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FOREWORD

In a recent television interview, the guest was asked about some
unexpected current event and what it meant. With a sly grin,
the guest simply responded ‘It’s 2020!" The year 2020 may
become a meme for unparalleled change with cumulative
calamities:

e Global coronavirus pandemic affecting 7 billion people on
earth with nearly 40 million infected and over one million
deaths

e Racial and civil unrest reflected in Black Lives Matter
protests and movement

* Global immigration, refugee and humanitarian challenges

e Natural disasters of fires, earthquakes, hurricanes, floods
and even locusts

e Economic decline in many industries

e DPolitical squabbles and diatribes

e Personal and emotional malaise with increased rates of
anxiety and stress and decreased rates of well-being

Whew! Some have said it is time to apply the neuralyzer from
Men in Black and erase the year 2020.

Of course, we cannot erase 2020, or even pretend it did not
exist.

Individuals and organizations need to learn to not merely
survive, tolerate, or endure the uncertainty that these crises
create, but to harness the uncertainty and find opportunities in
it.



The good fortune for individuals and organizations is that
there has been a lot of focus the last few years around creating
agility. Agility, or the capacity to anticipate and respond quickly,
has become a key concept to help both individuals cope with
change and organizations harness uncertainty. Clearly agility
matters in this unprecedented 2020 world.

In our work, we have defined laid out a roadmap for agility
(Eigure 1). This roadmap has three fours: (1) four dimensions to
define agility (create a future, anticipate opportunity, adapt
quickly, learn always; (2) four stakeholders where agility
applies (strategy, organization, leader, and individual); (3) four
HR practices to drive agility (people, performance,
communication, work). This overview of agility offers leaders a
blueprint to build a learning organization that can adapt to
what is not yet known.



Figure 0.1 Blueprint of Agility
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For agility to become a central capability and element of an
organization’s culture, individuals have to become nimble, deft,
and change-able. To ensure individual agility, an organization
needs to create a more agile workforce planning process.

Adam Gibson’s ideas in this book offer unique and relevant
guidance for creating this agile workforce planning process. His
work does a superb job capturing and synthesizing the rich and
diverse literature on workforce planning so that the seven
rights of workforce planning can occur: shape, size, location,
time, cost, risk, and capability.

His framework with six stages for doing agile workforce
planning (baseline, supply, demand, gap analysis, action plan,
deliver) are relevant, timely and useful. For each of these six
stages, he provides conceptual insights, useful tools and specific
actions that will enable a business or HR leader to make agile
workforce planning happen.
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» Figure 0.1 details



With the ideas and insights in this book, the threats and fears
of 2020 may be replaced with opportunity and confidence in
how to better manage talent in times of uncertainty.

Dave Ulrich

Rensis Likert Professor

Ross School of Business
University of Michigan Partner
The RBL Group



PREFACE

Throughout my younger years I was fascinated by history.
Perhaps it was the study, on three separate occasions (such was
British education in the 1990s), of German history between the
two world wars that drove my interest in political history. I was
interested in the romantic and utopian notions of an ideal state
of politics and of duty, espoused by Plato and Aristotle, concepts
that would lead me into military service. Equally, I had an
interest in realpolitik, the way things are, characterized by the
likes of Thomas Hobbes and Niccolo Machiavelli. My career in
the army was similarly demarcated: enemies were fought, and
hearts and minds won, through realpolitik; however, the
conduct of the army was based on duty. I recall being on
parade, early in my service, and we were addressed by a senior
officer: do what you ought, not what you want. It was a phrase
that stuck with me as all of us were directed through the use of
terms such as should, will and must. They were phrases that
worked; the military acted on those terms and were punished
when they failed.

When I left the military, I found that much of the civilian
world used the same phraseology: managers said that people
should, processes said that people will, and leaders said that
people must. Except, often people could not, would not and did
not; and that is usually why plans take longer than expected,
run over budget, or fail. The same has been true with workforce
planning: either plans are based on organizations assuming
people should, or plans themselves rely on an expectation that
people will. As I have practised workforce planning, I have done



so on a mantra I continue to preach: people can or they
cannot, they will or they will not, they have or they have
not: plan on that basis. The agile workforce planning
approach has evolved out of a necessity of realpolitik, an
approach that works rather than existing as an academic
exercise.

I have written this book with the same things in mind: to be
able to take those with an interest in businesses and the people
within them, those with experience in workforce planning and
those who may have never heard of it, and those from both
junior and senior levels within organizations, and help us all
create the workforce we need.
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PART ONE

Introduction to workforce
planning
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What is workforce planning?

Introduction

In early 2019 I was a member of a panel at PAFOW London
(People Analytics Future of Work) discussing workforce
planning; the organizer and a global figure in people analytics,
Al Adamsen, was chairing the panel. In recognition of the
challenge in understanding workforce planning, he posed a
quotation: ‘The beginning of wisdom is to call things by their
proper name’ (Confucius, 1979). Workforce planning is known
by many different names, including people planning,
headcount planning, manpower planning, human capital
planning, and human resource planning. The director of
research and consultancy at the Institute for Employment
Studies, Peter Reilly, provides the following opening definition:
‘A process in which an organization attempts to estimate the
demand for labour and evaluate the size, nature, and sources of
the supply which will be required to meet that demand’ (Reilly,
1996). In this chapter, we will go deeper into the definition and
explore the way we look at organizations when thinking about
workforce planning, the specifics of what workforce planning
aims to achieve, and the timelines we consider when planning.

Three levels of the organization




By their very etymology, the concepts of workforce and
organization are inextricably linked: a business organization is
a workforce that is structured and managed to pursue a
collective goal. Organizations vary in scale and complexity and,
with this, the considerations and implications of workforce
planning vary. Organizations can be viewed as existing at three
levels (Wagner and Hollenbeck 2015), lenses through which we
will view workforce planning throughout this book.



Figure 1.1 Three levels of the organization

» Figure 1.1 details

Macro

This is the level of the organization as a whole; for example, the
Acme Corporation featured in Warner Bros’ Looney Tunes is the
macro level.

Meso

These are the component levels within an organization. For
example, the Acme Corporation may be subdivided by its
central product departments, including explosives and vehicles.
Those departments may be divided further into lines of specific
products: the Acme ‘Little Giant’ Firecracker and Acme Self-
Guided Aerial Bomb production lines within the explosives
department, and the Acme Rocket Sled and Acme Spring-
Powered Shoes production lines within the vehicles



department. Each of these departments and lines can be
considered the meso level.

Micro

This is the level of the individual teams, for example, the team
on a product line who box up the Acme Birdseed.

Workforce planning sets out to achieve the following seven
Rights at each of those levels of the organization.

Seven rights of workforce planning




Figure 1.2 Seven rights of workforce planning
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In the most commonly quoted definition, workforce planning
‘strives to have the right number and the right kinds of people,
at the right places, at the right time, doing things which result
in both the organization and the individual receiving maximum
long-run benefit’ (Vetter, 1967). From those first four rights, this
section will cover the expanded seven rights that are key aims
of workforce planning.

Right capability

Capability is the extent of an ability to achieve a particular
outcome and both combines and transcends the traditional
categorizations of right people and right skills (eg Sinclair, 2004;



Lambert, 2009). As we will discuss further in Chapter 6, the
modern workforce is a hybrid of people and technology. Also,
both people and technology are inextricably linked to activity,
leaving capability as a more accurate descriptor.

When we consider a workforce, we can view capability as a
construct of five components (Matthews, 2014): knowledge,
skills, mindset, physiology and environment. Knowledge is the
internally memorized information required to complete a
particular task. It is derived from a learning experience, either
active in the form of training or passive through having direct
exposure. Knowledge is distinct from having access to
knowledge, which is an element of the environment. Indeed,
the growing ease of access to information and the increasing
use of intuitive systems has corresponded with a reduction in
the requirement for knowledge to complete tasks.

Skills are practised techniques that enable the achievement of
an outcome. These skills can be viewed as considering ideas
(cognitive), doing things (technical) or relating to people
(interpersonal). Competency is often used interchangeably with
the word skill. However, a competency is created when skills
combine with specific knowledge and physiology (and, where
necessary, accreditation). To that extent, competency can exist
in individuals and only translates into capability within the
context of the organization alongside mindset and
environment.

The mindset comprises the mental aspect that both enables
skills and knowledge to be achieved and for them to become
action. It can be said to comprise three distinct elements:
emotional, how we feel about something; cognitive, how we
think about something; and behavioural, how we react to



something. The range of these elements is often considered as a
range from positive to negative; it is probably more helpful to
recognize mindset within the Aristotelian concept of virtues
and vices. In this sense, virtue is the positive element itself
(such as courage) and vices are the negative excesses (rashness)
or deficit (cowardice) (Aristotle, 1980). Elements within
mindset, such as self-belief or courage, are often referred to as
competencies; more accurately, these are situational and better
reflected as part of capability.

