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Return on intangibles

Firms stand to gain thru their people investments

ELCOME TO the
knowledge era! The
name of the game is
human capital. Your
company's success is
directiy propontional 1 the depth of hu-
man capital you command. And it s go-
ing 1o be measured in terms of the new
Rol: Return on Intangibles! Corpora-
tions have been working overtime to
maximise the traditional RO, which is
return on investment. Investment in
people actually benefits an organisation
in the form of many intangibles. Invest-
ment firms and industry watchers are
realising the importance of intangibles
and the impact it creates for corporations
through a higher market cap.
Impact of intangibles: There have
been some selective, sporadic but very
reliable studies in the area of 1he impact
of intangible on business cutcome. Stan-
ford professor Jeffrey Pleffer’s studies
suppart that HR practices account for up
to 40% or more gains in market cap.
Baruch Lev, professor of finance & ae-
counting with New York University, has
done extensive work in the area of intangi-
bles, In an interview, Lev mentioned that
the market value of S&P 500 companies is
more than six times what is on their books!
Lev attributes this to the intangibles.
HR and the intangibles: Here is where
HR as a function and profession can add
tremendous value to the business in sub-
stantially enhancing the presence and im.-
pact of intangibles. Despite increasing reali-
sation that HR practices contribute 1o creat-
ing value for business, there still exists even
in the minds of the HR professionais doubts

about how they can create value. Tradition-

al HR often confused doing things with de-
lIivering value, according 1o Prof Dave Ulrich
whu is widely regarded as the HR guru. HR
doables included recruitmens, rraining pro-
grammes, competency frameworks, per-
formance appraisal tools, diversity initia-
tives, compensation reviston and the like.
These are necessary but not sufficient, HR
deliverables have more te do with creating
those ocutcomes that help the organisation
implement strategy effectively. Prof Dave
Ulrich guides HR professionals to Inok at de-
signing and implementing HR practices that
facilitate creation of valuable intangibles,
Intangibles HR can create; While there
are many intangibles that HR professionals
can create or enhance, let me focus on just
five of them:

Engagement: Creating a framework for
employer engagement that is tailored tp an
organisation’s needs will create an invalu-
able intangible for the company. Engage-
ment is eften not understood in s entire
sense in many organisations. Hewitt Associ-
ates define engagement as comprising three
measurable behaviours on the part of the
employees. First is *stay’ (people stay with
the company despite tempting offers else-
where), next is ‘say’ {people say and advo-
cate good things about the company) and
fast is 'serve’ {they exert a lot of discre-
donary elfors which may not be part of the
tob descriptions). Consulting firm DDT de-

fines engagerment as, “the extent to which
people enjoy and believe in what they do
and feel valued for doing it”. Here is my ad-
vice 10 HR managers, Use whatever frame-
work you are comiortable with. Afterali, it
does not matter whether the catis black or

white, so long as it catches the mouse!”

Leadership bench: Another investor in-
tangible would be helping the organisation
build a solid leadership bench. Leadership
deliversimmeasurable value 1o the business
eutcomes as has been demonstrated by
IBM, General Flectric, Colgare-Palmaolive,
Allied Signal, Unilever and many others,
HE managers must work with the leader-
ship team in their organisations to design
and implement a leadership pipeline trame-

TALENT

work and build a cadre of leaders across all
levels, Competency frameworks tailored to
an organisation’s strategy will be very help-
ful, rather than any vanilla approach. “Lev-
el 5 Leadership” framework by Jim Collins
or “The Apprenticeship Approach® advo-
cated by Ram Charan coutld be used with or
without adapration. When a bunch of sen-
ior executives from GE moved out and over
to Boeing, 3M, Allied Signal, Home Depot,
etc., the marker cap of these companies re-
portedly zoomed by over $25 billion! Such
is the power of leadership as a key intangi-
ble. Great leadership pipeline is viewed as a
lead indicator of future success for the com-

pany.
Collaboration: Most organisations have
vast scope for increasing collaboration as a
key capability within and outside with sup-
pliers and customers. Collaboration be-
rween funcions and departments in any or-
ganisation is anybody's guess! Scandinavian
quality guru Claus Moller asks this in his
workshops: “When depariment A [fights
with department B or department C fights
with department D, who wins?”™ After lis-
tening to the participants, he declares in his

" characteristic style “well, competition
wins!” This exercise is a lrue eye-
opener for anyone who understands
the cost of not collaborating internally.
1f HR managers can design and deliver
| initiatives and interventions that en-
hance collaboration internally and ex-
ternally with partners, this becomes a
significant investor intangible con-
tributing to the markert capital.
Ability to Execute: It is very well es-
tablished that organisations rarely un-
derperform or perish for want of a
strategy, but often because they are
not good at execution. Ram Charan
and Larry Bossidy discuss lucidly in
their masterpiece work ‘Execution’
that executing well is a discipline that
organtsations can learn and practice.
They provide a very pragmatic ap-
proach 10 enhance the ability 1o exe-
Ccute by working on three critical or-
- ganisational processes, namely strate-
gy, people and operations. All the
three are, of course, interrelated. HR
Managers can create the intangible of
very “execution-oriented culture” by focus-
ing on “bias for action” as an organisation-
wide people capability. Designing and im-
plementing appropriate interventions for
goal-setting, holding each other account-
able, reviewing with robust dialogue and
rewarding those who execute well will be
the key agenda for HR professionals in their
quest for creating and sustaining an execu-
tion-oriented culture, Investor confidence
multiplies when they know that a company
is good at flawless execution and they deliv-
er what they promise.
Diversity in talent: Talent per se is a great
source of intangible value for corporations.
However, understanding the power of the
diverse workforce that reflects the market
place is a smart business move, Diversity is
no feel-good phenomenon. For example,
most medipm scale industries in United
Stales are managed or owned by women,
And, if you are selling to such institutions, it
makes sense for you toincrease the share of
talented women workforce in your organi-
sation, Likewise, for other facets ol diversity
interms of race, colowr, disability, and more.
HR managers must educate the leaders in
the company who own talent acquisition
and development to be aware of the busi-
ness implicatlons of diversily and enhance
the same. IBM, HE Ford Motors, and many
other corporations have reaped rich divi-
dends by celebrating diversity.
Return on Intangibles — the new
mantra! HR managers need to look no fur-
ther than creating strategy-driven intangi-
bles for their organisations, Tt is time they
gave up the flavour- of- the- month pro-
grammes and initiatives and focused only
on those people practices that delivered the
key intangibles as discussed above, There
lies the return on infangibles and perhaps
even the much elusive retum on HR!
C MAHALINGAM
(Executive vice-prestdent & chief people officer
with Sympheny Services Corporation)
Contributions to this column can be sent
to Mt je h i pr.oom)
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