fully use this source of
profitability. Bailey (1993) concludes in his research that human resources are frequently
under-utilized because employees often perform below their maximum potential (because
their performance is not properly measured and managed?) but at the same time that the
efforts an organization puts in employees are likely to generate returns in excess of any
relevant costs.
Although human resources may often be under-utilized, we can conclude that they play a
very important role in a company’s functioning and create value for the company. The stock
market already reacted on this development and takes into account the value of intangible
assets. This can be concluded from the fact that even mature and capital intensive firms
have market values that exceed book values multiple times (Barlett and Goshall, 2002). In
the next section we take a look at the role and importance of shareholders in a company.

2.3

The role of shareholders

An enterprise cannot survive over the long run unless it earns returns greater than or equal
to the cost of the capital it uses to generate them. To achieve such returns, it must satisfy
the needs of all stakeholders (customers, employees, suppliers, creditors and community) to
keep the company sound in the longer term, and in the process, provide adequate
compensation to those who provide its capital, the shareholders, who have a more short
term view on the future of a company and whose main objective is creating shareholder
value.
A company’s shareholders collectively own the company. They are the residual stakeholders
after everyone is paid and they bear entrepreneurial risk on their personal capital. Although
they collectively own the company, the shareholders are not involved in the daily
management of the company. They do have a lot of power though that can change the
strategy of companies. Shareholder power relates to the influence that stockholders
(individuals or companies, including venture capitalist companies) have and can execute,
thereby dramatically affecting the direction of a company. Shareholders have, amongst
other things, the right to vote on matters such as elections to boards of directors, the right
to share in distributions of company income and the right to company assets during a
liquidation of the company.
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There are several different regimes of corporate governance that each have different
attitudes towards the importance of shareholders. Anglo-Saxon firms consider shareholders
to be the central focus of the firm whereas Rhineland firms apply a broader perspective
focused on a group of different stakeholders. For each regime the gains realized by a firm
will be divided differently; Anglo-Saxon firms will strive to maximize shareholder wealth and
Rhineland firms will divide wealth among all stakeholders. This is also congruent with the
theory of Hofstede, he divides all the cultures that exist into six clusters which are then
related to different governance forms (see figure 3), but also to different risk attitudes,
masculinity/femininity and other characteristics (for more information see Hofstede’s
dimensions). Although different forms of corporate governance take different perspectives
on the way shareholders are to be treated, there is no doubt about the key importance of
shareholders to a company, whatever the governance mode of a company may be.
Culture cluster

Countries

Organizational Culture

Contest

Anglo Saxon countries

Competition

Network

The

Netherlands

and Consensus

Scandinavia
Family

Azia

Loyalty and hierarchy

Pyramid

Latin America, Greece, Russia Loyalty,
and others

Solar system

France,

French

hierarchy

and

implicit order
speaking Hierarchy and

impersonal

countries and neighbouring bureaucracy
countries
Machine

Germany, German speaking Order
countries and neighbouring
countries

Figure 3. Hofstede’s clusters and accompanying organizational cultures (Hofstede).

Because of the importance of shareholders companies strive to enhance shareholder value.
This management principle, also known as value-based management, states that the
interests of shareholders should be first and foremost in any business decision.
(www.lookout.atosconsulting.com, August 2008)
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Within a company managers act on behalf of the shareholders, however, the interests and
the risk attitudes of these two groups do sometimes conflict (Jensen and Meckling, 1976;
Eisenhardt, 1989):
•

Managers are more risk averse than shareholders

•

Managers have different personal goals from shareholders

•

The actions of managers cannot be fully observed by shareholders: information asymmetry

Therefore shareholders have an incentive to lower these ’agency problems’
•

Performance measurement is a method of monitoring behavior

•

The outcomes of performance measurement can be used for variable
compensation in order to align interests

A similar problem is present between management and the employees of the firm.
We may conclude that shareholders are very important to companies, they have a lot of
power and because they own the company the management of the company needs to
incorporate the objective of shareholders to increase shareholder value in its business
strategy. But, as I just mentioned, the views, interests and risk attitudes of shareholders and
management do not always correspond. Performance measurement can solve these socalled agency problems.

2.4

The function of performance measurement

The ultimate objective of shareholders is to increase their wealth. A company creates value
for the shareholders when the shareholder return exceeds the required return to equity In
other words, a company creates value in one year when it outperforms expectations.
Companies are more or less obliged to make this objective part of the business strategy. This
attention for the objectives of shareholders has resulted in new methods of performance
measurement since performance measurement has the ability to ensure that both
management and employees will try to satisfy the shareholders of a corporation (Jensen and
Meckling, 1976).
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According to Neeley et al. (1999) there are two reasons to use performance measures. They
can be used as part of the planning and control cycle, giving decision makers feedback on
realized results and they can be used for behavioral steering. Measuring company
performance is also important for personnel psychology and management research because
it shows how and whether organizational practices and processes affect the bottom line.
Shareholders can use performance measures to monitor the managers and align their
interests with those of the shareholders by means of incentives. Also managers can use
performance measurement to monitor employees and to align their interests with that of
the management by means of incentives (Jensen and Meckling, 1976; Eisenhardt, 1989).
Creating shareholder value depends on effective management and therefore – since
companies tend to manage what they measure and fail to manage what they don't - on
effective measurement. The different performance measures all provide a recipe for value
creation in their own way. Performance measures should be aligned with shareholder value,
but also provide a meaningful way of monitoring performance (Baker, 1992).
Currently there is a wide range of performance measures. Different measures accommodate
space for differences in performance antecedents (Lenz, 1981); research fields (Hofer, 1983);
stakeholder perspectives (Devinney and Milde, 1990) and strategic choices (Steers, 1975).
On the other hand this wide array of performance measures can lead to confusion (Lewin
and Minton, 1986).
Organizational effectiveness is the single most important measure of the (commercial)
success of a company (Devinney et al., 2005). Financial performance is part of organizational
effectiveness (Cameron and Whetten, 1983) (figure 4).
Organizational
effectiveness
Financial performance
Financial and operating
performance

Figure 4. Financial performance as part of organizational effectiveness (Cameron and Whetten, 1983)
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Performance can be measured by using financial indicators, operational indicators or both.
The data can be collected from primary sources (directly from the organization) or from
secondary sources (publicly available records). Also, the measures can be subjective or
objective in nature. Subjective measures are used to measure overall relative performance,
objective measures are often more specific and measure absolute performance. The
advantage of subjective measures is that they are more flexible and applicable due to the
absence of structured market or accounting rules, the disadvantages are that the quality of
subjective measures is distorted by a response bias, - a view of reality that enhances selfesteem (Taylor and Brown, 1988) and by a defensive reaction to things that distort the self
image (Jensen, 1999). However, subjective and objective measures are strongly related (Wall
et al., 2004). Therefore Devinney et al. (2005) conclude that the research context should
determine the choice between subjective and objective measurement. Furthermore,
measures can be constructed for internal or external use (Devinney et al., 2005) and they
can be constructed to cover specific organizational areas.
Since people have, and still, become more and more important to a firm’s profitability and
survival, and the full potential of human resources is not being used yet, proper
management and measurement of human capital should be able to enhance a firm’s
performance and have a positive effect on the total shareholder return. Focussing only on
financial capital gives an incomplete view on the value of a company. Shareholder value
creation is an important performance objective, while human capital is an important driver
of performance.

2.5

Developments in the implementation of effective HR-practices

Although Human Capital is very important for the survival of firms, there still is a focus on
valuing and measuring financial capital. This has disadvantages because HC management is
oriented towards the future while financial accounting and measurement is always looking
backwards. HC measurement is further claimed to capture so called soft facts (qualities),
while financial accounting is believed to focus on hard facts (quantities). Finally, HC
measurement is seen as a resource oriented concept with a focus on the causes of value
creation, while financial accounting is seen as reflecting the outcome of the latter
(Bornemann, Knapp, Schneider and Sixl, 1999). By focusing on financial capital rather than
on Human Capital, investments in Human Capital are treated as costs rather than as
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investments that can in the future generate added value for the company. Using this cost
perspective on investments in Human Capital lowers the net results of a company since costs
are accounted for in the period they are made, while the added value for the company may
well exceed the costs made, but not necessary in the same accounting period the costs were
made. There is hardly any notion what these investments in Human Capital generate in
terms of financial returns (Bornemann, Knapp, Schneider and Sixl, 1999). This implies there
is a need for a way to measure the return on Human Capital, for linking investments in
people to improved business results.
Despite the focus on measuring quantitative performance there is a trend towards
qualitative performance measurements including innovation, personal and customer
satisfaction, instead of only financial evaluation (Eccles, 1991). There is no approved method
to link Human Capital investments to business performance yet, although a lot of models
have been developed by academics and also by consultancy companies.
Kaplan and Norton (1992, 1993, and 1996) introduced the Balanced Scorecard to help
managers combine performance measurement from different perspectives on a daily basis.
Building on the Balanced Scorecard, Skandia (a Swedish insurance company) developed and
implemented a way of visualizing and measuring intellectual capital. It defines intellectual
capital as what is in the heads of employees (Human Capital) and what is left in the
organization when people go home (structural capital). Structural capital in its turn can be
divided into three areas, being customer focus, process focus and renewal and development
focus (Oliver, Marchland and Roos, 1996). The initiative of Skandia has been followed by
other companies. A good measurement system should be descriptive, detailed, actionable
and cost effective (Bassi and McMurrer, 1998). A few examples of measurement systems
and their pro’s and con’s according to these measurement standards are (Bassi and
McMurrer, 1998):
•

The balanced scorecard, developed by Kaplan and Norton which helps organizations
focus on the leading indicators of future business results. It falls short on the people
component: too little companies have sorted out which people measures are the
important drivers of future business results and thus relatively irrelevant business
descriptives are provided.
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•

Employee satisfaction surveys, they provide highly detailed descriptive data, but they
do not provide a link between the descriptives and the prediction of business results.

•

Gallup Q12, a tool of Gallup’s consultancy services, it is a well research-based
measurement tool that has identified a core set of measures to predict business
results, but it is based on the assumption that 12 key attributes are equally important
in all organizations, not all the information it generates is actionable, and it is not
always seen as impartial since it is designed as a part of consultancy services.

•

HR scorecard, based on the balanced scorecard, it is used to analyze and benchmark
the efficiency of an organization’s HR function. It is very descriptive, but not
predictive.

•

Kirkpatrick levels 1-4, these are used to evaluate the impact of training interventions,
but they fail to answer why the results are what they are. They give actionable
information as to whether a training course should be continued, but they do not
provide actionable insight in how to improve outcomes.

•

ROI, return on investment evaluations are used to evaluate training information
(Kirkpatrick level 5) as well as other HR initiatives. It is difficult to use because it
requires that a credible estimate on what would happen in absence of the
intervention. Also it can occur that ROI estimates are used to justify staff positions or
budgets. Furthermore, the results are suspect when the measures are motivated by
any purpose other than providing the information and insight necessary for
improving organizational outcomes. Finally, there is a historical focus, and thus no
actionable information about future outcomes.

This enumeration shows there is a lot of research activity and attention from the academic
world as well as from companies. At the same time it shows that there are so many different
methods to measure the return on Human Capital, with as many different viewpoints and all
of them with specific strengths and weaknesses. There is no uniform standard for measuring
the return on Human Capital (yet).
Measuring and monitoring the effects of investments in human capital and aligning it with
business results, strategy, shareholder value etc. can be very useful for several reasons:
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•

The management of human capital can be improved which will have a positive effect
on the organizational performance and thus on shareholder value creation

•

Companies can see if they manage their human capital effectively (whether HR
interventions have effect) by measuring performance in time

•

HR managers can more easily communicate their objectives and obtained results to
the board and the people they manage

•

The compensation of executives can also be aligned with their ability to manage
human capital

•

Companies can compare themselves to a relevant peer group and change their
strategy or HR policy if necessary

•

This way the focus of management attention is put on human capital as well as on
financial performance (Bassi and McMurrer, 2005)

Despite the fact that effective HR-systems are very valuable for organizations they are not
used on a large scale. Osterman (1994) concluded that effective HR practices are increasingly
used, but that the usage is still less than to be expected considering their significant value to
the company. In literature several causes are suggested (Pfeffer, 1996; Goldratt, 1983):
•

There is no general accepted way to measure the return on Human Capital;
companies do not know what to measure, how to measure it and how to use the
results.

•

Implementing effective HR practices may reduce the influence and power of
managers in favor of the employees.

•

In a lot of organizations most of the management attention goes to the development
of product-market strategies and financial management, there is only little attention
for HRM. Both the marketing and the financial management perspective do not
consider HRM a priority. An Israeli management guru named Goldratt (1983) once
described the financial perspective as the main enemy to the HR perspective as
follows: “Accounting is the number one enemy of productivity”.

•

Goldratt (1983) also explains that the costs for recruitment, training and
development of employees are accounted for in the period they were made. This
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makes it very tempting for managers to cut in those costs, because that will
immediately influence the financial results of a company in a positive way. Only after
a while this kind of cutting costs will generate negative effects, but by then the
responsible manager is most likely to be promoted to a higher function because of
the good results he generated.
•

Initiatives for effective HR-practices often come from the HR-department. This
department often doesn’t have as much power in an organization as for example the
financial department. This lowers the chance of success of such initiatives, it would
be nice for HR if their case could be backed up with financial data, which is in most
organizations better understood and appreciated then just a ‘soft story’.

•

When circumstances are tough people often think a company needs a tough leader
to survive, which leaves little room for ‘soft’ HR.

•

People often find it difficult to admit that their past behavior; actions and decisions
were not optimal. They tend to be consistent in their behavior, which makes it
difficult to change the way management handles employees. Experience shows that
it is easier to introduce effective HR-practices in an experimental setting than in an
existing work environment.

•

Implementation of effective HR-practices has consequences for the influence and
position of all employees. For managers implementing effective HR-systems often
means they have return some respect and influence in favor of teams and other
employees. It is not surprising managers can be reluctant to do so. Issues like
symbolic equality, information sharing and decreasing the differences in pay can be
very threatening in their perception. Since managers have a big say in change
processes within an organization this can be a great barrier for implementing
effective HR-practices.

•

For smaller companies it might just be too expensive to implement HR-practices, or
unnecessary because it is small enough to keep overview.

•

According to McGregor (1960) every manager considers himself to be a natural social
scientist and all his actions are based assumptions, generalizations and hypotheses,
on theory. These assumptions often are implicit and unconsciously made. But a lot of
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managers are not willing to question the validity of their assumptions and are not
very open-minded towards social science and knowledge because often it conflicts
with their own perceptions of what is right.
•

Also, investing in Human Capital can be quite a risk to companies, the value of an
education, or associated occupation, may shift over time in response to changes in
technology, product demand patterns or relative supply (Hartog, Ophem and Bajdechi,
2004). There are a lot of companies that strive towards flexibility and want to

anticipate on things that happen here and now, not over a while, as is the idea of
investing in Human Capital. These companies often like to work with (a large
percentage of) flex-contracts. Also from the side of the employees it cannot be
certain they want to work for the same company for a long time. There is a very
dynamic labor market with heavy job-rotation nowadays. These are developments
that do not stimulate investments in Human Capital.
HR investments are only valuable if they go hand in hand with an HR policy that is focused
on retaining employees, by means of motivating them, gaining their trust, involving them,
engaging them etc. Only then focused HR investments can be used to their full potential.

2.6

Summary and outlook to next chapter

From this chapter we can conclude that human capital and shareholders are very important
to organizations; one provides the financial capital and the other the competitive advantage
that are both necessary for a healthy company. There is one problem though, these two
groups sometimes have conflicting views. Performance measurement can be used to
overcome these agency problems because it is able to align the interests of managers and
shareholders, but also of employees and managers. Performance measurement can be used
for feedback on realized results and for steering behavior.

In theory it is plausible that investing in human resources leads to better financial
performance, although there are some barriers against implementing effective HR practices.
The question remains whether it also shows in practice that investing in human capital has a
positive effect on business results.
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The next chapter will address findings from former research linking HC investments to
improved business results, thus providing a basis for a conceptual model for the
questionnaire.
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Chapter 3.
3.1

Theoretical framework

Introduction

In chapter 2 I addressed the roles and importance of human capital, shareholders and
performance measurement and argued that in theory it sounds plausible that investing in
human resources leads to better financial performance. What is measured often is also
managed, and what is properly managed leads to better results. Applied to this research this
can be translated in that regardless of which method of measuring the costs and effects of
HC investments is used, measuring the costs and effects of aimed investments in HR
activities leads to improved financial performance (and thus to increased shareholder
wealth). The question remains whether it also shows in practice that investing in human
capital has a positive effect on business results. In order to investigate this a questionnaire
has to be designed based on theoretical foundation from former research (see chapter 3).
The aim of the questionnaire is to find out whether measuring the costs and effects of aimed
investments in HR activities leads to better financial performance.
I will address some findings from former research (3.2), both literature (3.2.1) and
conceptual models (3.2.2), that link human capital to business performance. The problem of
reversed causality will be addressed in section (3.2.3). In section 3.3 the model Paauwe
(2004) designed will be explained because this model will provide the theoretical basis for
the questionnaire. In section 3.4 the conceptual model for this research will be provided and
finally an outlook will be given on the next chapter (3.5).