Physiology refers to those characteristics required to achieve
knowledge, skills, and mindset, and also the ability to translate
that into action in a particular circumstance. It comprises
mental (eg intelligence) and physical (eg appearance and
strength); health and well-being, both mental and physical, are
key elements. Physiology can also be said to relate to natural
ability that can enable knowledge and skills to be attained
quicker or executed to a higher degree of performance.
Throughout time, technology has continued to bridge
physiological limitations, both enabling competency attainment
and execution for the first time in some and pushing the
boundaries of human possibility for others.

Environment is the factors independent of a worker that
promote, enable, restrict or prevent a competency from
translating into the desired outcome. This can include hygiene
factors (eg noise, temperature and comfort), hard factors (eg
technology, processes and resources) and soft factors (eg culture
and leadership). Environment is a critical factor that both
impacts mindset (positive and negative) and can overcome
limitations of physiology.



To the five components proposed by Matthews, I add a sixth:
accreditation.

Even with all the above five components, which theoretically
translate into action, accreditation is the increasingly common
requirement to translate action into reality. At a basic level,
most workers are subject to some form of screening or basic
background check. Roles in government, defence and law
enforcement typically require varying degrees of security
clearance. Regulated professions necessitate accreditations
either on the basis of a single qualification, such as barristers
passing the bar, or a time-limited certification, as is the case
with gas engineers. Those regulated professions with exacting
standards around safety require declarations around personal
health and intoxication, or logbooks confirming hours worked
in advance. For both these professions and the vast majority of
workers, accreditation will take the form of a licence or pass
that must be carried. Indeed, even basic capabilities in the
modern workplace are inextricably linked to the completion of
mandatory training, regardless of whether or not that training
translates into knowledge.

Fundamentally, workforce planning is about ensuring an
organization has the right capability to achieve its business
objectives. More important is how that capability connects
across six additional dimensions.

Right size

Size is often used as a synonym for capacity; though they are
related, they are distinct and capacity will be covered in greater
depth in Chapter 9. Size is simply about the numbers: is there a
sufficient quantity of a capability within an organization to



achieve an outcome? It is a concept requiring some care as the
compound, to rightsize, has negative connotations as a
euphemism for layoffs (Kokemuller, 2014). Indeed, an article in
the New Yorker satirizes it with a discussion of a Cubicle
Inhabitant Reduction Program and says, ‘Rightsizing simply
refers to our commitment to optimizing our head count after
discovering that we are, in fact, wrong-sized. I want to reassure
you that this is very different from downsizing, which is
something we haven’t done since before the word “rightsizing”
was invented’ (Nissan, 2014). Amongst HR thinkers, however,
the concept of rightsizing is correctly recognized as a positive
approach to ensure there are the right number of workers to do
the work:

A work force may indeed be too small for the task. And the work then
suffers, if it gets done at all. But this is not the rule. Much more common is
the workforce that is too big for effectiveness, the workforce that spends,
therefore, an increasing amount of time interacting rather than working
(Drucker, 1985)

Right shape

If size is about the numbers of a capability, then shape is the
mix of those capabilities within a workforce: is there the right
shape of capabilities to achieve an outcome? We can break
down shape into four components:

Intra-capability

We acknowledge that a capability is derived from an individual
mix of knowledge, skills, mindset and physiology, further
intertwined with organization-specific environment and
accreditation. From the purest perspective, therefore, there can



be no two capabilities that are the same; each capability would
be as unique as a fingerprint. In reality, we recognize
capabilities within broad categories (eg project management,
and human resources). The intra-capability components are the
sub-levels or degrees within capabilities; it is easiest to
understand capabilities as ranging from foundation, to
intermediate and then advanced (perhaps with the final
dimension of expert for the truly exceptional). When we look at
the right shape at an intra-capability level, we are looking for
that mix of foundation, intermediate and advanced capabilities.
Work tends to require a mix of capability levels and is subject to
the phenomenon of regression to the mean (Galton, 1889), so
that the majority of work requires an intermediate level of
capability. That being the case, too much capability at
foundation level will result in a substandard outcome, whilst
too much capability at an advanced level will result in a wasted
capability (and impact right cost).

As we recognize that an intra-capability mix is a necessity, it
provides the additional benefit that capabilities being used
actively can be expected to develop over time. Just like a
muscle, a capability that hinges heavily upon skill will develop
based on continued practising of that skill. Similarly, those
capabilities that rely on knowledge should expect to grow that
knowledge as more relevant information becomes internally
memorized. It is important to appreciate that foundation,
intermediate and advanced levels are not absolute: not only do
they change over time, largely on the basis of increasing global
knowledge, but they are viewed differently between
organizations (eg consider how a small bookkeeping firm might



determine an intermediate level of computer literacy when
compared to a technology giant).

Inter-capability

If intra-capability is about the mix of levels within capabilities,
then the inter-capability component is concerned with the mix
of capabilities. Whereas an intra-capability view cannot exist at
the lowest micro level of an organization (a worker cannot be
both foundation level and advanced level at project
management), the inter-capability view exists at all three
organizational levels. At the micro level, this might refer to the
mix of programme management and team management
capabilities within a worker. At a meso and macro level, this is
the mix of capabilities within teams, business areas and across
the organization.

Characteristic

The characteristic component relates to those dimensions of a
workforce that are not inextricably linked to capabilities and
can be subdivided as sentient, physiological and non-
physiological. The sentient component refers to the extent that
a capability is a conscious being (Nagel, 1974) and can be
considered as human, artificial intelligence (where robotics can
mimic human cognitive function), animal (consider the
continuing use of working animals in transportation, guarding,
searching, hunting and assisting), automated (non-intelligent
machines) and inanimate (capabilities that are either stationary
or move only through interaction with one of the other types of
sentience). As explained earlier, the physiological component of
a capability is directly related to the ability to achieve



knowledge, skills, and mindset, and also the ability to translate
that into action in a particular circumstance. The physiological
component of a characteristic does not, in and of itself, enhance
or limit the ability to create an outcome. Take for example
someone who needs to use a wheelchair for mobility. That
physiological component becomes a factor limiting the
attainment of a capability in an environment without a
wheelchair ramp; in an environment with a wheelchair ramp,
this is simply a physiological characteristic. The most recorded
physiological characteristics in the workplace are age, sex,
ethnicity, disability and physical dimensions (consider the
provision of uniforms). The non-physiological element
encompasses the myriad characteristics that make us what we
are, including our heritage (eg nationality, socio-economic
background and previous employment), our life circumstances
(eg personal relationships, parenthood and caring
responsibilities) and our lifestyle (eg politics, propensities and
activities).

Whilst there are many physiological and non-physiological
characteristics that can rightly be considered beyond the scope
of the workplace, it must be recognized that the cultural fabric
of an organization is a complex mixture of these characteristics
and they are increasingly recorded and monitored to improve
the diversity of thought (the mindset element of capability) and
promote inclusivity.

Contract

The contractual position of capabilities is closely interlinked to
some characteristic components. The difference is that whilst a
characteristic does not impact a capability, the contractual



component does impact the way that a capability can be used.
For example, a capability related to a permanent employee
cannot necessarily be leveraged in the same way as an identical
capability related to a consultant.

CASE STUDY

NATO

The military has used the concept of command states for decades to differentiate these
relational elements of capabilities that match the contractual position. In doing so, it allows
senior commanders to delegate authorities to more junior levels and increase the speed of
decision making, which, in turn, delivers outcomes faster. NATO (2013) use the following:

Operational Command (OPCOM)
The authority to assign and reassign specific tasks and to redeploy all capabilities. This
could be considered to be equivalent to the authority a CEO wields within a business.

Operational Control (OPCON)

The authority to assign and reassign specific tasks to units and to redeploy those units.
The authority does not extend to those capabilities within units. This could be seen as
similar to a business working with a matrix structure: a senior manager may ask their
finance manager to focus on a particular issue, but that does not allow that leader to
direct the way that finance task is done.

Tactical Command (TACOM)

The authority to assign specific tasks to all capabilities for the duration of a particular
mission. This is similar to a project lead directing a project team and that ability being
limited to the scope and duration of that project.

Tactical Control (TACON)

The localized direction of a capability whose task has already been assigned. This
could be viewed as a junior manager working with an assigned consultancy service;
they would have a limited ability to direct when and where the work takes place, but
not how it is done.



The importance of this contractual position cannot be
understated; it tends to be inextricably linked to the concepts of
right time, right cost and right risk.

Right location

Is a capability in the right location to achieve an outcome? It
can be considered within two specific dimensions: geographic
and structural. Depending on the meso level of the
organization, the geographic element could be viewed as an
economic region level (eg EMEA - Europe, Middle East and
Africa), at a national level, an intra-national level (eg states,
counties or cities) or at a locale level (eg offices or plants). There
are strong views that location is no longer important
(Friedman, 2007) due to the rise of technology-enabled
globalization. Technology has certainly impacted global supply
chains and connectivity is increasingly overcoming physical
locations. Accordingly, it is important to recognize cyberspace
as a geographic location. That said, ‘location does matter and
will continue to matter’ (Hagel and Seely Brown, 2010) as
activity happens in a location, be that physical or cyber.