3.2

Research linking HR investments to business results

3.2.1 Literature linking HRM to performance
A lot of research has been conducted that shows a strong correlation between human
resource practices and different kinds of organizational success.
Huselid et al. (1994, 1995) investigated 968 companies from different industry sectors with
more than 100 employees and a turnover that exceeds five million dollar. They developed an
HRSOPH index (HRSOPH: HR management practice sophistication) with a scale from 0-100,
that measures the quantity and quality of the resources spent on recruitment, assessment,
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evaluation, rewards, procedures, information sharing, attitudes and participation of
employees.
In their research Huselid et al. (1993, 1995) tested the relationship between HRSOPH and
objective measures of turnover, productivity and financial performance. It appeared that a
difference of one standard deviation on the HRSOPH scale corresponded with a 7% higher
turnover per employee, with 16% higher productivity per employee and with an increase in
turnover of 27,044 dollar, an increase in market value of 18,641 dollar and an increase in net
profit of 3.184 dollar. In short they conclude that firms with a higher value on the HRSOPH
index perform significantly better economically.
Doucouliagos (1995) performed a meta-analysis on 43 researches on different forms of
participation, like participation in decision-making, profit sharing, collective ownership, and
concluded that every investigated form of participation is positively related to productivity.
An MIT investigation at 62 companies in the automobile branch (MacDuffie, 1995) showed
that an important part of the variation in economic performance is related to human
resource practices like contingent compensation, (it should be noted that team
compensation is more related to success than individual compensation) emphasis on
training and relatively small differences in status.
Kravetz (1988) performed a research on the relation between HR practices and company
performance at 150 of the Forbes 500 companies. The measure he used was Human
resource Progressiveness (HRP) which included 1- the extent to which career path
development and training are brought in practice, 2- the amount of participative
management, 3- Flexible work schedules, 4- the emphasis on people in the culture of the
firm. Results were that HR progressive companies had approximately 64% more growth in
turnover, 61% higher profit margins, a profit growth four times higher, and more increase in
earnings per share than less progressive companies.
Between 1989 and 1994 Wellford, Hartcastle and Zell (1994) investigated the enormous
increase in productivity at NUMMI (New United Motor Manufacturing, a joint venture of
Toyota and General Motors in California). They concluded that the increase in productivity
was primarily initiated by the new culture which contained the following properties: 1Management and employees acknowledge their mutual dependence of each other, 2-
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Employees feel safe and have trust in being treated in an honest manner, 3- The production
system consisted of interdependent relations throughout the whole company, 4Management made an effort to turn the everyday stress and conflicts into trust and mutual
respect.
A somewhat different research was performed by Collins and Portras (1994). Between 1988
and 1994 they interviewed 700 CEOs of American companies they admired most. Based on
these interviews they created a list of 18 so called visionary companies. 16 of those
companies appeared to be older than 60 years. These companies distinguished themselves
from other companies in the fact that they had a strong focus on their employees and the
ability to learn and exchange knowledge. These 18 companies gave a low priority to
maximizing shareholder wealth, but paradoxically surpassed the stock market with a factor
70.
After an extensive literature review Pfeffer (1994) states that good HR practices account for
gains of 40% more in most of the studies he reviewed. He formulated the following 16 best
practices:
1. Job security

9. Training and development of skills

2. Selective recruitment

10. Rotation and multi-skilling

3. High wages

11. Symbolic equality

4. Performance pay

12. Limit great differences in wages

5. Personnel participation

13. Internal promotions

6. Information sharing

14. Long-term perspective

7. Participation and empowerment

15. Measurement and monitoring of HR-practices

8. Team and function re-design

16. An organization wide management-philosophy

Table 3. Best practices (Pfeffer, 1994)

Job security: This creates loyalty and the willingness among the employees to make an extra
effort for the organization. Continuity in job-relations also has the advantage that
investments in training pay off more. Job security doesn’t have to lead to underperformance
of employees, especially not when working in teams and linking performance to rewards.
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Selective recruitment: Employees differ significantly in their productivity. Careful recruitment
pays off greatly, while not being careful in who you hire can lead to unnecessary high costs.
There is also a symbolic value to being selective in your recruitment process, when an
employee comes into the organization after a careful selection he will feel that 1. He is going
to be part of a special organization, 2. The expectations about him are high, which can be
very motivating and 3. The organization recognizes the importance of people.
High wages: Wages higher than the market indicate that the organization appreciates its
employees. This makes an organization attractive in the eyes of employees. In organizations
that pay relatively high wages employees are on average more satisfied, work harder and
are more likely to stay longer in the organization (Levine, 1992). The extra costs for the
higher wages are thus compensated by a higher productivity.
Performance pay: People want to have a part in the profits. When the financial results of an
organization improve without employees being able to share in the success it will be
perceived as unfair, which will weaken their engagement to the company.
Personnel participation: By means of personnel participation the interests of shareholders
and employees can be brought more in line with each other. This way both employees and
shareholders will be more likely to choose for a long-term perspective. Personnel
participation will have positive effects on both the financial and non-financial dimensions of
the organization.
Information sharing: To involve employees in the goals and performance of the organization
it is necessary to explicitly inform them about these things. About the chance of this
information getting in the hands of the competition Robert Beck of the Bank of America said:
“competitors almost certainly knew the information already, typically, the only people in the
dark are the firm’s own employees”.
Participation and empowerment: Autonomy is one of the most important dimensions of
working. Autonomous employees have the possibility to make improvements to their job.
Controlling their own work process makes employees more satisfied and increases
efficiency.
Team and function re-design: Hierarchy is to a certain extent replaced by working in teams.
In teams people get feedback and are controlled by the other team members. Team work
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has some advantages to the company: it enhances learning from other people and it fulfills
the need of people to have contact with other people.
Training and skill development: By investing in training and development the organization
enlarges the possibilities, value and employability of employees. This immediately affects
the flexibility and results of the organization in a positive way. An indirect effect of training
and development is that people feel more valued by the company, which leads to a greater
commitment.
Rotation and multi-skilling: By letting employees perform more different tasks their work
becomes more interesting. By means of job or task rotation a company can prevent the
same people always doing the less nice jobs; besides, new people that are assigned to task
usually have fresh and new insights and thus can easier locate areas of improvement. Multiskilling increases the employability and the value of employees on the labor market.
Symbolic equality: By creating a structure of relative equality the organization decreases the
feeling of us versus them, which enhances communication.
Limiting great differences in wages: By keeping the wages relatively equal a sense of
community is created. It increases productivity and commitment of employees on the lower
levels of the organization.
Internal promotions: Employees perceive it to be stimulating when people get internally
promoted; there is a sense of fairness to it.
Long-term perspective: Building a competitive advantage through people takes time, but,
when eventually created, it is sustainable and difficult to imitate.
Measurement and monitoring of HR practices: Measuring HR-practices is sensible because
what is measured draws attention and stimulates behavior.
An organization wide management philosophy: Adopting HR-practices without linking them
to the management philosophy is not very meaningful.
These researches are almost only American researches and they adopt a shareholder
perspective, paying little or no attention to other stakeholders such as employees, trade
unions etc. They largely focus on financial outcomes such as productivity, or financial
performance indicators such as Tobin’s Q, ROI, assets or equity. In the Netherlands there is a
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less extensive tradition of empirical research on the relation between HR-practices and
success of an organization. There is a different governance mode than in Anglo-Saxon
countries, in the Netherlands, as in most European countries, a stakeholder perspective is
applied. Outcomes such as absenteeism, employee turnover, commitment, motivation,
satisfaction, trust, conflict and social climate are included in HC measurement. Comparing
American research to Dutch research is interesting because of the differences between
American and Dutch companies regarding the treatment of their employees (Gordon 1996)
but it will not be done in this research. Paauwe (1996) states that 10 to 12 of the sixteen
best practices formulated by Pfeffer are commonplace in the Dutch companies and thus do
not provide a source of competitive advantage (Jansen, 1997). The practices formulated by
Pfeffer that are not commonplace in Dutch companies are selectivity in recruiting, incentive
pay, cross-utilization and cross-training, symbolic egalitarianism, monitoring of practices and
all-embracing philosophy.
Schreurer, Krancher and Manders (1993) performed a research on the application and value
of HRM researches at 58 companies. They operationalized HRM as opposed to traditional
personnel management on four features:
•

HRM takes the point of view that employees are more than a cost and that better
usage of the human potential leads to better business performance;

•

HRM integrates personnel management and the strategy of the organization;

•

HRM speaks of line integration, the responsibility for the employees is primarily one
of line-managers and not solely of HR-managers;

•

HRM tunes its HR instruments to match them.

The conclusions of their research are somewhat surprising: 1) HRM is no pre-requisite to
success and 2) the choice for HRM is not influenced by the dynamics of the environment, but
rather by the nature of the job and the required level of education.
Leget (1997) performed a research in 91 organizations, 61 profit and 30 non-profit, to
investigate whether there is a significant relation between social and HR-policy on the one
hand and commercial success on the other hand. The research focuses on elements in the
social and HR-policy that contribute to the success of the business. He draws the following
conclusions for successful organizations, as opposed to less successful organizations:
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•

In successful organizations there is more focus on career path planning and
management development. They also work more with variable rewards and more
supervision.

•

When making HR-plans, successful organizations use the plans that already exist
within the organization, while less successful companies are fonder of ad hoc
planning.

•

In successful organizations it is less desirable to let the HR-manager make the social
policy.

•

In successful companies it is perceived less desirable that HR-management is
responsible for the execution of the social policy.

•

In successful firms it is preferred that the regular tasks of the HR-staff are transferred
to the line managers. This way they also want to diminish the responsibilities and
powers of the HR-department.

•

In successful organizations there is a little more attention for the environment.

•

In both types of organizations scanning the environment is part of the HR-function.

3.2.2 Conceptual models explaining the relationship between HRM and
performance
Besides literature investigating the link between human capital and performance, also
conceptual models were developed. The first conceptual models explicating the relationship
between HRM and performance are the classical models of Beer et al., (1984) and of
Fombrum et al., (1984). Beer et al. link HRM policy choices with respect to employee
influence, human resource flows, reward systems etc. to HRM outcomes (the four C’s:
commitment, competence, congruence and cost effectiveness) which have an effect on longterm consequences such as organizational effectiveness, individual well-being and societal
well-being (Paauwe, 2004). Fombrum et al. developed the so-called HR cycle in which four
crucial HR practices (selection, rewards, appraisal, and training/development) contribute to
performance at both individual and organizational level.
In 1987 Guest developed a normative model in which he identifies four policy goals:
integration, employee commitment, flexibility/adaptability and quality. In his model these
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goals serve as human resource outcomes and they generate organizational outcomes such
as high job performance and low turnover.
The general view on HRM activities, outcomes and performance is visualized in figure 5.

Reversed causality
+
+
HRM
activities

+

HRM
outcomes

+

Firm
performance

Contingency and/or control variables

Figure 5. General overview of the linkage between HRM activities, outcomes and performance (Paauwe and
Richardson, 1997)

The latest developments in building theoretical frameworks focus on the amount of boxes
between HRM and firm performance.
Becker et al. (1996) developed a model of the HR-shareholder value relationship. They
assume that business and strategic initiatives affect the design of HRM systems, which in
turn affect employee skills, employee motivation and job design and work structures. These
factors have an impact on productivity, creativity, discretionary effort etc. The final box of
the model represents the market value of the firm (see figure 6.).
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Figure 6. HR-shareholder value relationship (Becker et al., 1996)
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At about the same time Guest (1997) presented a conceptual model for linking HRM and
performance (see figure 7.) In contrast to Becker he focuses on HRM practices rather than
systems. He assumes that only when the HRM outcomes flexibility, quality and commitment
are achieved behavioral change and thus higher performance can be achieved.
These models have similar underlying assumptions (Paauwe, 2004):
•

Vertical fit is a necessary condition for success (the link between strategy and design
of HRM systems or practices).

•

There is a linear relationship between HRM and performance (also Huselid, 1995 and
Arthur, 1994).

•

There is a sequential link between HRM design and market value/financial
performance.

•

Financial performance, represented by profits, growth and market value, is the final
outcome and therefore representative of organizational performance and success.
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Customer
complaints

Security

Figure 7. Linking HRM and performance (Guest, 1997)

Given the link between employee behavior, HRM and company performance, a company’s
HRM practices should be related to at least two dimensions of its performance (Roos,
Fernstrom and Pike, 2004). First, superior HRM practices should directly affect intermediate

46

outcomes, such as turnover and productivity, since employees directly control them.
Second, if the returns of HRM practices exceed their costs, then lower employee turnover
and greater productivity should in turn enhance corporate financial performance. Huselid
(1995) provides broad evidence that investments in such practices are indeed associated
with lower employee turnover and greater productivity and corporate financial
performance.
Although intellectual capital has become more important than traditional assets (Barber and
Strack, 2005), and a link between aimed human capital investments, employee satisfaction,
employee productivity and improved financial results is established according to a lot of
literature, still only a few companies make serious efforts to capture, measure and manage
the results of investments in human capital.
There are statements though that are used by a growing number of companies explaining
the conditions for future value creation rather than financial results and they are called
intellectual capital statements. They combine numbering, visualisation and narration to
account for organizational value creation (Mouritsen, 2000). Companies with good reporting
tend to take Human Capital seriously, receive good employee survey results and have robust
HR practices (Creelman and Ulrich, 2006). Disciplined HR-reporting improves a company’s
image with stakeholders. Stakeholders become concerned that the company will not be
investing in future results if a company cannot show good HC-practices or outcomes.
Investors value transparency; they want transparency, even if it is not flattering. Improved
HR-reporting also helps HR managers clarify what really matters (Creelman and Ulrich,
2006).

3.2.3 Reversed causality
One of the major problems regarding conceptual models is that it is almost impossible to be
sure about the causality of the different relationships.
There is an uncertainty about the causality of events when talking about HR investments and
firm performance. This is due to the fact that nearly all studies use cross-sectional data that
do not permit tests on causal ordering. A longitudinal research could solve that problem, but
those studies are expensive and difficult to perform. Does better firm performance lead to
investments in HR activities or do investments in HR activities lead to better firm
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performance? The relationship between HRM-activities, HRM outcomes and business results
is shown in figure 8.

Figure 8. The relation between HRM and business results.

It is not really obvious where the circle starts and where it ends, which represents the
difficulty of causality in this matter. Do HRM activities influence business results or do
business results influence HRM activities, or are both situations true? A few conclusions
derived from research on this subject are stated below:
•

A study by Guest et al. (2003) using both cross-sectional and longitudinal data
supports the view that profitability creates scope for more HRM rather than vice
versa (for a possible chain of event see figure 7.).

•

Increasing profit results in higher investments in training and vice versa (Hendry et
al., 1989).

•

High performance organizations use advanced human resource management
strategies and techniques to attract and retain talent (Hiltrop, 1999).

•

A (financially) better firm performance leads to investment in HRM practices
(Laroche, 2001).

It seems that the causality goes either way, so there is no obvious start of the circle, but
there are some indications that good business results trigger HR investment stronger than
vice versa. For the sake (simplicity) of this research I assume the circle starts with HRM
activities and ends with business results. This approach can be validated by the fact that this
is done a lot in literature and it is not better or worse than starting somewhere else in the
circle. An example of a possible chain of events is shown in figure 9.
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Profitable company aware of
importance HC

Improved business results
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More productive employees

Satisfied employees

Measuring the effectiveness of
HR efforts
Reveal company-specific
drivers of profitability

Aimed HR investments

Figure 9. Possible chain of events in company

3.3

Constructs linking HRM to performance

In most research HRM activities lead to HRM outcomes, which lead to business results.
Paauwe (2004) visualized this in a model (Figure 10.). In this part I will explain the underlying
connections of the model he developed, because this model is also going to be the basis for
this research and thus for the questionnaire. The first section will address the impact of HRM
activities on HRM outcomes; the second part addresses the impact of HRM outcomes on
firm performance. Also the impact of contingency variables on HRM outcomes and
performance will be explained.
This information is given in order to show that HRM activities do influence HRM outcomes
and eventually firm performance, which supports the view that companies that measure the
costs and effects of investments in HR activities will generate better financial results than
companies that do not measure the costs and effects of their expenses on human capital to
their financial returns.
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1. Organizational level: age, size, technology, capital intensity, degree of unionization,
industry/sector, etc.
2. Individual level: age, gender, education level, job experience, nationality, etc.

Figure 10. HRM activities in relation to HRM outcomes and firm performance (Paauwe, 2004).

3.3.1 Impact of HRM activities on HRM outcomes
Recruitment and selection:
Recruitment and selection is one of the most important HRM activities (Fobrum et al., 1984).
Its major purpose is getting the right people on the right spot. Careful employee selection is
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positively related with perceived profit, market share and investments in the near future and
it is negatively correlated to employee turnover (Verburg, 1998). Huselid (1995) subscribes
this finding, he concludes from his research that careful recruitment and selection
contributes to a higher productivity and an increased market value to the company.
Moreover employee retention is positively influenced by carefully selecting the right people
for the job (Huselid, 1995) and staffing selectivity is positively related to perceived market
performance (Delaney and Huselid, 1996).
HR planning:
Koch and McGrath (1996) investigated the effect of sophisticated human resource planning
activities on employee productivity and concluded that they are positively correlated.
Rewards:
Rewards are also one of the four major HR practices according to Fobrum et al. (1984). They
say that rewards contribute to performance at both individual and organizational level.
Rewards can be a combination of fixed, variable, performance-based, based on long or short
term incentives, secondary work conditions etc. and it is a very strong incentive which is
positively correlated to the different dimensions of performance of the firm (Kallenberg and
Moody, 1994), such as product quality, product development, profit, market share and
growth in sales. Also good reward systems are positively related to perceived profit, market
share and investments in the near future (Verburg, 1998).
According to Kallenberg and Moody (1994) higher rewards contribute to a better social
climate between management and the other employees and to a decrease in employee
turnover (Arthur, 1994). Perceived high wages as well as perceived high secondary work
conditions are positively related to trust in decision making, perceived employee job security
(Boselie et al., 2000), employee satisfaction (Boselie and van der Wiele, 2001) and negatively
related to intention to leave the organization (Boselie and van der Wiele, 2001). Stock option
plans for employees are a form of rewards which influences productivity in a positive way
(Doorewaard and Meihuizen, 2000). Another item that influences employee productivity
positively is performance related pay (Lazear, 1996); and it also motivates employees
(Dowling and Richardson, 1997). It enhances trust and organizational commitment
(Appelbaum et al., 2000). Performance related pay, as well as profit related pay and
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employee ownership schemes, is also positively related to profit and financial performance
in general (Leget, 1997; McNabb and Whitfield, 1997). Another form of rewards, incentive
pay, has a positive impact on perceived organizational performance (Delaney and Huselid,
1996). Outcome-based incentives on sales, customer satisfaction and profit increase with
the intensity of competition and the proportion of upscale customers, and decreases with
the amount of supervision (Banker et al., 1996).
Participation:
Involving employees in decision making etc. is very important for their organizational
commitment (Wallace, 1995); it results in a better social climate (Fernie et al., 1995) and it is
positively related to trust in decision making and perceived job security (Boselie et al., 2001).
Practices aiming at generating commitment have a positive influence on productivity and
product quality (Fernie et al., 1995). This is very important because organizational
commitment is correlated to better results. Commitment oriented HR systems are
developed and they have a positive influence on productivity and they result in a lower
turnover (Arthur, 1994). Working in teams for a longer time also improves the quality and
labor productivity (Banker et al., 1996).
Internally consistent HR.
Stimulating personnel management has a positive impact on employee commitment,
organizational support, training and education facilities, level of education and expectations
with respect to wage increases, while at the same time it has a negative impact on illness
(Leijten, 1992). To be effective though, the personnel management should be internally
consistent, because internally consistent HR practices are positively related to higher quality
and productivity (MacDuffie, 1995). The supporting HR work systems that are designed to
boost performance influence productivity in a positive way (Appelbaum et al., 2000) and
high involvement work practices are positively related to employee retention and firm
productivity (Guthrie, 2001).
Decentralization:
In his research Arthur (1994) states that decentralization of authority will result in a lower
degree of turnover.
Training:
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Training is also one of the four most important HR practices as defined by Fobrum et al.
(1984). It is proven to positively influence the different dimensions of performance of the
firm such as product quality, product development, profit, market share, growth in sales
(Kallenberg and Moody, 1994). More investment in training results in higher profit
(Kallenberg and Moody, 1994; d’Arcimoles, 1997) and in a lower degree of employee
turnover (Arthur, 1994). Moreover, training has a positive impact on the relationship
between management and employees (Kallenberg and Moody, 1994) and on perceived
organizational performance (Delaney and Huselid, 1996). Management development is
positively related to profit (Leget, 1997) and managerial focus on training is positively
related to perceived profit, market share and investments in the near future (Verburg,
1998). Training practices, both formal and informal, affect perceived organizational
performance positively (Harel and Tzafrir, 1999) and are positively related to employee trust
and intrinsic motivation (Appelbaum et al., 2000). This is also subscribed by Boselie et al.
(2001) who state that training and development are positively related to trust in decision
making and perceived employee job security.
Opportunities for internal promotion:
Employees perceive it to be fair when a promotion comes from within the company instead
from outside the company. Getting someone from outside the company to do the job can be
interpreted as a way to say that the skills and expertise needed for a specific function cannot
be found internally, or that there is little or no opportunity to grow in the company. This may
lead to unmotivated employees, less trust in decision making and less commitment, while on
the other hand internal promotion opportunities are positively related to perceived profit,
market share and investments in the near future (Verburg, 1998) as well as to organizational
commitment and job satisfaction (Appelbaum et al., 2000).
More autonomy:
Autonomy is positively related to job satisfaction (Wallace, 1995), employee trust and
intrinsic motivation (Appelbaum et al., 2000). Employees are more motivated when they get
responsibility which leads to better performance.
Formal procedures:
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Formal procedures with respect to downsizing are positively related to the number of
dismissals/lay-offs (Fernie et al., 1995).
Coaching:
Coaching of employees is very important for the functioning of the employees and thus also
of the organization; it is positively related to profit (Leget, 1997). Support of direct
supervisor enhances trust in decision making and perceived job security (Boselie et al., 2001)
and to employee satisfaction, while it is negatively related to intention to leave the
organization (Boselie and van der Wiele, 2001).
Information sharing:
Information sharing is positively related to trust in decision making, perceived job security
(Boselie et al., 2001) and employee satisfaction and it is negatively related to intention to
leave the organization (Boselie and van der Wiele, 2001).
Employment security:
From the perspective of (most) employees it is very desirable to have job security, especially
when they have a family to take care of. Employment security is positively related to
productivity, employee trust and organizational commitment (Appelbaum et al., 2000).