The structural location relates to the business hierarchy in
which a capability exists, usually a team. In simple terms, if a
finance team requires a finance capability, it is of limited value
if that capability is otherwise employed within the marketing
team. Whilst it is not unusual for some capabilities to be
dispersed within a structure, it requires some form of business
structure to bring it together at scale, even only on a temporary
basis. Consider, for example, a fire and evacuation capability;
these are usually dispersed around locations with emergency
procedures to enable that capability.



Right time

Just as activity always happens in a place, it also always
happens at a time. The right time is considered across two
dimensions: firstly, is a capability available at the point it is
needed? A capability too early may result in wasted value, a
capability too late may delay an outcome and waste value in
related capabilities. Consider the wasted value of an aircraft, of
ground crew and aircrew, just through the delay of a pilot.
Secondly, is a capability available for the duration it is needed?
Every task takes time and even the shortest of tasks have a
duration where a capability is needed. A capability that cannot
be provided for the duration can result in delay and wasted
value. Consider both a capability required for three days, but
only provided for one, and a capability provided for three days
but borrowed elsewhere for the second day. In addition, after
the duration of a task a capability is surplus and, unless
reassigned, again results in wasted value. Time is often the most
overlooked aspect within the field of workforce planning: ‘The
output limits of any process are set by the scarcest resource. In
the process we call accomplishment, this is time... one cannot
rent, hire, buy or otherwise obtain more time’ (Drucker, 1985).
To ensure the right workforce at the right time is to ensure that
time is not wasted.

Right cost

Are we paying the right cost for the capability? This goes
beyond the concept of a budget and if an organization can
afford a cost, but is more importantly seen as a question of
value for money. The cost can be considered in three different



ways: accounting, opportunity and external. The accounting
cost is the sum of funds spent on an activity. This is typically
understood as fixed costs that do not vary with output (eg
factories) and variable costs that do change with output (eg raw
materials). At a macro level, human capabilities are semi-
variable as a workforce is always needed to keep the lights on.
At a meso level, however, the cost of human capabilities can be
distinguished as either fixed or variable; this will be covered in
greater detail within Chapter 11. The opportunity cost is the
cost of employing a capability in one activity rather than
another and captures imputed costs where factors of
production are already owned by an organization. For example,
whilst employing a team would be considered as an accounting
cost, reassigning them from one activity to another would be
considered an opportunity cost. In addition to the accounting
and opportunity cost, usually grouped together as the economic
cost, is the external cost. The external costs are those imposed
on a third party; the commonly cited example is the external
cost of passive smoking that results from the tobacco industry.
In relation to the workforce, this cost is typically associated
with decisions around offshoring (relocating a business process
from one country to another) to satisfy an economic cost. The
resulting layoffs can devastate local communities (Bottini et al,
2007) and must be recognized as an organization may wish to
take a different choice once the true cost is established.

Right risk

Risk is concerned with two things: the potential impact of a
negative event and the likelihood of that event taking place. The



workplace has myriad risks that will need to be accepted or
mitigated. Mitigations come at cost, such as:

Capability deficit

This is the risk that at a future point in time there will be
insufficient levels of capability to deliver an output, which
might result in lost revenue for an organization. It can be
separated into two elements: non-delivery and capability loss. If
you are reading this book, you probably work in an
organization that has learnt to accept the risk of non-delivery of
capability, which typically manifests as vacancies. It is
important to recognize the distinction between a vacancy (a
current gap in the workforce) and a requirement (eg the
requirement to hire an employee to fill a future vacancy).
Vacancies typically arise when a capability is lost and there is
no immediate replacement. Non-delivery also manifests where
a capability fails to keep pace with market requirements;
consider the pace of change in digital skills, for example. In this
sense, having the right capability now that is inflexible to
change may increase the risk of a future capability deficit.

The concept of workforce loss is inextricably linked to non-
delivery; as the likelihood of losing a capability increases, so too
does the risk of non-delivery to replace that capability.
Capability loss tends to relate to the contract component of right
shape; contracts of permanent employment with a three-month
notice period have a far lower risk of capability loss than a one-
week notice period. The fear of capability loss can lead to a
reluctance to invest in training; that reluctance to invest in
training can lead simply to not having the capability at all.



Capability surplus

At the opposite end of a capability deficit is having more
capability than is needed. The key element is that the standard
mitigations for capability surplus, such as the use of contract
workers and limited notice periods for staff, directly increase
the risk of capability deficit. Balancing this risk is a key
challenge, one example being the apocryphal tale of the chief
financial officer asking of employees, ‘What happens if we train
them and they leave?’, to which the chief executive officer
replies, ‘What happens if we don’t train them and they stay?’
This is played out in boardrooms globally as organizations try
to balance deficit through non-delivery against cost through
capability surplus.

Fraud and criminality

It is estimated that a typical organization loses 5 per cent of
revenues annually as a result of fraud (ACFE, 2016). The risks of
fraud and criminality tend to be heavily mitigated within
organizations, not only during employment but also in advance
of it. A famous article by the Governor of New York State and
the CEO of Ben & Jerry’s claimed that one in every three
Americans had a criminal record. Organizations will often
mitigate the risk of fraud and criminality through not hiring
those with certain criminal records. They went on to highlight
that joblessness was the single biggest predictor of reoffending
(an external cost to taxpayers of a hiring decision), therefore
employment of those individuals that could reduce reoffending
by just 10 per cent would result in an annual saving of $635
million to the United States (Cuomo and Solheim, 2017).



Three horizons of workforce planning

Having understood the seven rights, we circle back to the
concept of right time and establish when the right time is. In
workforce planning, we talk about those time periods as three
horizons: resource planning, operational workforce planning
and strategic workforce planning. These horizons relate to the
time frame when the seven rights are achieved, not the point
where planning or indeed execution of plans takes place.



Figure 1.3 Three horizons of workforce planning
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Horizon one - resource planning

Resource planning, also known as resource management or
capacity planning, focuses on the period of the current financial
year. The aim is to manage the workforce against the
fluctuations of demand and the natural evolution of employees
(eg absence and turnover). At the most basic level, this is what
line managers do on a daily basis: they ensure they have
sufficient staff to meet the need, they manage their workforce
and work accordingly when additional work arrives or an
employee is sick. In many organizations, this planning
translates into a rota or schedule detailing when employees are
expected in the workplace, or to be at a particular location.
Most of the time, these schedules can be provided in advance,
in others an advanced schedule can be accompanied by real-



time resource management (eg taxicab drivers). Resource
planning, unlike operational and strategic workforce planning,
takes a bottom-up approach that starts at the micro level with
the resources required to do the work and then rolls upwards
to the meso and macro levels. At advanced levels, resource
planning delves into the detail of productivity and utilization,
which we will explore in Chapter 9.

Horizon two - operational workforce planning

Operational workforce planning focuses on the period of the
next financial year. The aim is to plan a workforce that will
achieve the business objectives for the coming year.
Operational workforce planning is often run by finance
functions as part of a budgetary planning process and, as a
result, is the most common approach to workforce planning.
This approach tends to result in a focus more around workforce
costs at macro and meso levels and less on how that workforce
will be achieved.

Horizon three - strategic workforce planning

Strategic workforce planning focuses beyond the next
budgetary cycle and across multiple years. As Peter Cheese, CEO
of CIPD, says, ‘strategic workforce planning has never been
more important’ (Cheese, 2020). There are myriad definitions of
the practice; one of the better definitions is provided by Rob
Tripp, workforce planning manager at Ford Motor Company,
that strategic workforce planning is ‘a disciplined business
process that ensures that current decisions and actions



impacting the workforce are aligned with the strategic needs of
the enterprise’ (Tripp, 2013).

Though approaches to strategic workforce planning vary as
much as the definitions, they all follow a path similar to that
articulated by consultant and thought leader in workforce
planning and analytics, Tracey Smith:

e determine the roles of interest;

e establish the current state and historical trends;

e determine desired forecasting scenarios;

e perform gap assessments (in headcount and skill sets);
e establish action plans (Smith, 2012).

As a result, it is an approach that typically starts at the macro
level and trickles down to the meso level.

Summary

The concepts of workforce planning can appear impenetrable
at first glance. The reality is that many subjects that claim to be
different are simply workforce planning by another name.
Moreover, many subjects claiming to be workforce planning
but with different approaches are constituent parts of
workforce planning that differ based on organizational levels
and planning horizons. Workforce planning practitioners will
continue to provide different definitions and approaches for
their craft, but all those successful practitioners will agree on
the organizational lenses we look through (the levels of the
organization), what workforce planning aims to achieve (the
seven rights) and the timelines we consider (the three
horizons).
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This chapter serves as the basis for the rest of the book. When you practice workforce
planning, ask yourself:

®  Which level of the organization are we thinking about? o
®  Which planning horizon are we looking at? -

®  Does this approach deliver each of the seven rights of workforce planning?
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Evolution of workforce planning

Introduction

This short chapter will cover the origins and evolution of
workforce planning to its current state. This is not only
important from a historical perspective, it also helps to build
understanding of how much of the thinking has been gradually
fragmented and subsumed into separate areas. In addition, this
will help provide insight into the opinions of stakeholders
towards workforce planning, whose views have been shaped by
the experiences this chapter will cover. Stakeholder views on
workforce planning may be impacted adversely by a negativity
bias where unpleasant memories have a higher psychological
impact than positive ones (Kanouse and Hanson, 1972). Of
equal value for practitioners in workforce planning is the
knowledge that their craft is grounded in the history of
civilization, regardless of the surfeit of thinkers who may claim
inventorship.