3.3.2 Impact of HRM outcomes on firm performance
Employee satisfaction:
Employees who are satisfied with the jobs they are doing have more organizational
commitment (Wallace, 1995) and are less subject to absence due to illness (Boselie et al.,
1998). Besides that, employee satisfaction is also positively related to productivity and
reduced labor costs (Guest, 2001) and satisfied employees are less likely to intend to leave
the organization (Boselie and van der Wiele, 2001).
Employee motivation:
Motivation through reward systems contributes to an increase in productivity (Arthur, 1994;
Fernie et al., 1995; Huselid, 1995) and a higher market value of the company (Huselid, 1995).
Moreover, motivation is positively related to employee commitment (Guest, 2001).
Employee retention:
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High employee turnover results in decreased productivity (Katz et al., 1985; Arthur, 1994)
and a higher absence due to illness (Boselie et al., 1998) and voluntary dismissals have a
negative impact on profit (d’Arcimoles, 1997). As is to be expected from the findings just
mentioned, company tenure is positively related to employee trust in decision making
(Boselie et al., 2001).
Employee presence:
Absenteeism results in decreased productivity (Katz et al., 1985; Arthur, 1994) and it has a
negative impact on profit (d’Arcimoles, 1997).
Social climate between workers and management:
Improved social climate and commitment of employees have a positive impact on
productivity and product quality (Katz et al., 1985). Co-worker conflict is positively related to
overall job stress (Appelbaum et al., 2000), which has a negative impact on performance.
Employee involvement/trust/loyalty/commitment:
Employee trust in decision making is positively related to perceived job security (Boselie et
al., 2001) and it is negatively related to overall job stress (Appelbaum et al., 2000). Intrinsic
motivation on the other hand is perceived to be positively related to overall job stress
(Appelbaum et al., 2000). Employee trust in general enhances employee commitment and
employee quality, which in turn influences labor productivity, the quality of goods and
services and financial performance in a positive way (Guest, 2001).

3.3.3 Impact of contingency variables on HRM outcomes and performance
Organizational level:
There are a few variables that influence HRM outcomes and performance, such as firm size,
industry, degree of unionization etc. The impact of these variables on HRM outcomes and
performance will be stated shortly below.
•

The degree of unionization is positively related to productivity (Arthur, 1994; Huselid,
1995) but union presence is negatively related to employee satisfaction with the
amount of influence over their job (Delbridge and Whitfield, 1999).
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•

Firm size (number of employees) has a positive effect on training and development
facilities, on absence due to illness (Leijten, 1992), to net profit (Koene et al., 1998)
and to financial performance in general (McNabb and Whitfield, 1997). On the other
hand it negatively influences employee turnover (Huselid, 1995) and employee
satisfaction with the amount of influence over the job (Delbridge and Whitfield,
1999).

•

Also the establishment has an impact on HR activities and outcomes. Establishment
size is positively related to financial performance and establishment age is positively
related to commitment (Scholarios et al., 1999).

•

Research and development intensity has a negative impact on employee turnover
and profit (Huselid, 1995).

•

Capital intensity is positively related to productivity and profit and is negatively
related to employee turnover (Huselid, 1995).

•

Working in the public rather than in the private sector is positively related to
motivation (Guest, 1999) and at the same time it is negatively related to employee
satisfaction with the amount of influence over the job (Delbridge and Whitfield,
1999).

•

Production sectors are negatively related to commitment (Scholarios et al., 1999).

•

Deep economic recession results in poor company performance and poor HRM
(Lahteenmaki et al., 1998).

Individual (employee) level:
•

Employee age is positively related to motivation (Guest, 1999), to the intention to
remain with the company (Flood et al., 1999), to employee satisfaction (Boselie and
van der Wiele, 2001) and to commitment (Scholarios et al., 1999) The same thing
positive relations can be found for being more senior in the organization (Guest,
1999).

•

On individual employee level also gender seems to have an impact on HRM activities
and outcomes. Gender (female) is positively related to employee satisfaction with
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the amount of influence over the job (Delbridge and Whitfield, 1999 and to employee
satisfaction (Boselie and van der Wiele, 2001).
•

Having a full time contract or an 80 percent contract is negatively related to intention
to leave the organization (Boselie and van der Wiele, 2001).

•

Having children at home is positively related to employee satisfaction (Boselie and
van der Wiele, 2001).

Although these points are rather brief and represent a summary of existing literature on this
topic, they indicate there is a link between HRM activities and firm performance with the
employees in the middle representing HRM outcomes. So it is the employees that link the
activities to firm performance and thus they are of extreme importance to a firm’s success.
This underlines the importance of human capital once again and suggests ways of measuring
and linking it to financial performance.

3.4

Conceptual framework

For this research the model Paauwe (2004) designed provides the basis for the
questionnaire. His model states that investing in HRM activities leads to HR outcomes and
finally leads to firm performance. For this research I will make some alterations to this
model. First, firm performance will be replaced by financial performance, this information is
more easy to obtain and more in line with the financial focus of Towers Perrin; second, the
focus of this research will not be on whether there is a link between investing in HR
activities, HR outcomes and financial performance, as can be seen in section 3.2 a lot of
literature already supports the existence of this relationship, but rather on whether using
measures to monitor the effects of investments in HR related activities leads to better
financial performance. This focus on measuring and monitoring is being used because it is in
the interest of Towers Perrin to find out whether there is a relationship between measuring
HR related activities and financial performance because they can use that as an argument to
support their ideas and products. Besides that it is more meaningful to Towers Perrin, it can
also be said that before using measures to look at the effects of investments, the initial
investments and efforts already have to be made. It is more interesting though to look at the
effects of actively monitoring and/or evalutating the focused investments and efforts in HR
activities on financial performance, instead of just stating that investments have been made
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and see whether financial performance has improved, because there should be more chance
of significant financial improvement when the investments are monitored and evaluated.
Because of this focus a third alteration will be made to Paauwes model; a component will be
added in the form of link/use results of measures on HR activities and HR outcomes to
financial and non-financial performance, because it is not only important to measure HR
activities and outcomes, but also to actively use the results of those measures for strategy,
policy making, rewards etc. The idea is that when the results of measures are actively used
within the company’s policy e.g. there will be a positive effect on financial performance. The
focus of this research is on measuring the costs and effect of these aimed HR activities
because what is measured is also managed, at least that is the assumption.
Important items to find out from the questionnaire are whether companies use measurable
parameters for either of the constructs HR activities, HR outcomes and financial
performance, and if so, which measurable parameters are used and what is being done with
the results of these measures, are they being compared to the results of other companies,
are they being used internally for policy making etc.
For the conceptual model used in this research see figure 11.
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Reversed causality

Measuring HR
activities

Measuring HR
activities
Compare
results of
measures of
HR activities
to those of
other
organizations

Measuring HR
outcomes
Measuring HR
outcomes
Compare
results of
measures of
HR outcomes
to those of
other
organizations

Financial
performance
Actively
link/use
results of
measures

Measurable
parameters

Compare
results of
measures to
those of other
organizations
Link results to
organizational
effects and/or
financial
results
Use results for
policy making
etc.

Control variables: size, age, currency, fiscal year, industry, etc

Figure 11. The conceptual model

The measurable parameters linked to HR activities, HR outcomes, linking of results and
financial results are based on literature and also on the expertise of the people from Towers
Perrin and they are listed in table 4.

Measuring HR activities

Measuring HR outcomes

Actively linking HR

Financial

Comparing HR activities

Comparing HR outcomes

measures to

performance

•

Number of vacancies

•

Satisfaction
employees
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•

Productivity

•

Change in
revenue

•

Duration of vacancies

•

Direct costs
recruitment

•
•

Age diversity

•

Variety in terms of
office

Motivation

•

Efficiency

employees

•

Error margins

Sickness

•

Innovativeness

net profit

employees

•

Customer

(%)

Turnover

satisfaction

(%)
•

•

Change in

Change in

employees

•

Revenue

•

Trust employees

•

Net profit

•

Engagement

•

Market share

book value

employees

•

Share price

(%)

Social

•

Market value

•

EBIT (%)
•

•

Change in

Change in

Ratio management/

relationship

market

non-management

managers/em-

value (%)

•

Number of ex-patriots

ployees

•

Fixed compensation

•

Variable
compensation

•

Free time

•

Retirement costs

•

Health-care costs

•

Bonuses

•

Company car

•

Direct training costs

•

Indirect training costs

•

Carrier possibilities

•

Internal guidance

•

Talent management
programs

•

Influx of employees

•

Outflow of employees

•

Internal mobility

•

Implementation and
maintenance costs HR
systems

•

HR overhead costs

•

Outsourcing and
consulting costs

•
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•

Ratio permanent/temporary employees

•

•

Indirect costs
recruitment

•

•

Personnel costs of the

HR department
•

FTE HR department

•

Ratio FTE HR/total FTE

Table 4. Measurable parameters for HR activities, HR outcomes and financial results

Figure 10 is the baseline model to be tested. It practically suggests that financial
performance is influenced positively by using measurable parameters to establish the costs
and effects of aimed investments in HR related activities. Also using measurable parameters
for HR related outcomes is assumed to be positively related to financial performance, as well
as actively using the results of these measures for policy making etcetera. These three items
also relate to one another because if measurable parameters on HR activities are being used
ii is more likely that also HR outcomes are being measured and that the results of these
measures are being used actively. A remark can be made concerning the financial
parameters. In this research I work with the change in the different financial indicators
because this makes it easier to compare the respondents with one another than when
working with absolute numbers because the differences are much smaller this way.
Furthermore, these financial indicators are chosen because they are used a lot and can easily
be found in annual reports. Revenue is a top line result, net profit a bottom line result and
EBIT is a good measure to compare companies because differences in interest and taxes are
not taken into account.

3.5

Summary and outlook to next chapter

In this chapter we have seen that there has been a lot of research activity investigating the
link between human capital and performance. Most research indeed confirmed that there is
a connection between the two, but there is no certainty about the causality of the link. For
the simplicity of this research I assume the causality starts with investments in HR activities
and ends with improved performance.

The basis for this research is provided by the model Paauwe (2004) designed in which he
uses three constructs, HR activities, HR outcomes and firm performance, that are related to
one another. These constructs are the same as I used in this research except for the fact that
I replaced firm performance with the more narrow defined financial performance.
In the next chapter I will explain the method of data collection and data analysis.
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Chapter 4.
4.1

Empirical framework

Introduction

This chapter is the empirical framework; it consists of the method of data collection (4.2.1),
the group of respondents (4.2.2) and everything that deals with the analysis of this data
collection (4.3). In section 4.4 the method of data analysis will be explained and in section
4.5 a summary and outlook to the next chapter will be provided.

4.2

Data collection

The aim of the data collection is twofold. First I intend to find out if measuring the costs and
effects of investments in HR activities has a positive effect on the financial results of a
company. Second I want to investigate the current status of measurement on this subject
among the clients of Towers Perrin, meaning that I want to find out whether clients of
Towers Perrin already use measures to map the effects of their efforts and investments in
HR related activities and if so, which measures they use and what is done with the results of
these measures. This question is commercially interesting for Towers Perrin.

4.2.1 Respondents
Only the companies that are clients of Towers Perrin NL are considered as participants for
this research. These clients represent approximately 850 companies in total. From the
company contacts of the people with an HR or financial background are approached since
they most likely have sufficient knowledge of the subjects addressed in the questionnaire. If
they don’t have enough time or knowledge of the subjects being asked they can also let
someone else they deem appropriate fill in the questionnaire.

4.2.2 Method of data collection
Data for this study was gathered via a mailed questionnaire survey. The questionnaire
consists of questions of different kinds, such as open questions, yes/no questions and
multiple choice questions on the fields of general company information, financial company
information and HR company information. All the respondents received the same
questionnaire. Filling in the questionnaire should not cost more than 15 minutes and in
order to get as much respondents as possible the questions are fairly easy to answer,
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especially the questions on the financial indicators of which the answers can easily be found
in annual reports. The response time was four weeks and after two and a half weeks the
participants who did not return the questionnaire received a reminder by means of an email.
Out of a sample of approximately 850 questionnaires only 44 questionnaires were returned.
This is a response rate of ±5%. There may be several causes for this low response rate,
approximately 300 e-mail addresses were incorrect and it was the holiday season, so a lot of
people were out of the office or had other priorities.

4.3

Data analysis

4.3.1 Preparing the database
Of the 44 questionnaires, 31 were returned complete; the others lacked some financial
information. A lot of the missing financial information could be retrieved from annual
reports and I filled in the remaining gaps by substituting the mean.
Within the questionnaire it was possible to give more than one answer to certain questions.
In preparing the data for statistical analysis I counted the answers given to the questions,
weighting each answer equally. This can give the impression of a scale variable, but actually
the distances between the different answer are not equal which makes it a nominal variable
expressed in numbers.

4.3.2 Partial Least Squares (PLS)
PLS seems the most appropriate way to analyze the data gathered in this research because it
can produce consistent results with sample sizes as small as 20 (Chin and Newsted, 1999).
Besides that, PLS does not assume a normal distribution of the data (Chin, 1998),
independence of cases, or that two cases have similar residual distributions (Chin, 1998).
Summarized, PLS does not assume any of the usual regression assumptions (Wold, 1985).
PLS is developed by Wold in 1975 and it estimates latent variables (LV) as exact linear
combinations of the observed measures (manifest variables, MV) and provides exact
definitions of component scores. It can be used for theory confirmation, but also to suggest
where relationships might or might not exist and suggest propositions for testing later.
PLS is a components-based structural equation modeling technique, similar to regression,
but it also models structural paths (theoretical relationships among latent variables) and
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measurement paths (relationships between a latent variable and its indicators) (Chin,
Marcolin and Newsted, 2003) involving latent constructs indirectly measured by multiple
indicators. Rather than assume equal weights for all indicators of a scale, PLS allows each
indicator to vary in how much it contributes to the composite score of the latent variable.
The goal of PLS is to maximize the explained variance for the indicators and latent variables.
Following a series of ordinary least squares analyses it optimally weights the indicators such
that a latent variable estimate can be obtained. The weights provide an exact linear
combination of the indicators forming the latent variable score. The latent variable score is
not only maximally correlated with its own set of indicators, as in component analysis, but
also correlated with other latent variables according to the structural or theoretical model
(Chin, Marcolin and Newsted, 2003). In short can be said that each latent variable is
approximated by its respective block of indicators, and the latent component scores are
based on a weighed sum of their indicators.
In this research the program SmartPLS will be used to do PLS analysis on the data.

4.3.3 PLS model
A PLS path model is described by an outer (measurement) model relating the manifest
variables to their latent variable and an inner (structural) model relating endogenous latent
variables to other latent variables.

4.3.3.1

Indicators

In the measurement model there are two ways in which manifest variables can be related to
their latent variables, reflective and formative. In the reflective way each latent variable ξ is
indirectly observable by a set of manifest variables xjh (hth manifest variables related to the jth
latent variables) and each manifest variable is related to its latent variables by simple
regression:
xjh = πjh0 + πjhξj + εjh
ξ has mean mj and standard deviation 1. This is a reflective scheme; each manifest variable x
reflects its latent variable ξ. Reflective indicators measure unobserved underlying constructs
causing the observed measures (Diamantopoulos and Winklhofer, 2001). They all measure
the same underlying phenomenon. If the phenomenon changes, all the indicators should
change in the same direction as well. The arrows are directed at the indicators and all the
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indicators are individually regressed on their respective latent variables. If the constructs
(latent variables) themselves are unobservable they must be inferred from measured
variables. In this case each construct is explained by a number of variables (indicators) that
can be empirically measured.
In the formative way the latent variable ξj is generated by its own manifest variables in a
linear function:
ξj = Σhωjhxjh + δj
The arrows are directed at the construct itself and multiple regression on the indicators is
performed (Chin and Newsted, 1999). Formative indicators cause the construct; they form
the change in the latent variable. Formative indicators need not be correlated, nor have high
internal consistency such as a high Cronbach’s α. Before using PLS one has to make the
choice whether the underlying construct causes the observed measures (reflective) or
whether the observed measures cause the construct. The indicators are directed in an
inward fashion toward the latent variable if the indicators are conceptualized as the mix of
variables that in combination led to the formation of the construct. In the case of formative
indicators no attempt is made to explain the variances of the observed indicators. Instead
the goal is to maximize the variance explained at the latent variable component level.
One can ask the question as to whether a change in the underlying latent variable will
necessary result in similar changes in all the indicators.
In this research the indicators are reflective in nature.