History

Many consider that workforce planning began in the middle of
the 20th century and chart the origins of the term manpower
planning to the 1960s. The concept certainly existed in the
Second World War; a British short film entitled Manpower



claimed, ‘the nation that wins a war is the one that plans best its
use of manpower’ (Ministry of Information, 1943). Economist
Alfred Marshall recognized the necessity of planning workforce
needs in the late 19th century when he added the factor of
organization and entrepreneurship to the existing three factors
of production in classical economic theory: land, capital and
labour (Marshall, 1890). Researchers have been able to track its
existence to an entire century before Marshall and point to
actuary John Rowe, who ‘as early as 1779 had been engaged on
a study of the career structures, wastage rates and promotion
prospects in the Royal Marines’ (Smith and Bartholomew 1988).

In the warring states period in China, nearly two-and-a-half
centuries before, Samuel Griffith writes in the introduction to
his translation of Sun Tzu’s The Art of War, ‘conscription and
direction of the labour forces needed to carry out the grandiose
schemes of the rulers, who attempted to outdo one another in
the magnificence of their palaces, terraces, parks, and towers,
posed complicated administrative problems. As these were
solved a science of organization was created’ (Sun, 1963).
Indeed, Sun Tzu himself wrote, ‘Order or disorder depends on
organization’.

Well before the partition of the Jin state in the 5th century BC,
which was the precursor to the warring states period, we have
the construction of the pyramids in Egypt. Records from Deir el-
Medina, home to the artisans who built the Valley of the Kings
from the 16th to the 11th century BC near modern-day Luxor,
are the most informative. Workers were split into shifts called
phyles, which were each split into two divisions; within these
were 120-strong gangs, containing different categories of
workmen. Drawing the term from boat crews, these gangs were



split into a left and right side; the chief of the gang retained
responsibility for reassignment of workers between these sides
(David, 1986).

Though the ability to plan and organize a workforce is clear
within our history, I would arguably pinpoint the start of
modern thinking to 1776 and the publication of An Inquiry into
the Nature and Causes of the Wealth of Nations by Adam Smith.
In it he introduces the concept of the three factors of
production (land, capital and labour), inputs that create outputs
in the form of economic goods (Smith, 1776). This input-output
model, where increasing a factor of production to create a
corresponding increase in the output, begins the evolution to
current thinking.

Evolution

Sixties boom

From Adam Smith we fast-forward past Alfred Marshall a
century later, beyond the two world wars that conducted this
planning on an unfathomable scale, to the 1960s and the use of
material requirements planning (MRP). This enabled
organizations to schedule manufacturing and the workforce
needed to deliver it. This technology-enabled approach would
be slowly adopted over the next 20 years.

The end of the 1960s saw the publication of Manpower
Planning for High Talent Personnel by Eric Vetter (1967). In it, he
details a four-step process that has become the basis for
modern thinking:

e data collection and analyses of the workforce;



e identification of goals and solutions;
e implementation of solutions;
e control and evaluation of those solutions.

This thinking would be bolstered by the publication, by Elmer
Burack and James Walker, of a compendium of essays and
articles from education and industry on the subject of
manpower planning (Burack and Walker, 1972). Walker would
proceed to co-found the Human Resource Planning Society
(HRPS) a few years later and publish the seminal Human
Resource Planning in 1980. The second edition drew out the
critical emphasis on aligning resources with the business
strategy and priorities (Walker, 1992).

Longer-term workforce planning as a practice began to falter
over the course of the mid-1970s to early-1980s when the ability
to forecast demand was shocked during the energy crisis. Major
industrial economies were impacted by the surge in oil prices
and the combination of stagnant growth and price inflation was
categorized by the term stagflation (Cappelli, 2008).

Eighties decline

Centralized planning functions began to be dismantled from the
early 1980s. Henry Mintzberg cites 1984 as a time of
intensification in the criticism of business planning. The CEO of
General Motors was quoted as saying, ‘We got these great plans
together, put them on the shelf and marched off to do what we
would be doing anyway’. Similarly, CEO and Chairman Jack
Welch purged scores of planners from General Electric
(Mintzberg, 1994).



The decline of workforce planning continued into the
following decade after the end of the Cold War, The subsequent
shock to oil prices that accompanied the invasion of Kuwait by
Iraq saw consumer and business confidence decline and a
recession take hold. Increasing unemployment meant that a
shortage of workers was not a problem and businesses saw a
decreasing need for proactive planning. This was accompanied
by a growing trend in decentralized decision making and a shift
in the HR agenda towards qualitative issues such as
performance improvement and flexible working, and away
from quantitative issues such as sufficiency of workers (Reilly,
1996).

The war for talent

The game would change when McKinsey & Company partner
Steven Hankin coined the term ‘the war for talent’ in the
seminal article of the same name (Chambers et al, 1998). This
painted the picture of a declining supply of executive talent that
would continue until 2015 and created a burning platform for
strategic workforce planning. By the early 2000s, surveys of HR
leaders saw ‘workforce planning... consistently listed among
their top five issues’ (Sullivan, 2002). The period also saw the
release of Strategic Staffing by Thomas Bechet (2002), which
shaped the craft of strategic workforce planning and includes
approaches still relevant today.

Extensive literature from the time points to ‘significant skill
imbalances and a loss of institutional memory’ (Pegnato, 2003)
following the downsizing of US government agencies as a result
of the recession in the early 1990s. That same year, the US
House of Representatives would hear sworn testimony from



USAID on the impact of existing approaches to budgeting and
planning that were complicating its ability to build the
workforce it needed and the critical role that strategic
workforce planning would have in overcoming that (United
States Congress, 2003). The drum of the war for talent would be
beaten again later in the decade with Workforce Crisis, which
supported Employment Policy Foundation projections of ‘a
shortage of several million workers... [by 2010, and] 10 million
by 2015’ in the US market (Dychtwald et al, 2006).

Global financial crisis

The resurgence of workforce planning would have probably
continued unabated, had it not been for the burst of the United
States real estate bubble between 2006 and 2007. Financial
systems, which were highly leveraged against US real estate,
resulted in a global recession. As economies contracted many
businesses failed, and those that survived could only do so with
significant workforce layoffs; in the United States, the
unemployment rate nearly doubled within a year. As
organizations focused on their immediate survival, planning
for the long term all but ceased.



Figure 2.1 Harmonized unemployment rates 2005-
2015
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Government intervention, such as the US $700 billion Troubled
Asset Relief Program (TARP), provided bailouts and liquidity
that would start the road to recovery in 2010 for G7 nations. In
Europe, decreased liquidity coupled with the collapse of the
Icelandic banking system and high levels of sovereign debt in
Portugal, Ireland, Italy, Greece and Spain (the PIIGS), triggered a
subsequent crisis that would prolong the impact on
organizations.

Current state

Resurgence

The crisis was recognized as a ‘black swan event’, a phrase
coined by statistician and scholar Nassim Nicholas Taleb. The
three characteristics are that the event is ‘an outlier’, ‘it carries
an extreme impact’ and, ‘in spite of its outlier status, human



nature makes us concoct explanations for its occurrence after
the fact, making it explainable and predictable’ (Taleb, 2007).
The current state of workforce planning flows directly from
the ashes of the global financial crisis as it forced businesses to
recognize that they were now existing in a VUCA world; to
survive, organizations needed to adopt a new way of thinking.

4 N\
VUCA

An acronym to describe conditions of change:

Volatility

When change takes place, the degree and frequency of change cannot easily be
determined.

Uncertainty

A lack of predictability about the future, meaning that change could take place at any
time and without warning.

Complexity

Issues have a multiplicity of factors and components, which makes it difficult to identify
cause and effect.

Ambiguity
With all available information, the current and future picture remains unclear.

- /

With the early green shoots of recovery starting to show,
influential HR thinker Dr John Boudreau published Retooling
HR, which gave considerable focus to strategic workforce
planning as ‘a tool for considering multiple futures and
designing the optimum talent mix to meet them’ (Boudreau,
2010). Less than four years after the start of the crisis, a survey



of US organizations showed two-fifths of businesses had
‘conducted strategic workforce planning assessments to identify
their future workforce needs for the next five years’ (SHRM,
2012). By the middle of the decade, a survey in APAC concluded
that workforce planning was ‘the #1 key ingredient for
organizational success’ and 63 per cent of respondents were
planning to increase investment in workforce planning
(HRBoss, 2015).

Workforce analytics

The current state of workforce planning cannot be discussed
accurately without reference to the growth in analytics
accompanied by the prenominal of HR, workforce or people.
Many thinkers on the subject recognize the interchangeability
(and geographical propensities) of these terms to refer to the
same activity (van Vulpen, 2016). Tracy Layney, Chief Human
Resource Officer for personalized photo-gift company
Shutterfly Inc, made a differentiation in an interview:

e Workforce analytics is the approach of measuring
behaviours in an organization and knitting them together
to improve business performance.

e HR analytics are the metrics and performance indicators
of the HR function (Guenole et al, 2017).

Brief interviews with leading thinkers and practitioners David
Green, Andy Campbell, Jouko van Aggelen, Luk Smeyers, Dirk
Jonker and Tom Haak all pointed towards people analytics as
the prevalent term: organizations are about people. That said,
David Green admitted that both he and Jonathan Ferrar were



increasingly convinced that workforce analytics was possibly
the more appropriate term (AIHR, 2018).

The increase in workforce analytics tools and techniques has
enabled workforce planning to leverage better information and
insight in creating success for businesses. That said, the
increasing democratization of workforce analytics products has
convinced some business leaders that the creation of workforce
plans rests solely in new analytics tools. Melissa Cummings,
then strategic workforce planning lead for managed healthcare
company Aetna, said in an interview:

Analytics has thrown a veil over what passes for workforce planning...
data is about what happened in the past. Forecasting is a static vision of
the future. We take data and forecasts and build on them with what ifs to
create a richer vision. That’s the qualitative piece that the enterprise
needs (Hansen, 2009).

Summary

Today’s business leaders have been shaped by these
experiences: they will have seen some of this first-hand and will
have been mentored by those who had earlier encounters.
Their views on workforce planning are similarly intertwined
with these experiences and, for many, will be impacted
adversely by a negativity bias.

The world we inhabit, and the ancient world before it, is a
product of the ability to plan a workforce. As we will cover in
the next chapter, workforce planning can bring immense
benefit to organizations, people and the wider economy.
However, the traditional approaches are also beset with
significant limitations, which highlight the need for the new
approach outlined in this book.



REFERENCES

ATHR (Academy to Innovate HR) (2018) Should we use HR
analytics or people analytics? [Online video] youtu.be/2VvI.ct
byzgQ (archived at https://perma.cc/RAVY-2XRG)

Bechet, T P (2002) Strategic Staffing: A practical toolkit for
effective workforce planning, AMACOM, New York

Boudreau, J (2010) Retooling HR: Using proven business tools to
make better decisions about talent, Harvard Business School
Publishing, Boston

Burack, E H and Walker, ] W (1972) Manpower Planning and
Programming, Allyn & Bacon, Boston

Cappelli, P (2008) Talent on Demand: Managing talent in an age
of uncertainty, Harvard Business School Publishing, Boston

Chambers, E G et al (1998) The war for talent, The McKinsey
Quarterly (3), https://www.researchgate.net/publication/28468
9712 The War for Talent (archived at https://perma.cc/U6BP-
4BS7)

David, A R (1986) The Pyramid Builders of Ancient Egypt,
Routledge, London

Dychtwald, K, Erickson, T ] and Morison, R (2006) Workforce
Crisis: How to beat the coming shortage of skills and talent,
Harvard Business School Publishing, Boston

Guenole, N, Ferrar, ] and Feinzig, S (2017) The Power of People,
Pearson, London

Hansen, F (2009) Strategic workforce planning in an uncertain
world, Workforce.com, 9 July, www.workforce.com/2009/07/0
9/strategic-workforce-planning-in-an-uncertain-world/
(archived at https:/perma.cc/SB9P-WIJ])



https://www.youtube.com/watch?v=2VvLctbyzgQ%26feature=youtu.be
https://perma.cc/R4VY-2XRG
https://www.researchgate.net/publication/284689712_The_War_for_Talent
https://perma.cc/U6BP-4BS7
http://www.workforce.com/
http://www.workforce.com/2009/07/09/strategic-workforce-planning-in-an-uncertain-world/
https://perma.cc/SB9P-W9JJ

HRBoss (2015) Workforce Planning Survey Report 2015:
Rethinking workforce planning in Asia, https:/hrboss.com/wh
itepapers/rethinking-workforce-planning-asia-2015 (archived
at https://perma.cc/SENT-GGGL)

Kanouse, D E and Hanson, L (1972) Negativity in Evaluations,
Attribution: Perceiving the causes of behaviour, General
Learning Press, Morristown

Marshall, A (1890) Principles of Economics, Prometheus Books,
New York

Ministry of Information (1943) Manpower, https:/www.iwm.or
g.uk/collections/item/object/1060006327 (archived at https://pe
rma.cc/5V52-EXMP)

Mintzberg, H (1994) The Rise and Fall of Strategic Planning, The
Free Press, New York

OECD (2020), Harmonised unemployment rate (HUR) (indicator)
doi: 10.1787/52570002-en

Pegnato, J A (2003) Federal workforce downsizing during the
1990s, The Public Manager, 32 (4), www.questia.com/library/jo
urnal/1G1-119744197/federal-workforce-downsizing-during-t
he-1990s-a-human (archived at https://perma.cc/4Z7ZN-8G2M)

Reilly, P (1996) Human Resource Planning: An introduction, IES,
Brighton, www.employment-studies.co.uk/system/files/resour
ces/files/312.pdf (archived at https://perma.cc/3VZS-HY3U)

Smith, A (1776) The Wealth of Nations, 1982 reprint, Penguin,
London

SHRM (Society for Human Resource Management) (2012) SHRM
survey findings: SHRM-AARP strategic workforce planning, w
ww.shrm.org/hr-today/trends-and-forecasting/research-and-s

urveys/Pages/StrategicWorkforcePlanning.aspx (archived at h

ttps://perma.cc/847ZA-7MCN)



https://hrboss.com/whitepapers/rethinking-workforce-planning-asia-2015
https://perma.cc/8ENT-GGGL
https://www.iwm.org.uk/collections/item/object/1060006327
https://perma.cc/5V52-EXMP
http://www.questia.com/library/journal/1G1-119744197/federal-workforce-downsizing-during-the-1990s-a-human
https://perma.cc/4ZZN-8G2M
http://www.employment-studies.co.uk/system/files/resources/files/312.pdf
https://perma.cc/3VZS-HY3U
http://www.shrm.org/hr-today/trends-and-forecasting/research-and-surveys/Pages/StrategicWorkforcePlanning.aspx
https://perma.cc/84ZA-7MCN

Smith, A R and Bartholomew, D J (1988) Manpower planning in
the United Kingdom: An historical review, Journal of the
Operational Research Society, 39 (3), pp 235-48, www.doi.org/
10.1057/j0rs.1988.41 (archived at https://perma.cc/7CZE-
KCTM)

Sullivan, J (2002) Why workforce planning is hot [Blog] 29 July,
www.ere.net/why-workforce-planning-is-hot/ (archived at htt
ps://perma.cc/L]SP-Z7WT)

Sun, T (1969) The Art of War, Oxford University Press, Oxford

Taleb, N N (2007) The Black Swan, Penguin, London

United States Congress (2003) Strategic Workforce Planning at
USAID: Hearing before the Subcommittee on National Security,
Emerging Threats and International Relations of the
Committee on Government Reform, House of Representatives,
23 September, www.govinfo.gov/content/pkg/CHRG-108hhrg9
2392/pdf/CHRG-108hhrg92392.pdf (archived at https://perma.c
¢/741.Q-BVYB)

Walker, ] W (1992) Human Resource Strategy, McGraw-Hill, New
York

van Vulpen, E (2016) The Basic Principles of People Analytics,
Analytics in HR, Rotterdam

Vetter, E W (1967) Manpower Planning for High Talent
Personnel, University of Michigan, Ann Arbor



http://www.doi.org/10.1057/jors.1988.41
https://perma.cc/7CZE-KCTM
https://www.ere.net/why-workforce-planning-is-hot/
https://perma.cc/LJ5P-Z7WT
http://www.govinfo.gov/content/pkg/CHRG-108hhrg92392/pdf/CHRG-108hhrg92392.pdf
https://perma.cc/74LQ-BVYB

03

The value and limitations of
workforce planning

Introduction

I have a vision of engaged people connected with meaningful
work. Effective workforce planning achieves that vision; it is
achieved in a way that creates both sustainable growth and the
best possible margins through improved productivity. It is
because of this that I remain passionate about workforce
planning and the difference it can make to organizations and
society.

However, many exercises in workforce planning have either
been unable to create this value or have resulted in unintended
consequences. Indeed, common reasons for failures of
traditional approaches to workforce planning (Sullivan, 2002a,
2002Db) are still prevalent today.

This chapter will cover both the value of workforce planning
and also the limitations of traditional approaches, which
together prompt a change in direction for the practice to a more
agile approach.

Value of workforce planning

Why plan?