4.3.3.2

Loadings and weights

The extent to which the indicators do a good job at reflecting the latent variable is
determined to a large extent by the loadings for each indicator. The weights for each
indicator are estimated such that they create a score that jointly accounts for as much
variance as possible.
To obtain weights and subsequent loading and path estimates PLS uses a three stage
algorithm. The first stage consists of simple and/or multiple regressions in an iterative
scheme contingent to the model to be tested until a solution is found on a set of weights
used for estimating the latent variable scores. Stage two and three are simple non iterative
applications of ordinary least squares regression for obtaining loadings, path coefficients and
mean scores for the latent and observed variables.
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For latent variables with reflective indicators the loadings should be inspected for
determining the appropriateness of the indicators. Each loading represents the correlation
between the indicator and the latent variable score. Low loadings imply little relationship
when looking at shared variance with the latent variable component score.
When formative indicators are used the interpretation of the latent variable scores should
be based on the weights. They provide information as to what the relative importance is for
each indicator in forming the latent variable. Loadings are misleading because the
correlations between each block of indicators were never taken into account. The loadings
can at best be used for identifying which indicator makes the best surrogate for the
component score.
Since I am using reflective indicators in the statistical model the loadings are important to
look at to determine the appropriateness of the indicators.

4.3.3.3

Model evaluation

R square: PLS provides an R square for each dependent latent variable in the structural
model, the interpretation is similar to traditional regression. Also the corresponding path
estimates can be interpreted in the same manner. R square is a criterion for predictive
relevance.

Predictive sampling reuse: Predictive sampling reuse is a technique also used for
determining predictive relevance. It is developed by Stone (1974) and Geiser (1975) and it
represents a synthesis of cross validation and function fitting with the perspective that “the
prediction of observables or potential observables is of much greater relevance than the
estimation of what are often artificial construct parameters” (Geiser, 1975). PLS adapts this
approach in a blindfolding procedure that omits part of the data for a particular block of
indicators during parameter estimations and then attempts to estimate the omitted part
using the estimated parameters. This procedure will be repeated until all data points have
been omitted and estimated. The predictive measure of this procedure is Q square which
represents a measure of how well observed values are reconstructed by the model and its
parameter estimates. Q2 > 0 implies the model has predictive relevance.
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PLS also uses bootstrapping, a non parametric approach for estimating the precision of PLS
estimates. It assesses the variability of a statistic by examining the variability of the sample
data rather than using parametric assumptions. It can be used to provide both estimates and
developing robust confidence intervals (Chin, 1999). N sample sets are created in order to
obtain N estimates for each parameter in the PLS model. Each sample is obtained by
sampling with replacement from the original dataset. The interpretation of the procedures is
that the smaller the estimates of the standard errors are, the more stable and more precise
the parameter estimates are.

Composite reliability: Cronbach’s alpha is a measure that is used to asses internal
consistency. The negative aspect of using Cronbach’s alpha is that all the indicators are
equally weighed (Chin, 1999). In PLS output the composite reliability developed by Werts,
Linn and Jöreskog (1974) is used. The indicators and latent variables are standardized and
this measure does not assume that all indicators are equally weighed.

Average variance extracted: AVE is created by Fornell and Larcker in 1981 and measures the
amount of variance that a latent variable component captures from its indicators relative to
the amount due to measurement error (Chen, 1999). AVE should be greater than 0.5,
meaning that 50 % or more variance of the indicators should be accounted for.

Cross loadings: A test of discriminant validity for modes with reflective indicators is to
calculate the correlations between the latent variable component scores and other
indicators besides its own block. If an indicator loads higher with other latent variables than
the one it intends to measure than it might not be the right indicator reflecting the
construct. It is to be expected that the block of indicators has the highest loadings for its
own latent variable.

4.3.4 Mann-Whitney U test
With PLS it is not possible to work with control variables or do a comparison of mean test,
that is why also SPSS is going to be used to analyze the data and more specific the MannWhitney U test for two independent samples. The Mann-Whitney U test is a nonparametric
test that can be used to analyze data from a two-group independent groups design when
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measurement is at least ordinal (Siegel & Castellan, 1988), which is the case in this research.
It analyzes the degree of separation (or the amount of overlap) between the Experimental
and Control groups. Subjects are randomly selected from the population and randomly
assigned to two groups. There is no basis for pairing scores, nor is it necessary to have the
same number of scores in the two groups.

The null hypothesis assumes that the two sets of scores (E and C) are samples from the same
population; and therefore, because sampling was random, the two sets of scores do not
differ systematically from each other. The alternative hypothesis states that the two sets of
scores do differ systematically. If the alternative is directional, or one-tailed, it further
specifies the direction of the difference (i.e., Group E scores are systematically higher or
lower than Group C scores).
The statistic that is calculated is either U or U'.
U1 = the number of Es less than Cs
U2 = the number of Cs less than Es
U = the smaller of the two values calculated above
U' = the larger of the two values calculated above

When the total number of scores is small, U can be calculated directly by counting the
number of Es less than Cs (or Cs less than Es). U + U' = n1n2, where n1 is the number of
subjects in group 1 and n2 is the number of subjects in group 2. This will always be true, and
can be used to check the calculations.
When the total number of scores is larger, or if there are tied scores, U can be calculated
with the following formulae (Siegel & Castellan, 1988):

U1=n1n2 +( n1*(n1+1)/2) – R1

U2=n1n2 +( n2*(n2+1)/2) – R2
where n1 = # of scores in group 1
n2 = # of scores in group 2
R1 = sum of ranks for group 1
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R2 = sum of ranks for group 2
U = smaller of U1 and U2, and U' = larger of U1 and U2.
SPSS does this automatically.

As said before, the Mann-Whitney U test is a nonparametric test. There are some
advantages and disadvantages to nonparametric tests according to Siegel and Castellan
(1988, p. 35). They listed the following advantages of nonparametric tests:

1. If the sample size is very small a nonparametric statistical test is the only alternative
because it does not assume a known distribution of the data.
2. Nonparametric tests typically make fewer assumptions about the data.
3. Nonparametric tests are available to analyze data which are in ranks as well as data whose
seemingly numerical scores have the strength of ranks. That is, the researcher may only be
able to say of his or her subjects that one has more or less of the characteristic than another,
without being able to say how much more or less. This perfectly matches the data used in
this research.
4. Nonparametric methods are available to treat data which are simply classificatory or
categorical, i.e., are measured in a nominal scale. No parametric technique applies to such
data.
5. There are suitable nonparametric statistical tests for treating samples made up of
observations from several different populations. Parametric tests often cannot handle such
data without requiring making seemingly unrealistic assumptions.
6. Nonparametric statistical tests are typically much easier to learn and to apply than are
parametric tests. In addition, their interpretation often is more direct than the interpretation
of parametric tests

Siegel & Castellan (1988) also mentioned that nonparametric tests do have at least two
major disadvantages in comparison to parametric tests.
First, nonparametric tests are less powerful because parametric tests use more of the
information available in a set of numbers. Parametric tests make use of information
consistent with interval scale measurement, whereas nonparametric tests typically make use
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of ordinal information only. As Siegel and Castellan (1988) put it, “nonparametric statistical
tests are wasteful.”
Second, parametric tests are much more flexible, and allow to test a greater range of
hypotheses. There are nonparametric techniques to test for certain kinds of interactions
under certain circumstances, but these are much more limited than the corresponding
parametric techniques. Therefore, when the assumptions for a parametric test are met, it is
generally (but not necessarily always) preferable to use the parametric test rather than a
nonparametric test.

When looking at the list of advantages and disadvantages of nonparametric tests and the
small amount of available data it is quite obvious that the nonparametric method should be
used in this research. There are several nonparametric tests though that can be used, but
since I want to look at the (dfference in) use of HR-activtiy related measures between two
groups that are made based on their relative performance on revenue the Mann-Whitney U
test seemed to be the most appropriate method.
SPSS is going to be used to run the Mann-Whitney U test.

4.4

Method

In order to find an answer to the first research question two groups need to be made out of
the sample of 44 companies, a group of companies that performs financially above average
and a group of companies that performs financially below average. Companies that perform
on average will be left out because for a lot of these companies this number is the substitute
for a gap in the financial data that were provided by the respondents and thus is certainly
not reliable.
Before dividing the data into two groups though, the overall effects of the constructs on
each other and the validity and quality of the constructs will be tested with all the data
included.
Then, on basis of financial criteria and the suitability of the items of the financial construct
two groups of companies will be made, which will be tested separately with PLS and then be
compared, but they will also be tested together by means of a Mann-Whitney U test.
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4.5

Summary and outlook to next chapter

In this chapter we looked at the way the data is collected and how the data is going to be
analyzed and interpreted, with use of PLS. A PLS model consists of an inner and an outer
measurement model built up of constructs and (reflective) indicators and there are some
criteria to assess whether the indicators and the constructs are appropriate, which are also
explained in this chapter.
In the next chapter the results of the PLS statistics will be analyzed, as well as the results
from the questionnaire concerning the current state of measurement among clients of
Towers Perrin NL.
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Chapter 5.
5.1

Results

Introduction

This chapter deals with the results of the PLS statistics and the questionnaire. It will consist
of two main parts, corresponding to the results of the two research questions.
Section 5.2 will deal with the results concerning the first research question: Do companies
that measure the costs and effects of aimed investments in their HR activities generate better
financial results than companies that do not measure the costs and effects of their
investments in human capital? In order to answer that question first a measurement model
including all the respondents will be analyzed to see whether it meets all the reliability
criteria. Based on this analysis the model will be fine-tuned, the unreliable items will be
removed, which will result in a reduced model that does meet the reliability criteria. After
this step I will split the sample of respondents into two groups according to their
performance on revenue and I will perform the same analysis on these groups as I did on the
reduced model. The results of the two groups will be interpreted and compared to see
whether there is a structural difference between these groups. The PLS order can be
schematically visualized in figure 12. After the PLS analysis on these two groups also a MannWhitney U test for two independent samples will be executed which will be described in
section 5.2.4.
Reduced PLS model
high performance
General PLS model
entire data set

Reduced PLS
model entire
dataset
Reduced PLS model
low performance

Figure 12. The order of the data analyses

The second part of this chapter (5.3) will deal with results concerning the second research
question: What is the current state of measurement of the costs and effects of aimed
investments in HR activities among clients of Towers Perrin? In section 5.4 an outlook to the
next chapter will be given.
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5.2

Statistical analysis of the data

5.2.1 The general PLS model
A PLS model is usually analyzed and interpreted in two stages. First the reliability and validity
of the measurement model are assessed, second the structural model is assessed (Hulland,
1999).
The adequacy of the measurement model can be assessed by looking at individual item
reliabilities, convergent validity of the measures associated with individual constructs and
discriminant validity. The structural model (inner measurement model) specifies the
relationships among the constructs. It is evaluated using the R square for the dependent
constructs as well as t-statistics and significance levels of structural path coefficients.

In 5.2.1 the general PLS model with all the indicators and all the respondents will be
analyzed, in 5.2.2 unreliable items will be removed from the general measurement model
and the reduced model, including all the respondents, will be analyzed. In 5.2.3 the reduced
model will be split into two groups based on performance and the same analysis will be
applied to these groups. After analyzing the data of the two groups by means of the PLS
method they will also be analyzed with a nonparametric Mann-Whitney U tests to
investigate whether there is a difference in mean between the groups concerning the use of
measurable HR parameters.

All the models mentioned above will be analyzed in this order, first the measurement model
will be discussed and then the structural model. After their respective analyses the models
will be presented graphically showing R2 values, path coefficients, t-values and they will be
evaluated.

The general PLS model to be tested is presented in figure 13. and table 5. explains the
terminology used in all the models and tables.
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Figure 13. The general PLS model

HR activities

HR outcomes

Link/Use results

Financial performance
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Revenue
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of HR outcomes (listed

measures on HR

amount of income
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activities to non-

for the company
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financial performance

FTEnumC

HRoutcomesC

HReffU

EBIT

Compare the number

Compare the number

Use the link between

Earnings before

of Full Time

of HR outcomes to

measures on HR

interest and taxes,

Employees working

that of other

activities and non

Revenue minus all the

for the company to

companies

financial performance

costs except for

that of other

for policy making,

interest and taxes

companies

setting targets etc.

HR-FTE

HRfin

Net profit

Measure the number

Link results of

Net profit, the total

of Full Time

measures on HR

revenue minus all the

Employees working

activities to financial

costs, including taxes

for the HR department

performance

and interest

HR-FTEC

HRfinU

Book value

Compare the number

Use the link between

The value of the

of Full Time

measures on HR

organization on the

Employees working

activities and financial

balance sheet

for the HR department

performance for

to that of other

policy making, setting

companies

targets etc.

HRact
Measure the number
of HR activities (listed
in table 4)
HRactC
Compare the number
of HR activities to that
of other companies
HRcosts
Measure the costs of
the HR department HR
department
HRcostsC
Compare the costs of
the HR department to
those of other
organizations
HRpm
Measure HR related
parameters
Table 5. Constructs and indicators
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5.2.1.1

The measurement model

Item reliability
In PLS individual item reliability is assessed by looking at the loadings and cross loadings of
the indicators with their respective construct.
Cross loadings are used as a discriminant validity test for models with reflective indicators as
is this one. If the indicator loads higher with constructs other than it is intended to measure
it may not be an appropriate indicator. In general one would have one indicator share more
variance with the component score than with error variance. This implies that standardized
loadings should be greater than 0,707, but this rule of thumb should not be used too rigidly,
loadings of 0,5 or 0,6 may also be acceptable in the early development of the model (Chin,
1999; Hulland, 1999). In general, items with loadings of less than 0,4 should be dropped
immediately (Hulland, 1999).
For this research the cut-off point for loadings will be 0.6. Loadings of 0,6 or higher indicate
that each measure accounts for more than 60% of the variance of the underlying construct.
The model fit in PLS is based on the strength of the structural paths and the loadings in the
measurement model.
As can be seen from table 6 in general the indicators for a specific construct (bold) are
mostly properly assigned, although there are some odd ones out that are even below the
critical value of 0,6 which are underlined. It is remarkable that for the construct financial
performance EBIT and Profit are poor indicators, although they do not load for other
constructs properly either. This suggests that these indicators are not valid, or that the data
underlying these indicators is not accurate. Since these items are often used as a measure of
financial performance it seems that there is a problem with the data. When looking at the
data it seems that a lot of people who filled in the questionnaire had a problem with filling in
the EBIT, maybe they didn’t know exactly what it was and mixed it up with other numbers, it
is a less commonly known metric than for instance net profit or turnover. Profit also seems
an inappropriate indicator for financial performance, although this metric is also used a lot
as a measure of financial performance and is much more known also by people without a
financial background. Maybe the cause is that profit is spread out over a couple of years and
thus does not represent the actual profit of that year. It seems that revenue and book value
are, at least in this research, fit to measure the construct financial performance. The loadings
well below the cut-off point, like profit, FTEnum, HRcostsC, HReffU and EBIT should be
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dropped immediately when using the model, or at least the data underlying these indicators
should be looked at carefully. Overall the indicators seem properly assigned.

Financial

HR activities

HR outcomes

Link/use results

performance
BookVal

0,6649

-0,0874

0,0764

-0,0190

EBIT

-0,0281

-0,2084

0,0211

-0,1791

FTEnum

0,1068

0,5947

0,3279

0,1614

FTEnumC

0,1926

0,7544

0,3998

0,2856

HRFTE

0,0912

0,8190

0,3927

0,3671

HRFTEC

0,0395

0,6882

0,2960

0,1083

HRact

-0,1621

0,7888

0,6035

0,5069

HRactC

-0,2037

0,7709

0,4027

0,5332

HRcostC

0,1923

0,0946

0,2018

0,0462

HRcosts

-0,1209

0,7890

0,3748

0,2461

HReff

0,0662

0,2099

0,1637

0,6244

HReffU

-0,0454

0,3304

0,1913

0,5749

HRfin

0,0274

0,4006

0,3609

0,8321

HRfinU

0,0455

0,3726

0,3288

0,8336

HRoutc

0,3269

0,5383

0,9474

0,4122

HRoutcC

0,3108

0,5173

0,9334

0,2950

HRpm

-0,1245

0,7941

0,3939

0,3168

Profit

-0,8763

0,0047

-0,2956

-0,0035

Rev

0,8074

0,0572

0,3282

0,1651

Table 6. Loadings and cross loadings of the complete model

Convergent validity
Convergent validity is another word for composite reliability and is expressed by Cronbach’s
alpha and by the internal consistency measure developed by Fornell and Larcker (1981).
The composite reliability (Fornell and Larcker’s measure), in contrast to Cronbach’s alpha,
does not assume equal weights of all the indicators, therefore Cronbach’s alpha tends to be
a lower bound estimate of reliability. Nunnally (1978) suggests 0,7 as a benchmark for
modest composite reliability. When looking at the composite reliability and Cronbach’s
alpha in table 7, we see high values for all the constructs except for financial performance
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(underlined). This indicates that this construct either has indicators that are not matching
the construct or that the data for the indicators is of bad quality.

AVE

Composite

R Square

Reliability
Financial

0,4657

0,1311

HR activities

0,5051

0,8929

HR

0,8844

0,9387

0,5269

0,8126

Cronbachs

Communality Redundancy

Alpha
0,2012

1,4905

0,4657

-0,0552

0,8582

0,5051

0,3154

0,8698

0,8844

0,2786

0,2381

0,7023

0,5269

0,1065

performance

outcomes
Link/use
results
Table 7. Quality criteria of the complete model

Discriminant validity
Discriminant validity is complement to convergent validity and represents the extent to
which measures of a given construct differ from measures of other constructs in a given
model (Hulland, 1999). A criterion for adequate discriminant validity is that a construct
should share more variance with its own measures than it shares with other constructs. AVE
is a measure to assess discriminant validity. The AVE (average variance extracted) values
should be higher than 0,5 meaning that 50% or more of the variance of the indicators is
accounted for. We can see in table 7 that it is HR outcomes again which represents the
highest AVE value of 0,88 and that the other three constructs have AVE values around 0,5
with financial performance being the only one that does not meet the AVE criterion, but only
just. This may be due to the fact that the financial information that was available was not of
the best quality for some indicators of the financial performance construct. Overall the
indicators seem to explain the constructs well enough although the result can be better.

Other quality criteria
Besides the ones just mentioned there are more quality criteria that can be applied to PLS
analysis (also discussed in chapter 4). These quality criteria are also listed in table 7.
PLS wants to minimize the error, or the maximum of variance explained in all endogenous
structures. The degree to which a PLS model accomplishes this objective is the R square.
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When looking at the R squares we see that HR outcomes has the highest explaining power in
the model, 0.31. Obviously the construct HR activities does not have an R2 value since it is an
exogenous structure. In general the R square values have moderate levels.

The proportion of variance of a particular item that is due to common factors (shared with
other items) is called communality. Therefore, when applying this model, it is necessary to
estimate the communalities for each variable, that is, the proportion of variance that each
item has in common with other items. The proportion of variance that is unique to each item
is the respective item's total variance minus the communality. Large communality is strongly
influenced by an underlying construct as is the case for HR outcomes which has a
communality of 0,88. For the other constructs half of the variance is due to common items.

Financial

HR activities

HR outcomes

Use of results

SQRT AVE

performance
Financial

1,0000

0,6824

performance
HR activities

0,0518

1,0000

HR outcomes

0,3394

0,5616

1,0000

Use of results

0,0300

0,4670

0,3794

0,7107
0,9404
1,0000

0,7259

Table 8. Correlation between latent variables, complete model

Table 8 shows the correlations between the different constructs. As can be expected HR
activities and HR outcomes are rather correlated, as well as HR activities and the use of
results and HR outcomes and the use of results. When using measurable parameters on HR
activities it is also likely that HR outcomes are also measured and results of measures are
being used. Financial performance only seems correlated to HR outcomes, this is not
completely unexpected since HR outcomes are measures of non-financial organizational
success, which is also likely to affect financial performance.
Concepts used in PLS are considered to have an adequate discriminant validity if the square
root of the AVE for each construct is larger than the correlation between the construct and
any other construct in the model (Chin, 1998). All constructs in the estimated model meet
this condition (see table 8).
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5.2.1.2

The structural model

The structural model (inner measurement model) specifies the relationships among the
constructs. It is evaluated using the R square for the dependent constructs as well as tstatistics and significance levels of structural path coefficients.
The path coefficients (table 9) function as regression coefficients and are listed in table 9.
The model fit in PLS is based on the strength of the structural paths and the loadings in the
measurement model, loadings (table 6) should be 0,6 or higher indicating that each measure
accounts for more than 60% of the variance of the underlying construct.

Financial

HR activities

HR outcomes

Link/use results

0,5616

0,3709

performance
Financial
performance
HR activities

-0,3499

HR outcomes

0,5403

Use of results

-0,0115

0,1711

Table 9. Path coefficients, complete model

Table 9 shows the path coefficients, but does not provide meaningful information
concerning the significance of those numbers. Therefore the t-statistics are necessary and
they are obtained by using a bootstrapping procedure. According to Chin (1998) the number
of re-samples for the bootstrap procedure was set at 200.
Bootstrapping is a statistical method for estimating the sampling distribution of an estimator
by sampling with replacement from the original sample, most often with the purpose of
deriving robust estimates of standard errors and confidence intervals of a population
parameter like a mean, median, proportion, odds ratio, correlation coefficient or regression
coefficient. It may also be used for constructing hypothesis tests. It is often used as a robust
alternative to inference based on parametric assumptions when those assumptions are in
doubt, or where parametric inference is impossible or requires very complicated formulas
for the calculation of standard errors.
The results of the bootstrap procedure are listed in table 10 which describes the paths
between the constructs and table 11 which describes the paths between the constructs and
their respective indicators. Standard errors should be as small as possible, and the t-statistic

80

should be high for significant results, and be at least 1,96. A t-statistic > 1,96 means that the
path is significant at an α = 0,05 level. The t-values that are below the cut-off point are
underlined and the significant ones are made bald. As can be seen from table 10 only the
path between HR activities and HR outcomes and the path between HR activities and
link/use results are significant (table 9, bald), the insignificant paths are underlined.

When looking at table 11 it is remarkable that none of the indicators of the construct
financial performance is significant. This does match the results of the analysis so far.

Original

Sample Mean Standard

Standard

T

Sample (O)

(M)

Error (STERR)

(|O/STERR|)

Deviation

Statistics

(STDEV)
HR activities

-0,3499

-0,3069

0,2051

0,2051

1,7056

0,5616

0,5736

0,0572

0,0572

9,8269

0,3709

0,3813

0,0930

0,0930

3,9879

0,5403

0,4385

0,3335

0,3335

1,6199

0,1711

0,1729

0,1057

0,1057

1,6192

0,0115

-0,0051

0,1428

0,1428

0,0808

to Financial
performance
HR activities
to HR
outcomes
HR activities
to Link/use
results
HR outcomes
to Financial
performance
HR outcomes
to Link/use
results
Link/use
results to
Financial
performance
Table 10. Bootstrapping: T-statistics, complete model
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Original

Sample

Standard

Standard

T

Statistics

Sample (O)

Mean (M)

Deviation

Error

(|O/STERR|)

(STDEV)

(STERR)

Financial
performance
BookVal

0,6649

0,4420

0,4303

0,4303

1,5452

EBIT

-0,0281

0,0588

0,4310

0,4310

0,0651

Profit

-0,8763

-0,6009

0,5288

0,5288

1,6570

Rev

0,8074

0,5562

0,5247

0,5247

1,5386

HRpm

0,7941

0,7826

0,0623

0,0623

12,7541

FTEnum

0,5947

0,5906

0,0770

0,0770

7,7220

FTEnumC

0,7544

0,7569

0,0512

0,0512

14,7450

HRFTE

0,8190

0,8215

0,0400

0,0400

20,4551

HRFTEC

0,6882

0,6890

0,0549

0,0549

12,5276

HRact

0,7888

0,7834

0,0336

0,0336

23,4517

HRactC

0,7709

0,7713

0,0345

0,0345

22,3350

HRcostC

0,0946

0,0887

0,1491

0,1491

0,6340

HRcosts

0,7890

0,7876

0,0516

0,0516

15,2894

HReff

0,6244

0,6168

0,1219

0,1219

5,1220

HReffU

0,5749

0,5724

0,1264

0,1264

4,5484

HRfin

0,8321

0,8272

0,0547

0,0547

15,2075

HRfinU

0,8336

0,8302

0,0601

0,0601

13,8602

HRoutc

0,9474

0,9460

0,0138

0,0138

68,6957

HRoutcC

0,9334

0,9326

0,0156

0,0156

59,8022

HR activities

Link/use results

HR outcomes

Table 11. Bootstrapping: T-values outer loadings, complete model
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5.2.1.3

Evaluation of the complete model

When evaluating the inner and outer measurement model we can conclude that in general
the model is well designed, it matches all the quality criteria except for five indicators of
which two belong to the construct financial performance. Once again, this may be due to
data problems. The model explains 20% of financial performance, 24% of use of results and
31% of HR outcomes and can be expressed in the following equations:

HR outcomes (R2=31%) = 0,5616 * HR activities + ε
Link/use results (R2=24%) = 0,3709 * HR activities + ε
Financial performance (R2=20%) = no significant paths were found for this equation

There seems to be a significant link between measuring HR activities and both measuring HR
outcomes and link/use results. This is as I expected, but there is no proof of a link between
any of the constructs and financial performance.
Although the model seems well designed the measurement procedure will be ran again, but
now the invalid indicators will be excluded and hopefully this will generate better results.

5.2.2 The reduced PLS model
5.2.2.1

Measurement model

The same procedure will be followed for the reduced model but the results will be written
down more briefly.

Item reliability
Table 12 shows that this time all the indicators have a loading above the critical value of 0,6,
which means that they are properly assigned. There is a good individual item reliability.

Financial

HR activities

HR outcomes

Link/use results

performance
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BookVal

0,6816

-0,1336

0,0721

-0,0931

HRFTE

0,1947

0,7901

0,3914

0,4129

HRFTEC

0,0908

0,6904

0,2984

0,1544

HRact

-0,1398

0,8199

0,6006

0,3946

HRactC

-0,1173

0,8069

0,4049

0,4558

HRcosts

-0,0571

0,8056

0,3742

0,2184

HRfin

0,0851

0,4006

0,3629

0,9460

HRfinU

0,1284

0,3937

0,3273

0,9437

HRoutc

0,2639

0,5289

0,9417

0,3397

HRoutcC

0,2856

0,4960

0,9395

0,3479

HRpm

-0,0975

0,7841

0,3920

0,2050

Rev

0,9533

0,0026

0,3307

0,1777

Table 12. Cross loadings, reduced model

Convergent validity
The values of the composite reliability are all higher than 0,7, even higher than 0,9, except
for the construct financial performance. The value of composite reliability for this construct
is a little less than the values of the other constructs, but still very high which shows a good
composite reliability for this model.

Discriminant validity
Table 13 shows that the AVE values all exceed 0,5 which indicates a good discriminant
validity.

Other quality criteria
When looking at the R squares we see that HR outcomes has the highest explaining power in
the model, 29%. In general the R square values have moderate levels.
AVE

Composite

R Square

Reliability
Financial

Cronbachs

Communality

Redundancy

0,6001

0,6867

-0,0400

0,8761

0,6147

Alpha

0,6867

0,8101

0,1491

0,6147

0,9051

HR outcomes 0,8848

0,9389

0,2969

0,8698

0,8848

0,2626

Link/use

0,9433

0,2032

0,8799

0,8927

0,1478

performance
HR activities

0,8927

results
Table 13. Quality criteria, reduced model
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Table 14 tells that the SQRT AVE for each construct is higher than the correlations of that
construct with other constructs. This is a measure of good discriminant validity.

Financial

HR activities

HR outcomes

performance
Financial

Link/use

SQRT AVE

results

1,0000

0,8287

performance
HR activities

0,0425

1,0000

HR outcomes

0,2920

0,5449

1,0000

Link/use

0,1128

0,4204

0,3654

0,7840
0,9406
1,0000

0,9448

results
Table 14. Correlations between constructs, reduced model

5.2.2.2

structural model

From table 15 and 16 can be concluded that all paths between the constructs are significant
except for HR outcomes to link/use results and link/use results to performance. The
significant values are made bold, the insignificant ones are underlined.
It is remarkable that HR-activities to financial performance (a negative coefficient) is
significant. A positive relationship between these constructs was to be expected. The path
from HR outcomes to financial performance is an important positive significant path. This
connection between HR outcomes and financial performance is not very strange since this
means that employee motivation, satisfaction, etc. are important drivers of the construct
financial performance. Just as in the complete model a positive significant link between HR
activities and both link/use results and HR outcomes is established.

Financial

HR activities

HR outcomes

Link/use results

0,5449

0,3147

performance
Financial
performance
HR activities

-0,3143

HR outcomes

0,4313

Link/use results

0,0873

Table 15. Path coefficients, reduced dataset
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0,1940

Original

Sample Mean Standard

Standard

T

Sample (O)

(M)

Error (STERR)

(|O/STERR|)

Deviation

Statistics

(STDEV)
HR activities

-0,3143

-0,3066

0,1390

0,1390

2,2600

0,5449

0,5531

0,0662

0,0662

8,2352

0,3147

0,3198

0,1117

0,1117

2,8170

0,4313

0,4113

0,1907

0,1907

2,2616

0,1940

0,1991

0,1203

0,1203

1,6117

0,0873

0,0918

0,1535

0,1535

0,5683

to Financial
performance
HR activities
to HR
outcomes
HR activities
to Link/use
results
HR outcomes
to Financial
performance
HR outcomes
to Link/use
results
Link/use
results to
Financial
performance
Table 16. Bootstrap T-statistics, reduced model

When looking at table 17 we see that the only indicator that is not significant (and only just)
is book value. This can also be linked to the lower composite reliability for the construct
financial performance. Apparently revenue is the only appropriate indicator for financial
performance in this model. There is a big chance that this is caused by unreliable financial
data.
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Original

Sample Mean Standard

Standard

T

Sample (O)

(M)

Error (STERR)

(|O/STERR|)

Deviation

Statistics

(STDEV)
Financial performance
BookVal

0,6816

0,5905

0,3545

0,3545

1,9227

Rev

0,9533

0,8982

0,2075

0,2075

4,5937

HRFTE

0,7901

0,7867

0,0454

0,0454

17,3883

HRFTEC

0,6904

0,6854

0,0586

0,0586

11,7852

HRact

0,8199

0,8204

0,0273

0,0273

29,9910

HRactC

0,8069

0,8096

0,0254

0,0254

31,7274

HRcosts

0,8056

0,8007

0,0513

0,0513

15,6942

HRpm

0,7841

0,7783

0,0567

0,0567

13,8280

HRfin

0,9460

0,9466

0,0113

0,0113

83,8895

HRfinU

0,9437

0,9435

0,0157

0,0157

60,2742

HRoutc

0,9417

0,9385

0,0185

0,0185

51,0141

HRoutcC

0,9395

0,9402

0,0130

0,0130

72,5032

HR activities

Link/use results

HR outcomes

Table 17. Bootstrap T-statistics outer loadings reduced model

5.2.2.3

Evaluation of the reduced model

Figure 14 and 15 represent the reduced model with the R square values, t-values, path
coefficients and outer loadings.
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2

Figure 14. Reduced PLS model, R , path coefficients and outer loadings
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Figure 15. Reduced bootstrap model: t-statistics

The reduced model explains 15% of financial performance, 20% of use of results and 30% of
HR outcomes. This is less than in the model with all the data which explained 20% of
financial performance, 24% of use of results and 32% of HR outcomes, but opposed to that
model this model is better defined when looking at the loadings and path coefficients with
their respective t-statistics and also when looking at the quality criteria for the measurement
model.
The equations that follow from this reduced model are:

HR outcomes (R2=30%) = 0,5449 * HR activities + ε
Link/use results (R2=20%) = 0,3147 * HR activities + ε
Financial performance (R2=15%) = -0,3143 * HR activities + 0,4313 * HR outcomes + ε
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In the reduced model financial performance is explained by both measuring HR activities and
HR outcomes, although the link with HR activities has a negative coefficient which cannot be
explained other than probably by dealing with erroneous data.

This analysis is for the general model and for all the data, the next step is to make two
groups of companies based on financial performance in order to look whether there is a
difference in relationships between the groups of respectively high and low performance.
Since revenue is seemingly the best indicator in this research to measure performance the
groups will be made based on performance above or below average on revenue. I chose to
split the group based on average and not mean scores because I used the average scores to
fill in the gaps in the financial data. By using the average to split the group I leave out the
companies that did not provide financial information and thus the results should be more
reliable. There is a downside to this method though because it leaves out a number of
companies and the groups will be very small which may influence the results. The group of
high performance on revenue has an N of 12 and the group of low performance on revenue
has an N of 20.
I’d like to make a note to this step in the research, in the PLS program it is not possible to
compare two groups in one analysis as can be done in SPSS when using (non)parametric ttests or anova. First I will analyze both groups separately with PLS (section 5.2.3) and try to
compare the results, but the results should only be interpreted as indications, not as hard
significant results. Second I will compare the groups means with a Mann-Whitney U test
(section 5.2.4). This is probably the most suitable way to compare both groups to one
another because also p-values are provided.

5.2.3 Reduced PLS model split into high and low performance on revenue
5.2.3.1

Measurement model high performance revenue

For these samples the same constructs and indicators are used as in the reduced model
described in section 5.2.2.
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Item reliability
In table 18 the loadings and cross loadings of the high revenue sample are presented. All the
indicators seem to be properly defined/assigned (bald) except for HRFTEC and HRpm
(underlined), they should be dropped in further analysis. They won’t be dropped now
because all the indicators were properly assigned in the reduced model and maybe their
inappropriateness now is due to the limited amount of data caused by splitting the groups.

Financial

HR activities

HR outcomes

Link/use results

performance
BookVal

0,8321

-0,2157

0,3079

-0,1851

HRFTE

0,1113

0,8338

0,6116

0,1879

HRFTEC

0,0962

0,3566

0,3132

-0,5444

HRact

-0,3059

0,8179

0,2049

0,2975

HRactC

-0,4063

0,8044

0,2448

0,3690

HRcosts

-0,3007

0,7325

0,1556

0,0245

HRfin

-0,0796

0,3949

0,2779

0,9555

HRfinU

0,1036

0,4779

0,3278

0,9708

HRoutc

0,5677

0,5666

0,9860

0,3162

HRoutcC

0,6428

0,4819

0,9860

0,3086

HRpm

-0,4888

-0,0418

-0,3740

-0,2757

Rev

0,9368

-0,0050

0,7030

0,1494

Table 18. Loadings and cross loadings high revenue

Convergent validity
The composite reliability is very good, all the values exceed 0,7, and three out of four even
exceed 0,85.

Discriminant validity
When looking at the AVE values we see all of the constructs have values higher than 0,5
except for HR activities. This construct seems to be ill defined. This may be due to the
amount of data in the model. It also matches the results of the loadings of the indicators.
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AVE

Composite

R Square

Reliability
Financial

0,7850

0,8792

HR activities

0,4461

0,7869

HR

0,9722

0,9859

0,9276

0,9625

Cronbachs

Communality Redundancy

Alpha
0,6261

0,7385

0,7850

-0,1635

0,8415

0,4461

0,2827

0,9714

0,9722

0,2748

0,2166

0,9228

0,9276

0,1883

performance

outcomes
Link/use
results
Table 19. Quality criteria high revenue

When looking at table 20 the SQRTR AVE of the constructs is higher than the correlation of a
particular construct with other constructs which indicates a fine discriminant validity of the
constructs although HR activities has the lowest score on SQRT AVE. This matches the other
findings as well.

Financial

HR activities

HR outcomes

performance
Financial

Link/use

SQRT AVE

results

1,0000

0,8860

performance
HR activities

-0,0965

1,0000

HR outcomes

0,6138

0,5317

1,0000

Link/use results

0,0223

0,4572

0,3169

0,6679
0,9860
1,0000

0,9631

Table 20. Correlations high revenue

Other quality criteria
When looking at the quality criteria in table 19 we can see that HR outcomes has an
explaining power of 28%, link/use results of 22% and financial performance of 62%.
Especially the value of financial performance is high, the other levels are moderate.

5.2.3.2

Structural model high performance revenue

The tables 21, 22 and 23 describe the path coefficients, the loadings of the indicators and
their respective accompanying t-statistics. The significant paths are made bold, the
insignificant ones are underlined. When looking at the paths between the constructs there
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seems to be a very strong significant positive link between HR outcomes and financial
performance, and a pretty strong negative link between HR activities and financial
performance. This last finding is rather strange, and is probably caused by the sample size,
although the same finding appears in the reduced PLS model. The other paths are not
significant. When looking at the indicators HRpm and HRFTEC are not significant indicators
and they both belong to the construct HR activities which seems to be ill defined. Most likely
this is due to the amount and reliability of the data because there was no problem in the
reduced PLS model.