In the early 20th century, French mining engineer and
executive Henri Fayol distilled management into five key
elements: planning, organizing, command, coordination and
control (Fayol, 2013). The Rise and Fall of Strategic Planning
(Mintzberg, 1994) sets out four reasons for planning, which I
will put into a workforce context:

‘Organizations must plan to coordinate their activities’

When new work lands, but there is an insufficient level of
capability to service that work, the failure is usually attributed
to a lack of effective planning. With increasing complexity and
scale, coordination of effort becomes a critical task, which
requires planning to ensure that neither value nor
opportunities are wasted.

‘Organizations must plan to ensure that the future is taken into
account’

‘We think about our future in order to anticipate our needs and
reduce our risks’ (Ward, 2013). Being future-focused is critical
for all businesses. Threats and opportunities all exist in the
future: ‘this is a common failing of mankind, never to anticipate
a storm when the sea is calm’ (Machiavelli, 1532). Consideration
of the future can be done in line with the principles of the three-
point estimation or programme evaluation and review technique
(PERT): planning for the most likely scenario, preparing for the
best-case scenario, and pre-empting the worst-case scenario
(Department of the Navy, 1958). No employee generates value
before the decision to hire them. It follows, therefore, that all
workforce decisions would take place in relation to the future
and can only benefit from planning.



‘Organizations must plan to be rational’

To quote directly from Mintzberg (1994), ‘formalized decision
making is better than nonformalized decision making’. Nobel
prize winner Daniel Kahneman (2011) had a different approach
when he talked of fast, automatic thinking (system one) and
slow, effortful thinking (system two). System one thinking is
quick and automatic, driven by habit and emotion; system two
thinking is more complex and rational. As system one thinking
is based around normality and bias, it is suitable for dealing
with simple decisions in the immediate space (eg which apple
to pick from a bowl, where to step when walking). System two
thinking exists for more complex decisions that require mental
effort and several steps to come to a conclusion, ie planning.
Therefore, this would certainly apply to anything in relation to
the workforce; proper planning would prevent decisions being
made on the basis of system one thinking.

‘Organizations must plan to control’

The aim of control is to protect organizations from ‘careless,
costly, or uninformed decisions or behaviours’ (Finkel, 2015). At
a basic level, checklists operate as a visual control; surgeon and
author Dr Atul Gawande has written extensively on the
importance of checklists to effect immediate improvements in
performance (Gawande, 2010). From checklists to improve
patient safety in clinical areas (Pronovost et al, 2003) to a
checklist to ensure a new starter is onboarded successfully, all
controls require advance planning to understand the path to
success. All degrees of planning maturity, from basic financial
planning to strategic management, are geared around the



ability to ‘exercise effective control over most factors affecting
their businesses’ (Gluck et al, 1980).

Benefits of workforce planning

The workforce is typically the biggest cost within an
organization; advisory firm Willis Towers Watson state it is
typically 70 per cent of opex (operating expenses) within large
organizations (Tandon, 2018). If organizations accept the
premise of planning, the logic follows to make plans for the
largest cost base: the workforce. Beyond this, we will examine
some specific benefits of workforce planning:

Guiding the business forward

Workforce planning is critical to guiding businesses towards
their objectives by connecting strategy to execution, as ‘a
business strategy cannot be executed without the available
skills and capability in the workforce’ (Stanford, 2013). Then
Global Head of Resourcing for steel and mining giant
ArcelorMittal, Ali Gilani, was quoted as saying that an effective
strategic workforce plan delivered the following benefits:

e aplan which maintains focus on strategy;

e ayear-by-year action plan that executes that strategy;

e avoidance of bad tactical decisions that could result in
long-term problem:s;

e adegree of preparedness for unforeseen situations;

e asecuring of core jobs and key skills (Brooks, 2012).

This aspect we will cover in greater detail throughout this book.

Providing business insight



A 2019 survey by professional services firm Capita cited that
business leaders viewed HR and recruitment as the least
effective area of their business at collecting, analysing and
using data to drive business outcomes (Capita, 2019). A report
from Harvard Business Review Analytic Services stated that
whilst two-thirds of CEOs received basic metrics from their HR
departments, just 24 per cent said they also received analytics
that ‘connect their people metrics to business metrics’ (Harvard
Business Review, 2017). The ability to connect the two hinges on
workforce plans that link capability to successful business
outcomes. This will be a recurring theme throughout this book
and detailed specifically in Chapter 15.

Leading human resources functions

Workforce planning is a key component of successful HR. In a
Forbes article calling workforce planning ‘the War Room of HR’,
human capital management thought leader Sylvia Vorhauser-
Smith was clear:
As the cornerstone of strategic human resources, the workforce plan
certifies that human capital and talent management strategies run
parallel to the business goals. As workforce plans hinge on effective
forecasting, analysis and preparation, the failure to craft and implement
an effective one will almost certainly deliver an adverse impact to a
company’s ability to acquire, inspire and retain talent (Vorhauser-Smith,
2015).
If implemented correctly, workforce planning drives the
activity of human resources functions; this will be covered in

greater detail within Part Six.

Becoming resilient and antifragile



Events such as the global financial crisis and the Covid-19
pandemic have demonstrated the fragility of organizations,
economies and nations; with the increased acceptance of a
VUCA world, organizations are increasingly sensing their
fragility and looking towards building resilience. This approach
is based on the misconception that resilience is the opposite of
fragile. In fact, resilience is simply a point on the continuum
between being fragile and antifragile: ‘Resilient resists shocks
and stays the same; the antifragile gets better’ (Taleb, 2013). The
approaches we take throughout this book are geared towards
building resilience and antifragility and solidified in Parts Six
and Seven of this book.

Overcoming prevailing trends

Notwithstanding the challenges of a VUCA world, organizations
are facing a number of prevailing trends that workforce
planning can mitigate and overcome:

In the past 20 or 30 years, where perhaps the pace of change wasn’t quite
what it is now, maybe we could kind of get away with [a lack of workforce
planning]. But the reality, and the reason why I think strategic workforce
planning has become so critical, is because it is very evident that we’re in
a very fast-changing world. It isn’t just about technology. Technology [is]
going to impact in the coming years, at a faster rate, the kinds of jobs and
[capabilities] that we need... in ways that we have not seen in the past...
We’ve also got... social and demographic change [and] skills shortages...
You cannot build a business strategy without an understanding of the
nature of your [changing] workforce (Peter Cheese, CEO of the Chartered
Institute for Personnel and Development, 2020).

Multi-generational workforce

Some organizations are trying to manage a generational gap of
over 50 years between their oldest and youngest workers. As



life expectancy increases, so will the length of working lives; the
2020s will see the first occasion of five different generations in
the workplace at the same time:

e traditionalists/the silent generation (born 1927 to 1945);
e Dbaby boomers (born 1946 to 1964);

e generation X (born 1965 to 1980);

e generation Y/millennials (born 1980 to 1994);

e generation Z (born 1995 to 2010).

Though the differences between the generations are often
overstated, workforce plans can draw the greatest value from
behavioural tendencies and capability mixes within those
generations, alongside management of the health and well-
being implications of older workers in particular. This trend
will continue as the end of the decade will see the traditionalists
leave the workforce as a new generation, likely Generation
Alpha, begin their working lives. This subject will be covered in
Chapter 8 of this book.

Diversity and inclusion

In addition to increasing diversity of age within the workforce,
organizations are continuing to experience increasing diversity
across the spectrum of workforce characteristics discussed in
Chapter 1. Organizations, many prompted by legislated
reporting requirements, are making proactive steps towards
increasing diversity. This strategic choice of a new, different,
right shape requires workforce planning to be successful.
Moreover, increasing diversity necessitates greater inclusion of
difference, which in turn requires planning of the interventions
to build an inclusive culture and behaviours.



Automation

In The Future of Jobs Report 2018, the World Economic Forum
estimates that 75 million current workers will be displaced
from their roles due to the rise in automation, yet 133 million
new roles may emerge at the same time. Founder and Executive
Chairman, Klaus Schwab, said, ‘to prevent an undesirable lose—
lose scenario — technological change accompanied by talent
shortages, mass unemployment and growing inequality — it is
critical that businesses take an active role in supporting their
existing workforces through reskilling and upskilling’ (WEF,
2018). With a 2019 survey indicating that almost half of
organizations rely on ‘instinct and gut feel’ when assessing
current workforce skills and future skills requirements (Capita,
2019), workforce planning has a critical part to play in data-led
analysis and execution and will be covered in greater detail in
Part Six of this book.

The skills gap

PwC’s 22nd Annual Global CEO Survey called out the skills gap
as a continuing pain point for organizations. Over half of CEOs
said they were ‘not able to innovate effectively’ and that ‘people
costs are rising more than expected’. Just 4 per cent of CEOs
said there was no impact from the availability of key skills on
their own organization’s growth and profitability (PwC, 2019). A
study by the Society for Human Resource Management showed
that 83 per cent of HR professionals had had difficulty
recruiting suitable candidates within the previous year and
over half said the skills shortage had worsened over the past
two years (SHRM, 2019). With organizations desperate to both



retain their own talent and bring in new talent, workforce
planning provides visibility of the drivers of both and an
approach to create the desired workforce. This will be covered
in further detail in Part Six of this book.