Financial

HR activities

HR outcomes

Link/use results

0,5317

0,4025

performance
Financial
performance
HR activities

-0,5886

HR outcomes

0,9275

Link/use results

-0,0026

0,1029

Table 21. Path coefficients high revenue

Original

Sample Mean

Standard

Standard

T Statistics

Sample (O)

(M)

Deviation

Error (STERR)

(|O/STERR|)

(STDEV)
HR activities

-0,5886

-0,5890

0,1816

0,1816

3,2403

0,5317

0,2251

0,4792

0,4792

1,1096

0,4025

0,3304

0,3455

0,3455

1,1648

0,9275

0,7725

0,2534

0,2534

3,6608

to Financial
performance
HR activities
to HR
outcomes
HR activities
to Link/use
results
HR outcomes
to Financial
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performance
HR outcomes

0,1029

0,2125

0,1911

0,1911

0,5383

-0,0026

0,0020

0,1688

0,1688

0,0152

to Link/use
results
Link/use
results to
Financial
performance
Table 22. t-statistics constructs high revenue

Original

Sample Mean

Standard

Standard

T Statistics

Sample (O)

(M)

Deviation

Error (STERR)

(|O/STERR|)

(STDEV)
Financial performance
BookVal

0,8321

0,8171

0,0984

0,0984

8,4537

Rev

0,9368

0,9355

0,0169

0,0169

55,3783

HRpm

-0,0418

0,1884

0,4171

0,4171

0,1002

HRFTE

0,8338

0,5491

0,4084

0,4084

2,0415

HRFTEC

0,3566

0,2250

0,3221

0,3221

1,1072

HRact

0,8179

0,6383

0,3107

0,3107

2,6324

HRactC

0,8044

0,7156

0,2647

0,2647

3,0391

HRcosts

0,7325

0,6205

0,2492

0,2492

2,9394

HRfin

0,9555

0,9574

0,0109

0,0109

87,9808

HRfinU

0,9708

0,9664

0,0120

0,0120

81,2047

HRoutc

0,9860

0,9857

0,0020

0,0020

488,1989

HRoutcC

0,9860

0,9861

0,0020

0,0020

503,8691

HR activities

Link/use results

HR outcomes

Table 23. T statistics indicators high revenue

94

5.2.3.3

Evaluation of reduced PLS model for high performance on revenue

Figure 16 and 17 represent the high revenue model with the R square values, t-values, path
coefficients and outer loadings.

2

Figure 16. High revenue PLS model: R , path coefficients and outer loadings
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Figure 17. High revenue bootstrap model: t-statistics

When looking at this model it is obvious two indicators should be dropped, HRFTEC and
HRpm. When doing so the model most probably would generate much better results. I won’t
do be analyzing this model any further though because this part of the data analysis is only
done to compare the results of the group respondents that performs above average on
revenue growth to those of the group respondents that performs below average on revenue
growth.
From the analysis we derive the following equations:

HR outcomes (R2=28%) = no significant paths were found
Link/use results (R2=22%) = no significant paths were found
Financial performance (R2=63%) = -0,5886 * HR activities + 0,9275 * HR outcomes + ε
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Financial performance is influenced by both HR activities and HR outcomes, but the
influence of measuring HR activities seems once again to be negative.

5.2.3.4

Measurement model low performance revenue

Item reliability
In the low performance revenue sample it seems that the indicators are properly assigned
(>0,6) except for BookVal. So the construct financial performance is not optimally defined.
This can be seen in table 24.

Convergence validity
When looking at the composite reliability (table 25), which should exceed 0,7 for moderate
reliability, we see that financial performance does not meet this criterion. This is in line with
the finding that book value in this model is a poor indicator for the construct financial
performance as can be seen in table 24.

Discriminant validity
The AVE values (table 25) should exceed 0,5 which is the case for all the constructs although
financial performance (once again) and HR activities meet this criterion only just. In table 26
the correlations and SQRT AVE values are shown. All the SQRT AVE values of the constructs
exceed the correlation values of that construct with other constructs which indicates a good
discriminant validity.

Other quality criteria
In table 25 also other quality criteria are listed. When looking at the R2 values we can see
that HR outcomes has an explaining power of 38% and the other two constructs financial
performance and link/use results both have an explaining power of 21%.

Financial

HR activities

HR outcomes

Link/use results

performance
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BookVal

-0,4225

-0,1708

-0,2237

-0,1045

HRFTE

0,2401

0,7614

0,2784

0,5004

HRFTEC

-0,0322

0,6073

0,2242

0,5327

HRact

0,6360

0,8829

0,7041

0,3704

HRactC

0,1008

0,7317

0,3752

0,4589

HRcosts

0,4390

0,6573

0,2983

0,1823

HRfin

0,2313

0,4906

0,3615

0,9669

HRfinU

-0,0074

0,3217

0,1553

0,8856

HRoutc

0,2080

0,4706

0,8715

0,1960

HRoutcC

0,3684

0,6263

0,9420

0,3389

HRpm

0,4204

0,8723

0,6763

0,1957

Rev

0,9241

0,4339

0,2716

0,1283

Table 24. Loadings and cross loadings model low revenue

AVE

Composite

R Square

Reliability
Financial

0,5163

0,2064

HR activities

0,5761

0,8890

HR

0,8234

0,9030

0,8596

0,9244

Cronbachs

Communality Redundancy

Alpha
0,2186

-0,0924

0,5163

0,1083

0,8529

0,5761

0,3800

0,7925

0,8234

0,3036

0,2117

0,8492

0,8596

0,1676

performance

outcomes
Link/use
results
Table 25. Quality criteria model low revenue

Financial

HR activities

HR outcomes

performance
Financial

Link/use

SQRT AVE

results

1,0000

0,7185

performance
HR activities

0,4590

1,0000

HR outcomes

0,3320

0,6165

1,0000

Link/use

0,1564

0,4591

0,3074

results
Table 26. Correlations model low revenue
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0,7590
0,9074
1,0000

0,9271

5.2.3.5

Structural model low performance revenue

When looking at the structural model for low performance revenue we see from table 27
and 28 that only the paths related to HR activities are significant, meaning that HR activities
influences all three other constructs, but that the other constructs do not influence each
other.
From table 29 can be concluded that all indicator paths are significant (made bald) except for
book value. The poor value of book value as indicator in this model also showed in the
loading for book value which was below the critical point of 0,6.

Financial

HR activities

HR outcomes

Link/use results

0,6165

0,4348

performance
Financial
performance
HR activities

0,4413

HR outcomes

0,0819

Link/use results

-0,0714

0,0394

Table 27. Path coefficients model low revenue

Original

Sample Mean

Standard

Standard

T Statistics

Sample (O)

(M)

Deviation

Error (STERR)

(|O/STERR|)

(STDEV)
HR activities to

0,4413

0,4290

0,1724

0,1724

2,5592

0,6165

0,6268

0,0533

0,0533

11,5606

0,4348

0,4161

0,1153

0,1153

3,7724

0,0819

0,0487

0,1307

0,1307

0,6265

Financial
performance
HR activities to
HR outcomes
HR activities to
Link/use
results
HR outcomes
to Financial
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performance
HR outcomes

0,0394

0,0506

0,1041

0,1041

0,3783

-0,0714

-0,0775

0,1050

0,1050

0,6796

to Link/use
results
Link/use
results to
Financial
performance
Table 28. T-statistics paths model low revenue

Original

Sample Mean

Standard

Standard

T Statistics

Sample (O)

(M)

Deviation

Error (STERR)

(|O/STERR|)

(STDEV)
HR activities
HRpm

0,8723

0,8732

0,0283

0,0283

30,8280

HRFTE

0,7614

0,7551

0,0709

0,0709

10,7394

HRFTEC

0,6073

0,5975

0,1067

0,1067

5,6895

HRact

0,8829

0,8822

0,0198

0,0198

44,6568

HRactC

0,7317

0,7301

0,0573

0,0573

12,7791

HRcosts

0,6573

0,6497

0,0880

0,0880

7,4712

HRfin

0,9669

0,9640

0,0374

0,0374

25,8546

HRfinU

0,8856

0,8858

0,0349

0,0349

25,3462

HRoutc

0,8715

0,8678

0,0386

0,0386

22,5938

HRoutcC

0,9420

0,9408

0,0130

0,0130

72,3716

Link/use results

HR outcomes

Financial performance
BookVal

-0,4225

-0,3148

0,3584

0,3584

1,1789

Rev

0,9241

0,8417

0,3266

0,3266

2,8296

Table 29. T-statistics indicators model low revenue
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5.2.3.6

Evaluation on reduced PLS model for low performance on revenue

Figure 18 and 19 represent the low revenue model with the R square values, t-values, path
coefficients and outer loadings.

2

Figure 18. Low revenue PLS model: R , path coefficients and outer loadings
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Figure 19. High revenue bootstrap model: t-statistics

When looking at the results for low performance on revenue, the indicator book value
should be dropped. Overall the model for low performance on revenue seems to be well
designed and it explains 22% of financial performance, 21% of link/use results, 38% of HR
outcomes which can be translated in the following equations:

HR outcomes (R2=38%) = 0,6165 * HR activities + ε
Link/use results (R2=21%) = 0,4348 * HR activities + ε
Financial performance (R2=22%) = 0,4413 * HR activities + ε

According to this model HR activities seems to influence all the other constructs, this was
also according to the expectations. Remarkable now in comparison to the high performance
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and reduced PLS model is that there are no more negative significant coefficients in the
equations.

5.2.3.6

Comparison of PLS models for low and high performance on revenue

When looking at the model design for high performance on revenue we see that two
indicators should be dropped, HRFTEC and HRpm. In the low performance on revenue model
this is not the case, only the indicator book value seems to be of no added value to the
model. The high performance on revenue model explains 62% of financial performance, 28%
of HR outcomes, 22% of use/link results while the low performance on revenue model
explains only 22% of financial performance, 38% of HR outcomes and 21% of link/use results
(table 30). It is quite remarkable that the high performance model with the same design
explains 40% more of the construct financial performance than the model for low
performance on revenue and that the construct financial performance is not properly
defined in the lower performance model since book value does not seem to be an
appropriate indicator for the construct.

High revenue performance

Low revenue performance

Financial performance

R2 = 62%

R2 = 22%

HR outcomes

R2 = 28%

R2 = 38%

Link/use results

R2 = 22%

R2 = 21%

2

Table 30. R values for the high and low performance on revenue PLS model

Within the high performance results the paths between HR activities and financial
performance and HR outcomes and financial performance are significant. The path between
HR activities and financial performance has a negative coefficient of -0,58 which is not as
expected. A positive relationship between measuring and performance was more likely to be
found according to the theory. It is not a strange result that there seems to be a strong
positive relationship between HR outcomes (employee trust, customer satisfaction,
employee satisfaction etc) and financial performance. HR outcomes can be interpreted as
non-financial performance. When looking at the results for low performance we see that
they are quite different. All the paths related to HR activity seem to be significant, the others
are not.
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As already mentioned, these results are not reliable because the groups are very small, the
model is designed for the whole dataset and not adapted to fit the two separate groups and
probably not all the data is accurate due to a lack of knowledge of the respondents about
the subjects addressed in the questionnaire. Furthermore, because the results from the two
separate models differ so much this might not be the best way to compare the two groups.

5.2.4 The Mann-Whitney U test
The Mann-Whitney U test can be used to analyze two groups of data. The groups in this
research are designed based on the performance on revenue of the different respondents.
What I want to find out using this nonparametric test is whether the group respondents
scoring high on revenue performance makes more use of measuring HR parameters than the
group scoring low on revenue performance. In other words, is there a positive relationship
between measuring HR related parameters and increasing financial performance, in this case
revenue performance? The group of high performance on revenue respondents has an N of
12 and the group of low performance on revenue has an N of 20.
The null hypotheses is that the means of the two groups do not differ from each other and
the alternative hypotheses is that the means of the two groups do differ from each other. If
the p-values are =< 0,05, the null hypothesis should be rejected in favor of the alternative
hypothesis. If the p-values are > 0,05 there is no reason to reject the null hypothesis. Within
the results the p-values for one-tailed significance should be looked at because there is an
expectation that companies that use (a lot of) HR related measures have a better financial
performance, which indicates a one tailed significance.
The results are shown in table 31.
When looking at the results it appears that for all the variables that are used to compare the
groups it is never necessary to reject the null hypotheses which means that there is no
significant statistical difference mean between the groups. The answer to the question is
thus that there is no obvious significant relationship between measuring HR related
parameters and performance on revenue.
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# HR
# HR-

Comparing

costs

parameters being

Comparing

# measured

# measured

parameters

parameters

related to HR

related to HR

# ways of

# measured activities

# measured outcomes

parameters being

parameters being

# effects # financial financial

related to

coupled indicators indicators in book

compared to

using the %
Change

Measuring ratio HR/FTE related to

compared to

ratio

to that of other HR

those of other HR

those of other to HR

coupled to coupled to value

being used

reported FTE #

HR/FTE

organizations activities

organizations outcomes

organizations efforts

HR efforts HR efforts 06-07

107,000

118,000 94,000

102,000

114,000

97,500

119,000

111,000

118,000

58,500

96,000

317,000

328,000 304,000

312,000

324,000

175,500

329,000

189,000

328,000

-,532

-,080

-1,170

-,851

-,270

-,880

-,039

-,355

,595

,936

,242

,395

,787

,379

,969

,723

MannWhitney

110,500

88,000

268,500 306,000

320,500

298,000

-,079

-2,494

-1,080

-,391

-1,246

,937

,013

,280

,696

,213

U
Wilcoxon
W
Z
Asymp.
Sig. (2tailed)
Exact Sig.
[2*(1tailed

,632

a

,954

a

,326

a

Sig.)]
a. Not corrected for
ties.
b. Grouping variable: Group based on revenue
performance

Table 31. Mann-Whitney U test statistics

,501

a

,833

a

,387

a

,985

a

,744

a

,954

a

,015

a

,366

a

,716

a

,224

a

5.3

Results of the questionnaire

In order to answer the second research question concerning the current state of
measurement of costs and effects related to aimed investments in HR activities among
clients of Towers Perrin NL, the respondents filled in a questionnaire. The results of this
questionnaire will be analyzed in this section and presented in tables. All the results come
from 44 respondents, but for some questions it was possible to give more than one answer
so the values for n underneath the tables represent the number of answers and not the
number of respondents.

5.3.1 General company information
In the questionnaire respondents were first asked to give some general information on their
company and their position within the company. The tables corresponding to these
questions are given below (table 32 to 38). The results speak for themselves.

Your position within the organization:
HR ultimate responsibility

#20

HR manager/advisor

#7

Compensation & Benefits

#6

Management development

#0, 0%

HR controlling

#2 5%

Financial ultimate responsibility

#2 5%

Financial employee

#2 5%

Otherwise

#5

no answer

#0, 0%

45%
16%
14%

11%

n=44
Table 32. Position within the organization

Company size (# employees worldwide):
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0-200

#12

200-500

#5

500-1000

#9

27%
11%
20%

1000-2000

#5

2000-5000

#4 9%

5000-10000

#5

>10000

#4 9%

no answer

#0, 0%

11%

11%

n=44
Table 33. Company size

Type of organization:

• Dutch organization

#23

• International organization with Dutch

#14

52%
32%

headquarters

• International organization with local

#3 7%

Dutch office

• International organization with its

#4 9%

international headquarters in Holland

• no answer

#0, 0%

n=44
Table 34. Type of organization

Sector:
Financial services

#13

Production

#5

Energy & Utilities

#2 5%

Commercial services

#10

ICT & (multi-media)entertainment

#2 5%

Otherwise

#12

no answer

#0, 0%

n=44

107

30%
11%

23%

27%

Table 35. Sector

What does the fiscal year look like within your organization?
Similar to calendar year

#38

Otherwise

#6

no answer

#0, 0%

86%
14%

n=44
Table 36. Fiscal year

Who does the top HR position within your company report to?
CEO (Chief executive officer)

#28

CFO (Chief financial officer)

#3 7%

COO (Chief operating officer)

#2 5%

CAO (Chief administrative officer)

#0, 0%

Managing director

#4 9%

Otherwise

#7

no answer

#0, 0%

64%

16%

n=44
Table 37. Top HR position reports to?

Is the top HR position within your company part of the executive board?
Yes

#25

No

#19

no answer

#0, 0%

n=44
Table 38. Top HR position is part of the executive board?

5.3.2 General HR information
This section deals with questions concerning the HR department.
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57%
43%

Does your organization momentarily use measurable parameters related to HR?

• Nothing is being measured

#6

• Only standard parameters such as sick

#16

14%
36%

leave and turnover are measured

• Besides the standard parameters the

#12

27%

HR function also measures personnel
costs and compares these to other
organizations

• Besides standard parameters and

#10

23%

personnel costs, also the HR function
itself is measured

• no answer

#0, 0%

n=44
Table 39. Use of measurable HR parameters

It is remarkable when looking at table 39 that 14% of the respondents uses no measurable
parameters at all that are related to HR. Around 50% measure nothing or just the standard
parameters, the other 50% also uses these measures for comparison etc. So for 50% of the
respondents there is still a lot of improvement possible concerning measuring of HR related
parameters.

Which of the following HR costs are being mapped within your organization? (Several answers
possible)

• Labor costs for HR staff
• Implementation

and

#33
maintenance

#18

30%
17%

costs for HR systems

• HR travel costs and overheads

#21

• Outsourcing and consulting costs

#29

• None of these costs

#8 7%

• no answer

#0, 0%

n=109
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19%
27%

Table 40. HR costs

Table 40 shows that the labor costs of the HR staff and the outsourcing and consulting costs
are recorded mostly among the respondents, from the total number of respondents, 44,
75% records labor costs for the HR staff as a special costs, as well as outsourcing and
consulting costs. This is quite a high percentage, but still 25% of the questioned
organizations don’t split these costs from the other costs. 18% of the original 44 sample does
not record costs related to HR activities at all.

With regard to which of the following HR costs does your organization compare itself with other
organizations? (Several answers possible)

• Labor costs for HR staff
• Implementation

and

#20
maintenance

34%

#5 9%

costs for HR systems

• HR travel costs and overheads

#3 5%

• Outsourcing and consulting costs

#7

• None of these costs

#23

• no answer

#0, 0%

12%
40%

n=58
Table 41. HR costs compare

As can be seen in table 41, which is related to table 40, a little over half of the original
sample of responding organizations (44) does not compare any costs related to HR activities
with other organizations, meaning that also about half of the respondents do compare at
least some costs linked to HR activities with other organizations. Labor costs for the HR staff
is most popular to compare.
Does your organization keep track of the number of full time equivalent (FTE) HR-staff (40-hour
working week)?
Yes

#37

No

#7

no answer

#0, 0%

n=44
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84%
16%

Table 42. Number of FTE

Does your organization compare the number of FTE’s employed in the HR section with other
organizations?
Yes

#23

No

#21

no answer

#0, 0%

52%
48%

n=44
Table 43. Compare number of FTE

From table 42 and 43 can be concluded that most (84%) of the organizations measure the
number of FTE employed in the HR department and about half of the organizations also
compares their findings with other organizations.

Does your organization measure the ratio FTE HR section/total FTE?
Yes

#27

No

#17

no answer

#0, 0%

61%
39%

n=44
Table 44. Ratio FTE in HR/ total FTE

Is the ratio FTE HR section/total FTE being compared with other organizations?
Yes

#19

No

#25

no answer

#0, 0%

43%
57%

n=44
Table 45. Compare ratio FTE in HR/ total FTE

Table 44 and 45 indicate that most of the organizations (67%) measure the ratio FTE
HR/total FTE. The ratio is compared with other organizations by 43% of the responding
organizations, so most organizations do not compare their ratio with other organizations.
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In table 46 and 47 HR related activities are respectively listed and compared. As can be seen
from the much larger N used in table 46 one can conclude that the respondents do use
measures on quite a few HR related activities, but they don’t compare the measures a lot, at
least not all the measures. The items that are mostly measured within companies are the
number of vacancies (37 out of 44), fixed pay (39 out of 44), variable pay (31 out of 44),
retirement (36 out of 44), company car (36 out of 44) and the outflow of employees (30 out
of 44). Three respondents measure none of these possibilities.
When looking at table 47 we see that half of the respondents compare the retirement, fixed
pay and variable pay with other organizations, and company cars are still compared in about
25% of the organizations. One third of the respondents does not compare any measure
related to HR activities with other companies.

Which of the following elements related to HR activities are kept track of in your organization?
(Several answers possible)
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Number of vacancies

#37 7%

Average time until vacancies are filled in

#19 3%

Direct costs recruitment

#23 4%

Indirect costs recruitment

#1, 0%

Age structure

#33 6%

Time of service structure

#26 5%

Ratio fixed/temporary staff

#28 5%

Ratio management/non management

#21 4%

Number of expats

#16 3%

Fixed pay

#39 7%

Variable pay

#31 5%

Leave/free time

#29 5%

Retirement

#36 6%

Costs for sickness

#21 4%

Surcharges

#26 5%

Company car

#36 6%

Direct training costs

#23 4%

Training costs in time

#13 2%

Career possibilities

#14 2%

Internal guidance

#5 1%

Talent management program

#20 4%

Influx employees

#25 4%

Outflow employees

#30 5%

Internal mobility

#12 2%

None of these possibilities

#3 1%

no answer

#0, 0%

n=567
Table 46. HR activities

With regard to which elements that are related to HR activities does your organization compare
itself with other organizations? (Several answers possible)
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Number of vacancies

#4 2%

Average time until vacancies are filled in

#1 1%

Direct costs recruitment

#4 2%

Indirect costs recruitment

#0, 0%

Age structure

#8 4%

Time of service structure

#6 3%

Ratio fixed/temporary staff

#8 4%

Ratio management/non management

#5 3%

Number of expats

#4 2%

Fixed pay

#21 11%

Variable pay

#20 11%

Leave/free time

#7 4%

Retirement

#19 10%

Costs for sickness

#7 4%

Surcharges

#6 3%

Company car

#12 6%

Direct training costs

#6 3%

Training costs in time

#2 1%

Career possibilities

#5 3%

Internal guidance

#0, 0%

Talent management program

#7 4%

Influx employees

#7 4%

Outflow employees

#11 6%

Internal mobility

#2 1%

None of these possibilities

#15 8%

no answer

#0, 0%

n=187
Table 47. HR activities compare

Table 48 gives insight in which elements concerning HR outcomes are measured within
companies and table 49 shows which measures are also being compared to other
organizations. Comparing the N of these two tables with the N of table 46 we can say that a
lot more organizations measure HR related activities than outcomes.
The most measured HR outcomes are sickness leave of employees, this is a standard
parameter and it is thus not very surprising that it is measured a lot. Satisfaction, motivation
and involvement of employees are measured by half of the companies and thus points at an
active human capital policy. Almost 14% of the companies don’t measure HR outcomes at
all. With regard to comparing the measures on HR outcomes with other organizations can be
said that a lot of organizations that measure HR outcomes also compare (some of) them to
other companies. Only 15 respondents out of 44 say they do not compare any measure on
HR outcomes to other companies at all. The most important HR outcomes related measures
that are being compared by this group of respondents is sickness leave, and second is
employee satisfaction, which shows that organizations find it important to know whether
their employees are satisfied and whether that is the same in other organizations.

Which of the following elements related to HR results are kept track of in your organization?
(Several answers possible)
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Satisfaction of employees

#26

Motivation of employees

#22

Sickness leave of employees

#36

17%
15%
24%

Turnover of employees

#16 11%

Involvement of employees

#20

Trust of employees

#14 9%

Social relationships employees /management

#10 7%

None of these possibilities

#6 4%

no answer

#0, 0%

13%

n=150
Table 48. HR outcomes

With regard to which of the following elements related to HR results does your organization
compare itself with other organizations? (Several answers possible)
Satisfaction of employees

#15

Motivation of employees

#9 9%

Sickness leave of employees

#27

Turnover of employees

#10 10%

Involvement of employees

#14

Trust of employees

#8 8%

Social relationships employees /management

#5 5%

None of these possibilities

#15

no answer

#0, 0%

15%

26%

14%

15%

n=103
Table 49. HR outcomes compare

Table 50 deals with effectiveness measures that are linked to HR efforts. A rather large
group (21 out of 44) does not link any measure of effectiveness to HR efforts. The efforts
that are linked to HR results are mostly customer satisfaction and productivity. These are
quite common and popular effectiveness measures.
Table 51 shows what is done with the results of those effectiveness measures. 19 out of 44
organizations do not use the results for anything, this matches the results from table 50.
Most companies that do use the results of these measures use them as input for the conduct
of policy for the next year (17 out of 44) and 11 out of 44 (25%) uses the results for the
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annual social report. This is quite a low percentage and leaves thus enough possibilities for
improvement.

What effectiveness measurements on the following areas are linked to HR efforts? (Several
answers possible)?
Productivity

#14

Efficiency

#10

Error margins

#3 4%

Innovativeness

#5 7%

Customer satisfaction

#15

None of these possibilities

#21

no answer

#0, 0%

21%
15%

22%
31%

n=68
Table 50. Effects linked to HR efforts

In what ways are the results of these effectiveness measurements used within your
organization?

• As input for the conduct of policy for

#17

23%

next year

• As measurement of results of HR

#8

11%

efforts

• To increase understanding of the

#4 5%

return of HR investments to the
Executive

Board

and

other

stakeholders

• As input for the annual social report

#11

• For insight into market conformity

#7 9%

• For the twinning of HR efforts to

#8

15%

11%

organizational strategy
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• None of these possibilities

#19

• no answer

#0, 0%

26%

n=74
Table 51. Use of results of effectiveness measures

In table 52 the operating results that are linked to HR efforts are listed. Remarkable is that
31 out of 44 organizations do not link HR efforts to these operating results at all. The results
that are used to link HR efforts to seem to be Turnover and net profit, but only by
approximately 20% of the participating organizations.
In table 53 is listed how the link between operating results and HR efforts is used. About half
of the respondents do not use the results of these measures for anything. The most
favorable use of the link between HR results and financial performance is for decision
making on the arrangement of HR, and in smaller proportion to compensate the HR staff and
management.

Which of the following operating results are linked to HR efforts? (Several answers possible)
Turnover

#9

Net profit

#8

Market share

#2 4%

Share price

#2 4%

Market value

#1 2%

None of these possibilities

#31

no answer

#0, 0%

17%
15%

58%

n=53
Table 52. Operating results linked to HR efforts

How is the link between operating results and HR efforts used?

• As

decision-making

on

the

#18

29%

arrangement of HR

• For information to shareholders and

#4 6%

the external market

• For the (variable) compensation of HR
staff
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#7

11%

• For the (variable) compensation of the

#7

11%

management

• For the (variable) compensation of top

#5 8%

executives

• None of these possibilities

#21

• no answer

#0, 0%

34%

n=62
Table 53. Use of linking operating results to HR efforts

5.4

Summary and outlook to next chapter

In this chapter the results of this research are presented and examined. In the first part of
the chapter the PLS model is analyzed. The first complete model met the quality criteria well
enough, but four indicators did not (FTEnum, HRcostsC, HReffU and EBIT, for a description of
these abbreviations see table 5 at the beginning of this chapter) and they should either be
left out of the model, or the underlying data should be more closely examined. Dropping
these invalid indicators resulted in the reduced model for the complete dataset which met
all the quality criteria. The outcome of the reduced model is that it explains 15% of financial
performance, 30% of HR outcomes and 20% of the use of results.
The design of the reduced model was then used to split the data into two groups based on
their performance on revenue and it was striking that the high revenue model explained
more than 60% of financial performance while the low revenue model only explained 20%.
The results of the two models were quite different from each other and the reduced model
did not appear to be the appropriate for the two sub-groups of data. PLS is not the best way
to compare two groups of data. To overcome that problem a nonparametric test for two
independent groups (the Mann-Whitney U test) was executed on the data but the results
showed no significant difference between the two groups concerning the use of HR related
parameters and performance on revenue.
In the second part of the chapter the data from the questionnaire was presented and
investigated. It seems that the respondents already perform a lot of activity in the field of
measuring HR activity related costs and effects, which they also compare to other
companies, but they do not at large link the results of these measures to effectiveness and
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financial operators, let alone use them on large scale for policy making etc. There is still a lot
of improvement possible, especially since the PLS model shows that it is not measuring the
HR activities, but the HR outcomes that have a significant positive effect on financial
performance.

In the next chapter the conclusions of this research will be presented and discussed.
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Chapter 6.

Conclusion and discussion

In this final chapter of the research report conclusions concerning the results will be drawn
and the research questions will be answered in section 6.2. Within the course of this
research several choices have been made about how to conduct the research. These choices
influence the results and they will be discussed in section 6.3. Finally, in section 6.4, an
overall conclusion will be drawn and managerial implications will be addressed.

6.2

Conclusions

The focus of this research is on whether measuring costs and effects of aimed investments in
HR activities leads to better financial performance and also to find out whether the clients of
Towers Perrin NL already measure the costs and effects of their aimed HR activity related
investments. In order to find an answer to this objective two research questions and
accompanying sub questions were formulated which will be addressed in the following
paragraphs. The sub questions will firstly be addressed to find an answer to the research
question they apply to.

The first research question was:
Do companies that measure the costs and effects of aimed investments in their HR activities
generate better financial results than companies that do not measure the costs and effects of
their investments in human capital?

In order to provide this question with an answer the following sub questions were
formulated and answered:
What are HR activities and how can they be made operational?
In this research HR activities are activities that are performed by the HR department
concerning recruitment, pay and development of employees. Measures concerning these
items are listed in chapter 3, table 4 and figure 11.
What are effects of investments in HR activities and how can they be made operational?
HR activities are directed at gaining HR outcomes, HR outcomes are thus the non financial
results of HR activities. All HR outcomes are focused on employees and concern areas such
as attitude and performance. Measures of HR outcomes are for example productivity, trust,
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engagement, commitment, efficiency. All the measures that are used in this research
concerning HR outcomes are also listed in chapter 3, table 4 and figure 11.
What are important business results of investments in HR activities and how can they be
made operational?
Important business results is in this research equal to important financial results. For this
construct I used revenue, net profit, EBIT (earnings before income and taxes) and book value
because these measured are also used a lot in literature and they represent good criteria to
compare companies. Revenue is a top measure which means that it is the total income of a
company; net income is a bottom measure and it is what is left when all the costs are
subtracted from the revenue; EBIT is the same as revenue except that by EBIT the costs for
interest and taxes are not yet subtracted from revenue, this makes the measure very useful
to use when comparing company performances; book value represents the value of the
company on paper.
The three sub questions refer to the constructs I have used to design my research model.
Link/use results is another construct I added and this construct is about what is done with
the results of the measures of HR activities and HR outcomes; whether they were either
linked to financial results and/or non-financial results. Paauwe’s model (2004) provided the
basis for the conceptual model.

In chapter 2 I explained the importance of human capital to the performance of companies.
In chapter 3 I showed that a lot of research concerning this subject was already carried out,
but the focus of the former research was slightly different. In this research the focus is not
on whether investing in human capital has a positive effect on the financial performance of a
firm, but rather on whether measuring the costs and effects of aimed investments in HR
activities has a positive influence to firm performance. So it is not just about investing in
human capital, but about the monitoring and evaluation of investments in human capital
and whether that has an effect on financial performance.

After analyzing the results of the questionnaire with SmartPLS program it is quite difficult to
provide a clear reliable answer to the research question “Do companies that measure the
costs and effects of aimed investments in their HR activities generate better financial results
than companies that do not measure the costs and effects of their investments in human
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capital?” Only 44 respondents filled in the questionnaire, and only from 32 respondents the
financial information was available and it may be questioned if all the information was
reliable. To complete the data sample I used the average scores to fill in the gaps in the
financial data.
In order to gain some insight in the relationships between measuring HR activities,
measuring HR outcomes, use of the results and financial performance, PLS regression was
performed on the complete dataset.
Following the line of reasoning that measuring HR activities influences measuring HR
outcomes positively; that measuring HR activities and outcomes influences the use of the
results of those measures positively; and that using measures of these kind has a positive
impact on financial performance -the more measures that are used the better the
monitoring and evaluation, the bigger the effect on financial performance- I expected to find
the following relationships when starting this research:

HR outcomes (R2=?) = β1*HR activities + ε
Link/use results (R2=?) = β1*HR activities + β2*HR outcomes + ε
Financial performance (R2=?) = β1*HR activities + β2*HR outcomes +β3*Link/use results + ε

The actual results were quite different; 15% of financial performance is explained by the
model, but I expected that financial performance would be positively influenced by all the
other constructs, and that is not the case. From the results it appears that only measuring
HR outcomes (non-financial performance) really influences financial performance the way I
expected (see table 54, the significant paths are made bold) because there seems to be no
relation at all between use/link constructs and financial performance and the relationship
between HR activities and financial performance has a negative coefficient, which is rather
odd. There may be two explanations for this effect, one being that the data were not reliable
which can be the case since a lot of people had difficulties or a lack of knowledge/time when
filling in the questionnaire. The other possible explanation is that investing in HR related
activities might lower the financial results immediately and only have a positive effect on
financial performance in time. Using measures to establish the effects of investments will be
subject to the same time lag.
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When looking at the other significant relationships we can see that measuring HR activities
positively influences HR outcomes and link/use results, but that it is stronger related to HR
outcomes. This is as expected, measuring HR activities should lead to measuring HR
outcomes and then both should influence use/linking the results. The results of the reduced
model can be written down in formulas as follows:

HR outcomes (R2=30%) = 0,5449 * HR activities + ε
Link/use results (R2=20%) = 0,3147 * HR activities + ε
Financial performance (R2=15%) = -0,3143 * HR activities + 0,4313 * HR outcomes + ε

Financial

HR activities

HR outcomes

Link/use results

0,5449

0,3147

performance
Financial
performance
HR activities

-0,3143

HR outcomes

0,4313

Link/use results

0,0873

0,1940

Table 54. Reduced PLS model of the complete dataset; path coefficients

After this general analysis of the complete dataset and fine-tuning the model I also wanted
to compare the use of HR related measures between the group of respondents that scored
high on financial performance and the group of respondents that scored low on financial
performance. Within SmartPLS it is not possible to do Anova or comparison of means tests,
so first I analyzed the two groups separately with PLS in order to compare them to each
other, which might in this case not have been very useful because the sample sizes were
probably too small and the quality of the data too questionable to provide meaningful
results; second I ran a Mann-Whitney U test on the data, a nonparametric test, suitable for
small groups to compare the means of 2 groups to each other.
From analyzing the data in PLS it appeared that revenue was the only valuable indicator for
financial performance within this dataset. The data was therefore split up into two groups
based on revenue performance resulting in a group of high performance on revenue growth
(12 respondents) and one of low performance on revenue growth (20 respondents). The
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results of low performance on revenue growth should be more meaningful than those for
high performance on revenue because of the different group sizes.
When looking at the results that are found for low performance on revenue the indicator
book value should be dropped, but overall the model for low performance on revenue
seems to be well designed. It explains 22% of financial performance, 21% of link/use results,
38% of HR outcomes. The model for high performance on revenue also seems properly
designed, although now two indicators should be dropped in further analysis, HRFTEC and
HRpm. The high performance on revenue model explains 62% of financial performance, 28%
of HR outcomes and 22% of use/link results. The R2 values of the high and low performance
on revenue model are listed in table 55.

High performance revenue

Low performance revenue

Financial performance

R2 = 62%

R2 = 22%

HR outcomes

R2 = 28%

R2 = 38%

Link/use results

R2 = 22%

R2 = 21%

2

Table 55. R values model high and low performance on revenue

Within the high performance results the paths between HR activities and financial
performance and HR outcomes and financial performance are significant. The path from HR
activities to financial performance has a negative correlation of -0,58 which is not as
expected. A positive correlation between measuring and performance was more likely to be
found according to the theory. It is not a strange result that there seems to be a strong
positive relationship between measuring HR outcomes (employee trust, customer
satisfaction, employee satisfaction etc) and financial performance. HR outcomes can be
interpreted as non-financial performance (results high performance in table 56, bald values
represent significant paths).
When looking at the results of the low performance model (table 57) we see that they are
rather different from the results of high performance. All the paths related to HR activity
seem to be significant, the others are not.

High: Financial performance (R2=0,62) = -0,58*HR activities + 0,92*HR outcomes + ε
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Low: Financial performance (R2=0,22) = 0,44*HR activities + ε
HR outcomes (R2=0,38) = 0,62*HR activities + ε
Link/use results (R2=0,21) = 0,43*HR activities + ε

It seems that link/use results is not really valuable for achieving financial performance, but
this may be due to the fact that only a few respondents did link/use their results to
operating results, policy making etc.
Measuring HR activities appears to play the biggest role in influencing the other constructs,
this was according to the expectations.

Financial

HR activities

HR outcomes

Link/use results

performance
Financial
performance
HR activities

-0,5886

HR outcomes

0,9275

Link/use results

-0,0026

0,5317

0,4025
0,1029

Table 56. High revenue model path coefficients

Financial

HR activities

HR outcomes

Link/use results

performance
Financial
performance
HR activities

0,4413

HR outcomes

0,0819

Link/use results

-0,0714

0,6165

0,4348
0,0394

Table 57. Low revenue model path coefficients

As already mentioned, these results are not reliable because the groups are very small, the
model is designed for the whole dataset and not adapted to fit the two separate groups and
probably not all the data is accurate due to a lack of knowledge of the respondents about
the subjects addressed in the questionnaire.
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When looking at the results of the Mann-Whitney U test it appears that for all the variables
that are used to compare the groups it is never necessary to reject the null hypotheses
which means that there is no significant statistical difference mean between the groups. The
answer to the first question is thus that there is no obvious significant relationship between
measuring HR related parameters and performance on revenue.

The second research question that this research is trying to answer is:
What is the current state of measurement of the costs and effects of aimed investments in
HR activities among clients of Towers Perrin?

When trying to answer the second research question and investigating the results we should
keep in mind that the total number of respondents is only 44, which is only a very small
percentage (±5%) of the clients of Towers Perrin and the results may as such not be
representative for all the clients of Towers Perrin. Also it might be possible that only the
companies with an interest in measuring HR related metrics returned the questionnaire
which will influence the outcomes.