The productivity challenge

The Bank of England’s Chief Economist, Andy Haldane, said ‘the
slowdown of productivity growth has clearly been a global
phenomenon... From 1950 to 1970, median productivity growth
averaged 1.9 per cent per year. Since 1980, it has averaged 0.3
per cent per year’ (Haldane, 2017). This view is reinforced by
the OECD: ‘Since 2010, annual growth in labour productivity [in
OECD countries] has slowed to 0.9 per cent, about half the rate
recorded in the pre-crisis period.’ It also notes that
organizations in some countries (eg US, UK and Canada) have
tended towards increased headcount, rather than capital
investment, to increase growth since the financial crisis (OECD,
2019). This means that, rather than investing in technology and
development, organizations have simply recruited increasing
numbers of workers in order to grow. The need to pivot back to
a more sustainable approach to investment is highlighted by
survey findings that 77 per cent of CEOs expected to use
operational efficiencies to drive revenue growth (PwC, 2019).
Understanding the components of workforce productivity and
improving upon that is a key component of workforce planning
and will be covered in Chapter 8 and Part Six of this book.

Changing the world

In 2015 the United Nations created 17 goals for sustainable
development, available from www.un.org/sustainabledevelopm
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Figure 3.1 The Global Goals for Sustainable
Development.
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Effective workforce planning is at the heart of the eighth goal,
to ‘promote sustained, inclusive and sustainable economic
growth, full productive employment and decent work for all’.
Economic growth and work are the catalysts for many of the 16
other development goals. With decent work comes ‘gender
equality’ and ‘reduced inequalities for all’; it achieves ‘no
poverty’ and ‘zero hunger’, which are critical to delivering
‘eood health and well-being’. Workforce planning supports
‘industry, innovation and infrastructure’, which leads to
‘responsible consumption and production’ and ‘quality
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education’. The pathway to changing the world sits within a
complex ecosystem, but workforce planning is able to make a
significant impact on the UN’s goals for 2030.

Limitations of workforce planning

The benefits that workforce planning can bring to
organizations and their people can fall short due to the
limitations of traditional approaches. The overarching
limitation of the traditional approach to workforce planning is
that the three horizons have, unfortunately, led to silo
approaches to the subject.

Horizon one - resource planning

The main limitation of resource planning is that it tends to
focus on efficiency (doing things right) rather than effectiveness
(doing the right things). Capacity models, based on the current
operation and mapped against demand forecasts, are often not
attuned to the organizational strategy, changes in workforce
trends or issues impacting the wider enterprise.

CASE STUDY
UK Government

In April 2017 an apprenticeship levy came into effect in the UK, which was payable by all
employers with an annual wage bill of over £3 million. The levy was payable to a digital
account at a rate of 0.5 per cent of the total wage bill and earned a 10 per cent contribution
from the government. This fund can be used by the employer to fund apprenticeship training;
any funds that remain unspent after 24 months are immediately reclaimed by the



government. It was projected to impact 1.3 per cent of employers and raise £2.675 billion for
employee apprenticeships in its first year of operation (Department for Education, 2016).

Since April 2019, when funds have started to expire, tens of millions have been lost each
month. Kemi Badenoch MP, Parliamentary Under-Secretary of the Department for Education,
admitted that in two months alone (July and August 2019) a total of £96 million expired in
employers’ digital accounts (Hansard, 2019).

One impacting factor is the requirement for those on the schemes to spend 20 per cent of
their time in off-the-job training (NAQ, 2019). This requirement has dissuaded many
responsible for resource planning from the use of apprenticeships as uneconomical within
their planning models at a meso level, despite the impact of lost levy finances at a macro level.

Horizon two - operational workforce planning

In isolation, operational workforce planning tends to be the
approach that is most fraught. Planning in this horizon not only
tends to be conducted outside HR, but it is also sufficiently
removed from the workforce that it fails to connect with the
reality of workers and their work.

Budgeting approach

The method of workforce budgeting itself can result in
damaging implications for the organization. The three most
common approaches to budgeting are zero-based, incremental
and activity-based. Zero-based, or zero-sum budgeting is a
bottom-up approach that assumes a department starts with no
budget and must therefore justify each individual item of
expense. This bakes in the same risk: the prioritization of
efficiency over effectiveness. Where a resource planning model
has not been used, it is common for zero-based budgets to take
place as a one-off exercise in cost reduction. As a result, the skill
of zero-based budgeting tends to be lacking (as it is not



regularly practised) and the outputs are weak by comparison.
Incremental budgeting, the practice of starting with the
previous budget and adding or subtracting a percentage, is the
quickest and most common form of budget. It does, however,
perpetuate the status quo and the existing inefficient or
ineffective practices. In addition, it is the least attuned to the
market as it ignores specific changes in cost drivers. The
opposite of the zero-based approach, activity-based budgeting is
a top-down method that starts with the objective to be achieved
and then works through the inputs required to achieve that
objective. This approach tends to be the most effective;
however, it can ignore non-financial and longer-term objectives
that we will cover in the next section.

Improper financial lens

As operational workforce planning is often a finance-led
exercise, the result is structured based on how the finance
department operates rather than the way that work is done.
Budgets are apportioned based on profit or cost centres and
decisions are often made on that basis, rather than with a view
to business objectives. In many organizations, changes to the
overhead costs for shared capabilities tend to be offset against
cost centres as a percentage of their own budgets. That means
that a department that benefits heavily from a shared postal
function, and another that does not, would each have to absorb
a 1 per cent budgetary reduction as a result of an increase in
the cost of the postal function. Equally damaging, wider
budgetary pressures tend to be apportioned on a similar basis;
a department generating £10 million in revenue and one
generating £500,000 in revenue may each have to reduce costs



by 5 per cent, placing far more revenue at risk in the first
department. The greatest damage results from typical methods
of reducing costs. Salami slicing or penny shaving, the
application of small incremental cuts in cost can cause
significant damage to longer-term growth through the gradual
erosion of quality and service levels.

Damaging behaviours

As mentioned above, the main limitation of operational
workforce planning is that it tends to be focused primarily on
financial inputs and outcomes, rather than the totality of what
an organization seeks to achieve. It is common for longer-term
growth to suffer as a result of declines in quality and service as
a result of trying to achieve annual budgets. Conscious of these
pressures, budget holders may attempt to gain some budgetary
slack either by overstating the budgetary requirements or
understating revenue estimates. At the end of the year, it is
equally common for departments to authorize the spend of this
budgetary slack in an ineffective way in order to avoid losing
the funds and this potentially impacts the budget for the
following year.

Poor investment choices

David Brussin had experience of running three businesses
before he co-founded Monetate, the e-commerce software
provider, in 2008. As the executive chairman, having taken the
company from start-up to passing a milestone in 2019 of $2
billion in influenced revenue, he is clear that annual planning
is ‘broken and suboptimal’ (Brussin, 2015). In his experience,
planning on a purely annual basis discourages investment in



anything beyond the next financial year. Unless it will deliver a
return in the coming year, it is overlooked: ‘If you’re all about
hitting a number, you won’t make choices that might distract
from that goal, or that won’t immediately help you achieve it’.

Debilitating rigidity

As one of the key outputs from operational workforce planning
is a budget, it is, by definition, a method of restriction: the
purpose of a workforce budget is to prevent over-hiring. This
can lead to two problems: shifting risk and unresponsiveness.
The rigidity of a budget can result in under-hiring in the early
part of the year in order to create budgetary slack. Having
insufficient workers will directly impact operational delivery
and the achievement of both in-year and future-year objectives,
shifting the risk to a later point in time. In addition, the
limitations of the budget can lead an organization to become
unresponsive and ignore shifts in the market that can result in
both unintended costs and lost opportunities.

Horizon three - strategic workforce planning

The five Ds

The key limitation of traditional strategic workforce planning
rests in the way the craft has been deployed and the standard
models used to do so. Practitioners of strategic workforce
planning operated as consultants, either independently or as
part of larger firms, and were a key contributor to the post-2010
growth. Using approaches similar to that detailed in Chapter 1,
many statements of work were undertaken to create a strategic



workforce plan for organizations, which typically followed a
pathway called the five Ds: digest, deliver, depart, disrupt and
disregard. At first, an engagement commences between the
consultant and their client, the organization, and the consultant
digests the business strategy, objectives and workforce data.
The consultant creates a strategic workforce plan and delivers it
to the client. On submission of the strategic workforce plan, the
engagement ends and the consultant departs. The organization
is subsequently disrupted, typically in one of two forms:
internal and external. Internal disruptions are typically where
operational changes are dependencies of the strategic
workforce plan, but these transformations are late, different or
cancelled. These tend to be due to underestimations on budgets,
underappreciation of the need for the capability to deliver both
transformation and daily business operations, or a culture that
fails to realize the benefits of a change. External disruptions are
the ones most apparent in the wider market and could be in the
form of market shocks (eg recession), legal (eg regulatory
changes) or competitive forces (eg downloads and streaming in
the music industry). As a result of disruption, the strategic
workforce plan is deemed no longer fit for purpose and is
disregarded. The organization has the choice of re-engaging
with the consultant, attempting to come up with a new plan, or
simply doing without a plan and chalking it up to experience.