The results as presented and analyzed in chapter 5 cannot be generalized to the whole
Towers Perrin client database, no funded conclusions can be drawn, only some indications
can be extracted because the group of respondents was just too small (±5%).
It seems that among the respondents there still is a lot of possible improvement concerning
the measurement of HR related parameters since 14% of the respondents use no
measurable parameters that are related to HR and around 50% of the respondents measure
nothing at all or just the standard parameters like sick leave, turnover. The other 50% also
uses these measures for comparison etc.
When looking at the measuring of HR related activities we can see that the respondents do
use measures on quite a few HR related activities, but they don’t compare the measures a
lot, at least not all the measures. The items that are mostly measured within companies are
the number of vacancies (37 out of 44), fixed pay (39 out of 44), variable pay (31 out of 44),
retirement (36 out of 44), company car (36 out of 44) and the outflow of employees (30 out
of 44). Three respondents measure none of these possibilities.
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When looking the comparison of the results of these measures to those of other companies
we see that half of the respondents compare the retirement, fixed pay and variable pay with
other organizations, and company cars are still compared in about 25% of the organizations.
One third of the respondents does not compare any measure related to HR activities with
other companies.
From the results on measuring and comparing HR related outcomes we see that a lot more
organizations measure HR related activities than outcomes.
The most measured HR outcomes are sick leave of employees, this is a standard parameter
and it is thus not very surprising that it is measured a lot. Satisfaction, motivation and
involvement of employees are measured by half of the companies and thus points toward an
active human capital policy. Almost 14% of the companies don’t measure HR outcomes at
all. With regard to comparing the measures on HR outcomes with those of other
organizations it can be said that a lot of organizations that measure HR outcomes also
compare (some of) them to other companies. Only 15 respondents out of 44 say they do not
compare any measure on HR outcomes to other companies. The most important HR
outcomes related measures that are being compared by this group of respondents is sick
leave, and second is employee satisfaction, which shows that organizations find it important
to know whether their employees are satisfied and whether that is the same in other
organizations.
About effectiveness measures can be said that a rather large group of respondents (21 out
of 44) does not link any measure of effectiveness to HR efforts. The efforts that are linked to
HR results are mostly customer satisfaction and productivity. These are quite common and
popular effectiveness measures. 19 out of 44 organizations do not use the results of those
effectiveness measures for anything. Most companies that do use the results of these
measures use them as input for the conduct of policy for the next year (17 out of 44) and 11
out of 44 (25%) uses the results for the annual social report. This is quite a low percentage
and leaves enough possibilities for improvement. When looking at the operating results we
see that 31 out of 44 organizations do not link HR efforts to operating results at all. The
results that are used to link HR efforts to are turnover and net profit, but only by
approximately 20% of the participating organizations. The most favorable use of the link
between HR results and financial performance is for decision making on the arrangement of
HR, and in smaller proportion to compensate the HR staff and management.
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6.3

Discussion

When looking at the results of this research there are a few things that have to be kept in
mind which influence the results. Some of them I already mentioned, such as the small
number of respondents, their possible difficulties with filling in the questionnaire and their
possibly more than average interest in the topic of this research. But there are more
assumptions made by me concerning this research, such as the whole line of reasoning that
investing in human capital will lead to better financial performance and added value to the
company. This is only one side of the story, one point of view. Another point of view can be
that the whole line of reasoning is the other way around, that financial performance leads to
measuring and managing of HR related activities. Also one should be aware of the fact that
there is a great risk in investing in human capital, for example training, because the
knowledge stays with the employee and not necessarily with the company. Also in times of
growth or decline it can be much nicer to work with flexible contracts to get the work done
that needs to be done, that won’t stimulate investing in human capital either, but it won’t
have a negative influence on financial performance. The greater the job-rotation the less
worthwhile it will be to invest in developing and optimizing human capital. Investments in
human capital go hand in hand with a human capital policy that is directed towards retaining
the employees, otherwise it will be investing for other companies.

Investing in HR does not necessarily lead to direct results concerning financial performance,
there can be a time-lag before effects become visible and the expenses are immediately
accounted for which lowers the financial results. This problem cannot be tackled unless a
longitudinal research on the topic is performed but that seems to be quite difficult due to a
lack of information on for example training costs, expenses on outsourcing etc.
To measure financial performance I selected four metrics, revenue, net profit, EBIT and book
value. When using these absolute numbers there is no correction for size. Larger companies
probably have more focus on HR policy than do small ones. To reduce size effects I used the
relative growth between 2006 and 2007 of these metrics for analysis. The original idea was
to look at the performance on all four of these indicators of which EBIT would be the best
one to compare companies to because interest and tax costs are still included. Due to a lack
of and quite unreliable data profit and EBIT could not be used to analyze with, and from the
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analysis it appeared that revenue was the best indicator for the construct financial
performance so that is the one used for the analysis.

When looking at the group of respondents, all clients of Towers Perrin, a company
specialized in HR consultancy, it is clear these companies have a more than average interest
in their HR policy otherwise they would not be in the Towers Perrin client database. The
companies thus do not represent the complete Dutch market.

When performing further research it is necessary to obtain more data, more reliable data
and data covering a larger period of time.
More data will allow you to do the analysis you want in normal statistical programs with
more extensive analysis possibilities and will more likely generate significant results. More
reliable data is necessary in order to obtain relevant results, and data covering a larger
period of time will solve the problem of the time lag that may occur between investing in
human capital and the results of these investments. Probably a questionnaire send by email
is not the best way to fulfill these demands, at least not in the way I have done this. I
combined questions concerning HR and finance in one questionnaire hoping that the
questionnaire would end up with the right people. It might be better to do the questionnaire
by telephone, that way you can explain any unclearness concerning the questions and get
the right people to answer the questions. Perhaps it is also better to select the companies
not based on a client database, but select from the Dutch market based on size for example,
that makes it easier to compare the companies to each other.
When these conditions are met I think some interesting results can be found that really did
not show in this research.

6.4

Overall conclusion and managerial implications

When looking at the research questions we can conclude that the first research question
‘Do companies that measure the costs and effects of aimed investments in their HR activities
generate better financial results than companies that do not measure the costs and effects of
their investments in human capital?‘ Should be provided with a negative answer resulting
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from the Mann-Whitney U test, meaning there is no significant difference between the
group that performs above and the group that performs below average on revenue growth
in using HR related measures, the two groups seem to be drawn from the same population.
The relationships between the different constructs can be described in the following
equations derived from the analysis of the reduced PLS model:

HR outcomes (R2=30%) = 0,5449 * HR activities + ε
Link/use results (R2=20%) = 0,3147 * HR activities + ε
Financial performance (R2=14%) = -0,3143 * HR activities + 0,4313 * HR outcomes + ε

In particular the measuring of HR outcomes such as employee trust, customer satisfaction,
engagement etc seems to have a positive influence on financial performance. Measuring HR
outcomes on its turn is influenced strongly in a positive manner by measuring HR activities,
while measuring HR activities seems to have a negative impact on financial performance.
This is strange but might be explained by the fact that investments related to HR activities
lower the net results immediately while the positive effect on the performance, both
financial and non financial, might come later.

Although this research did not really make it clear that measuring the costs and effects of
focused HR investments leads to better financial performance, other research has shown
that there is a positive significant relationship between investing in human capital and
financial performance. It would be very interesting to see what the results will be of this
research will be when having more and more reliable data to work with and preferably also
over a larger period of time in order to also account for the time lag that can occur between
investing in human capital and the result of the investment. Maybe a positive link between
measuring HR related efforts and financial performance will show when the sample size is
larger and/or the data more reliable and when a time-lag between investment and effect is
taken into account.

The second research question ‘What is the current state of measurement of the costs and
effects of HR related activities among clients of Towers Perrin?‘ is impossible to answer when
looking at the small number of respondents who participated in this research (44 out of 850
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possible respondents which is a response rate of approximately 5%). This should be kept in
mind when looking at the results and tables concerning this part of the research (section
5.3). When looking at those results presented in section 5.3 we can only interpret them as a
vague indication implying that quite a few clients of Towers Perrin can optimize their HR
management since 50% of the group of respondents indicate not to measure anything or
just some standard parameters. This means that from the point of view of Towers Perrin
there is still a lot of improvement possible concerning measuring and managing investments
in HR activities among its clients. Improvement in this case means that there are possibly a
lot of companies within the Towers Perrin client database that do not pay (enough)
attention to their HR related activities and the effects on their financial performance (yet)
and that Towers Perrin can help these companies optimize their business in the HR area by
using and selling its knowledge and expertise in order to maximize their financial returns.
It might be a good idea for Towers Perrin to design a standard management tool with (easy)
measures that can be used to monitor the costs and effects of HR related activities and to
implement questions concerning HR related measurement in its contacts with clients. That
way Towers Perrin could gain insight in the state of measurement among its clients and it
offers a standard measurement tool to help to improve the business results of companies.
When more companies use such measures they can also be more easily compared to their
competitors. Towers Perrin already designed a model to measure the return on Human
Capital, but that model is quite rough, it uses salaries and benefits as HR component and
standard financial measures as a financial component and it does not take into account a
time lag between investment and effect. It would be an idea to fine tune the model they
already have and still use the financial measures but replace the salary and benefit
component with more HR activity and HR outcome oriented measures. These are harder to
obtain but maybe if they introduce a measuring map to their clients they can start building a
database and do proper longitudinal research to the relationships between using HR related
measures and financial performance and they might even see which measures/actions
generate the most returns (for example investing in training). Actually doing this will be
quite difficult though because there are a lot of factors other than HR-related factors that
can influence financial performance.
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APPENDIX I
List of used variables
Constructs and their indicators
HR activities:

This construct consists of measures related to HR activities such as

training costs, sick leave, company car etc. and consists of the following indicators:
• FTEnum:

Measure the number of Full Time Employees working for the company

• FTEnumC:

Compare the number of Full Time Employees working for the company

to that of other companies
• HR-FTE:

Measure the number of Full Time Employees working for the HR

department
• HR-FTEC:

Compare the number of Full Time Employees working for the HR

department to that of other companies
• HRact:

Count the number of measures related to HR activities

• HRactC:

Compare the number of measures related to HR activities to that of

other companies
• HRcosts:

Measuring the costs of the HR department

• HRcostsC:

Comparing the costs of the HR department to those of other

companies
• HRpm:

HR outcomes:

Measuring HR related parameters

This construct consists of measures related to HR outcomes such as

employee trust, engagement, productivity etc. and is measured by the following indicators:
• HR outcomes:

Counts the number of measures related to HR outcomes

• HRoutcomesC:

Compares the number of measures related to HR outcomes to

those of other companies

Link/use results:

This construct identifies what is being done with the results of

measures related to HR activities and HR outcomes and consists of the following indicators:
• HReff:

HR effectiveness In how many ways are the results of measures on HR

activities linked to non-financial performance
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• HReffU:

In how many ways is the link between measures on HR

activities and non financial performance for policy making, setting targets etc. being
used
• HRfin:

In how many ways are the results of measures on HR activities linked

to financial performance
• HRfinU:

In how many ways is the link between measures on HR

activities and financial performance for policy making, setting targets etc. being used

Financial performance:

This construct looks at the financial performance of a firm and

is measured by the following indicators:
• Revenue:

Revenue, the total amount of income

• EBIT:

Earnings before interest and taxes, revenue minus all the costs except

for interest and taxes
• Net profit:

Net profit, the total revenue minus all the costs, including taxes and

interest
• Book value:
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The value of the organization on the

APPENDIX II
Questionnaire
Afstudeeronderzoek naar het effect van het meten en sturen van HR-activiteiten en HRuitkomsten op de financiele resultaten van een bedrijf

Geachte heer, mevrouw,
Voor u ligt de enquete betreffende het effect van het meten en sturen van HR
activiteiten en HR uitkomsten op de financiele resultaten van een bedrijf.
Het invullen van de enquete zal ongeveer 15 minuten duren. Er wordt gevraagd naar
algemene bedrijfsinformatie, HR informatie en financiele bedrijfsinformatie.
De resultaten zullen rond half oktober met u gedeeld worden.

ALGEMENE BEDRIJFSINFORMATIE

1.

Naam bedrijf:

Naam respondent:

E-mail adres respondent:

2.
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Uw positie binnen het bedrijf:

3.

Omvang bedrijf (# werknemers wereldwijd):

4.

Type organisatie:

5.

Leeftijd organisatie

6.
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Sector:

7.

Hoe loopt het fiscale jaar?

8.

Munteenheid gebruikt voor
rapportage:

9.

Aan wie rapporteert de top HR positie binnen uw bedrijf?

10.

Is de top HR positie binnen uw bedrijf onderdeel van de (hoofd)directie van het
bedrijf?

ja
nee
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FINANCIELE BEDRIJFSINFORMATIE

11.

Omzet 2006 (inkomsten uit het
verkopen van goederen en services):

Omzet 2007 (inkomsten uit het
verkopen van goederen en services):

Earnings before interest and taxes
(EBIT) 2006 (omzet minus operationele
kosten, dwz dagelijkse kosten van de
onderneming zoals kosten van
verkochte goederen en services,
administratieve kosten, algemene
kosten etc.):

Earnings before interest and taxes
(EBIT) 2007 (omzet minus operationele
kosten, dwz dagelijkse kosten van de
onderneming zoals kosten van
verkochte goederen en services,
administratieve kosten, algemene
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kosten etc.):

Netto winst 2006 (omzet minus totale
kosten):

Netto winst 2007 (omzet minus totale
kosten):

Marktwaarde 2006 (alleen van
toepassing op beursgenoteerde
bedrijven):

Marktwaarde 2007 (alleen van
toepassing op beursgenoteerde
bedrijven):

Boekwaarde 2006 (de waarde
waartegen activa en passiva op de
balans zijn opgenomen):

Boekwaarde 2007 (de waarde
waartegen activa en passiva op de
balans zijn opgenomen):

HR BEDRIJFSINFORMATIE
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De HR organisatie

12.

Gebruikt uw organisatie op dit moment meetbare parameters?

Er wordt niets gemeten
Er wordt alleen gebruik gemaakt van standaard parameters zoals
verloop of ziekteverzuim
De HR functie meet naast de standaard parameters ook de
personeelskosten en vergelijkt deze met andere organisaties
De HR functie meet de standaard parameters, de personeelskosten
en de kosten van de HR functie zelf

13.

Welke van de volgende HR kosten worden in kaart gebracht binnen uw
organisatie? (Meerdere antwoorden mogelijk)

Personeelskosten voor HR medewerkers
Implementatie en onderhoudskosten voor HR systemen
HR reis- en overhead kosten
Outsourcing en consulting kosten
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Geen van deze kosten

14.

Met betrekking tot welke van de volgende HR kosten vergelijkt uw organisatie
zich met andere organisaties? (Meerdere antwoorden mogelijk)

Arbeidskosten voor HR medewerkers
Implementatie en onderhoudskosten voor HR systemen
HR reis- en overheadkosten
Outsourcing en consulting kosten

15.

Brengt uw organisatie het aantal Full Time Equivalent (FTE) HR-medewerkers
(40-urige werkweek) in kaart?

ja
nee

16.

Vergelijkt uw organisatie het aantal FTE werkzaam in de HR afdeling met
andere organisaties?
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ja
nee

17.

Meet uw organisatie de verhouding FTE HR afdeling/totale FTE? Zo ja, wordt
deze verhouding vergeleken met andere organisaties?

ja, meten
nee
ja, meten en vergelijken

HR activiteiten

18.

Welke van de volgende elementen met betrekking tot HR activiteiten worden
in kaart gebracht door uw organisatie? (Meerdere antwoorden mogelijk)
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Aantal openstaande vacatures

Duur openstaande vacatures

Directe kosten recruitment

Gederfde kosten recruitment

Leeftijdsopbouw

Diensttijdopbouw

Verhouding vast/tijdelijk

Verhouding management/niet

personeel

management

Aantal expats

Vaste beloning

Variabele beloning

Verlof/vrije tijd

Pensioen

Ziektekosten

Toeslagen

Bedrijfsauto

Scholing directe kosten

Scholing in tijd

Carrieremogelijkheden

Interne begeleiding

Talent management

Instroom werknemers

programma
Uitstroom werknemers
Geen van deze mogelijkheden

19.

Interne mobiliteit
Anders, nl.

Met betrekking tot welke elementen die in relatie staan tot HR activiteiten
vergelijkt uw organisatie zich met andere organisaties? (Meerdere antwoorden
mogelijk)
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Aantal openstaande vacatures

Duur openstaande vacatures

Directe kosten recruitment

Gederfde kosten recruitment

Leeftijdsopbouw

Diensttijdopbouw

Verhouding vast/tijdelijk

Verhouding management/niet

personeel

management

Aantal expats

Vaste beloning

Variabele beloning

Verlof/vrije tijd

Pensioen

Ziektekosten

Toeslagen

Bedrijfsauto

Scholing directe kosten

Scholing in tijd

Carrieremogelijkheden

Interne begeleiding

Talent management

Instroom werknemers

programma
Uitstroom werknemers
Geen van deze mogelijkheden

Interne mobiliteit
Anders, nl.

HR uitkomsten

20.

Welke van de volgende elementen met betrekking tot HR uitkomsten worden
in uw organisatie in kaart gebracht? (Meerdere antwoorden mogelijk)

Tevredenheid werknemers
Motivatie werknemers
Ziekteverzuim werknemers
Turnover werknemers
Betrokkenheid werknemers
Vertrouwen werknemers
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Sociale verhoudingen werknemers/management
Geen van deze mogelijkheden
Anders, nl

21.

Met betrekking tot welke elementen gerelateerd aan HR uitkomsten vergelijkt
uw organisatie zich met andere organisaties? (Meerdere antwoorden mogelijk)

Tevredenheid werknemers
Motivatie werknemers
Ziekteverzuim werknemers
Turnover werknemers
Betrokkenheid werknemers
Vertrouwen werknemers
Sociale verhoudingen werknemers/management
Geen van deze mogelijkheden
Anders, nl.

Koppeling HR metingen aan bedrijfsresultaten
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22.

Welke effectiviteitsmetingen op de volgende gebieden worden gekoppeld aan
HR inspanningen? (Meerdere antwoorden mogelijk)

Productiviteit
Efficientie
Foutenmarges
Innovativiteit
Klanttevredenheid
Anders, nl

23.

Op welke manieren gebruikt uw organisatie de resultaten van deze
effectiviteitsmetingen?

Als input voor de beleidsvoering voor komend jaar
Als meting van resultaten van HR inspanningen
Om inzicht te geven in het rendement van HR investeringen aan de
directie en andere stakeholders
Als input voor het sociaal jaarverslag
Voor inicht in marktconformiteit
Voor het koppelen van HR inspanningen aan organisatiestrategie
Anders, nl.
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24.

Welke van de volgende bedrijfsresultaten worden gekoppeld aan HR
inspanningen? (meerdere antwoorden mogelijk)

Omzet
Netto winst
Marktaandeel
Aandelenkoers
Marktwaarde
Anders, nl.

25.

Hoe wordt de koppeling van bedrijfsresultaten aan HR inspanningen gebruikt?

Als besluitvorming over de inrichting van HR
Voor informatie naar aandeelhouders en de externe markt
Voor de (variabele) beloning van HR medewerkers
Voor de (variabele) beloning van het management
Voor de (variabele) beloning van top executives
Anders, nl.

Einde van deze enquete, versturen.
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