Strategic disconnect

A very common issue, which we will cover in more detail in
Chapters 5,13 and 15, is that the plan often fails to account for a
fundamental disconnect between the strategy (either business
or workforce strategy) and the way that work is done. Strategies



are often highly fragmented: not only can a strategy document
become dated by new thinking, but there tend to be a
multiplicity of strategies, objectives and priorities at the macro
and meso levels of the organization. Not only are there
conflicting narratives, but the approaches themselves often do
not appreciate the complexity of business operations. This
results in strategic workforce plans that, even without
disruption, can never be realized.

Technological overreliance

In a clear step away from the five Ds approach, consultancies
are leveraging varying degrees of workforce analytics as a
vehicle for strategic workforce planning. Either as part of an
enterprise resource planning (ERP) platform, or as a standalone
tool, these technology solutions have become exceedingly
popular with the allure of democratizing workforce planning.
Whilst a number of analytics tools masquerading as strategic
workforce planning solutions are little more than multi-year
incremental budgets, the better tools can provide game-
changing insights. The limitation, as Ross Sparkman, then Head
of Strategic Workforce Planning at Facebook, writes, ‘While
workforce analytics is an important aspect of [strategic
workforce planning]... there is much more to it than just the
analytics’ (Sparkman, 2018). Simply put, workforce planning
requires more than being competent in the use of an analytics
tool.

Summary




The benefits that workforce planning can bring to
organizations and their people are clear; indeed ‘workforce
planning is taking on new urgency as the complexion of the
workforce changes and different skill sets emerge, evolve and
expire’ (Johnson, 2019). The tragedy is that these benefits can be
eroded and the impact can fall short due to the limitations of
traditional approaches. Silos have grown within each of the
three horizons: on the one hand, resource planners can be
planning against an existing way of working and be unaware of
a strategic cliff-edge; on the other hand, strategic workforce
planners can be ignorant of the current operational challenges
that will prevent longer-term success.

The agile approach we will cover in the next chapter moves
away from this silo thinking and, as McKinsey & Company did
with growth, demonstrates how to plan and execute across all
three horizons at once (Baghai et al, 1999).
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04
The agile approach

Introduction

In my time as an infantryman in the Iraq War, it was a life of
daily patrols and a constant threat of roadside bombs, suicide
vests, firefights and rocket and mortar attacks. It was in Al
Basrah Province from 2006 to 2007, at the height of the conflict
for British forces in southern Iraq fighting against the Jaysh al
Mahdi (the Mahdi Army), that I found myself as a young
infantry platoon commander.

In early 2007 I led a small team in two unarmoured Land
Rovers to an area called R’as al Bishah, on the farthest tip of the
Al Faw peninsula, to intercept a small boat expected to be
smuggling 107 mm rockets from Iran across the Shatt al Arab
river. Driving down a single track in the twilight, with open
plains of thick mud to our right, we were caught in an ambush.
Outnumbered eight to one, a heavy rain of bullets came from
our front and left, pinning us down. If we had planned to
attack, we would aim to outnumber the enemy three to one; if
we expected to survive a direct confrontation, we would want
to be at least evenly matched. Fourteen kilometres from our
own patrol base and over 100 kilometres from our nearest
support, the odds were not in our favour. Long, hard training
had indoctrinated the concept of the OODA loop: observe,
orientate, decide and act (Boyd, 1976). This agility, being able to



move to action faster than the enemy, is critical to being able to
survive and win. With just 100 metres to the enemy’s front line,
we needed time and space to withdraw; unable to move left and
restricted to my right, I took half my team and attacked
forward.

I have nothing but pride and admiration for my team’s spirit
and action that night as we faced overwhelming odds. Our
counterattack caught the enemy by surprise and gave us the
space to turn our vehicles around; Lance Corporal Sam
Blowman’s direct hit on an enemy truck with a 40 mm grenade
prevented their pursuit and we withdrew without casualties.

Agility, being able to adapt and act at speed, kept us alive that
day and is the basis of the principles I have used in business
ever since. ‘Learning agility is a mindset and corresponding
collection of practices that allow leaders to continually develop,
grow, and utilize new strategies that will equip them for the
increasingly complex problems they face in their organizations’
(Burke et al, 2016). This chapter will focus on agile thinking and
how that translates into the agile workforce planning
methodology.

Agile origins

The waterfall approach to project management

Dr Winston Royce, a computer scientist and director at
aerospace company Lockheed, gave a speech at a convention of
the Institute of Electrical and Electronics Engineers (IEEE) in
1970, where he described the implementation steps to develop a
large computer program for a customer.



Figure4.1 The waterfall chart
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This linear process, later dubbed a waterfall process, was to
become the standard for software development for decades.
The approach would attract criticism for being inflexible;
customers often did not know their requirements and, upon
seeing the finished product, would add new requirements that
resulted in increased costs and delays.

The Agile Manifesto



In 2001, 17 independent thinkers on software development
agreed on the Manifesto for Agile Software Development,
commonly known as the Agile Manifesto.

/
Manifesto for Agile Software Development

‘We are uncovering better ways of developing software by doing it and helping others
doit.
Through this work we have come to value:

Individuals and interactions over processes and tools.
Working software over comprehensive documentation.
Customer collaboration over contract negotiation.
Responding to change over following a plan.

That is, while there is value in the items on the right, we value the items on the left
more.

Kent Beck

Mike Beedle

Arie van Bennekum
Alistair Cockburn
Ward Cunningham
Martin Fowler
James Grenning
Jim Highsmith
Andrew Hunt

Ron Jeffries
JonKern

Brian Marick
Robert C Martin
Steve Mellor

Ken Schwaber
Jeff Sutherland
Dave Thomas

© 2001, the authors. This this declaration may be freely copied in any form, but only in
its entirety through this notice’ (Agile Alliance, 2001).
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Applying this to workforce planning leads to the following
considerations:

e Itis more important to have workforce planners who
understand the methodology, principles and techniques
and can interact with each other and their stakeholders,
than it is to have particular processes or workforce
planning software.

e [Itis more important to deliver the seven rights of
workforce planning than it is to create a glossy workforce
plan.

e Jtis more important to be collaborating directly with
stakeholders on an enduring basis, and translating
business needs into the required workforce, than it is to
have business stakeholders define the exact future state of
the workforce.

e [Itis more important to create a plan that is flexible,
iterating and responding to change, than it is to stay
wedded to the execution of a plan based on assumptions
that have subsequently changed.

Agile software development principles

This manifesto was based upon 12 principles:

1. Customer satisfaction by early and continuous delivery of
valuable software.

2. Welcome changing requirements, even in late
development.

3. Deliver working software frequently (weeks rather than
months).



4. Close, daily cooperation between business people and
developers.
5. Projects are built around motivated individuals, who
should be trusted.
6. Face-to-face conversation is the best form of
communication (co-location).
7. Working software is the primary measure of progress.
8. Sustainable development, able to maintain a constant
pace.
9. Continuous attention to technical excellence and good
design.
10. Simplicity — the art of maximizing the amount of work not
done - is essential.
11. Best architectures, requirements, and designs emerge
from self-organizing teams.
12. Regularly, the team reflects on how to become more
effective, and adjusts accordingly (Agile Alliance, 2001).

Though this may sound contradictory to the notions of planning
and methodology, Jim Highsmith, co-author of the manifesto,
noted:

The Agile movement is not anti-methodology, in fact, many of us want to
restore credibility to the word methodology. We want to restore a balance.
We embrace modeling, but not in order to file some diagram in a dusty
corporate repository. We embrace documentation, but not hundreds of
pages of never-maintained and rarely used tomes. We plan, but recognize
the limits of planning in a turbulent environment (Agile Alliance, 2001).

Contemporary agile thinking

Since the publication of the manifesto, the concept of agile
quickly made its way into the zeitgeist. This new way of
thinking permeated beyond software and quickly became a



powerful movement, which generated further developments in
the agile approach.

Cynefin

A Welsh word meaning habitat, cynefin (pronounced ku-NEV-
in) is a framework that recognizes the multiple factors within
our environment. Created by management consultant Dave
Snowden (1999), then at IBM, he spoke of five domains of
decision making:

Complex

To restate the definition from Chapter 1, issues in the complex
domain have a multiplicity of factors and components, which
makes it difficult to identify cause and effect. This intractability
is what then US Secretary of Defense, Donald Rumsfeld,
famously called ‘unknown unknowns’ (Rumsfeld, 2002). When
there is a failure to acknowledge complexity, those engaged in
planning can fall victim to optimism bias: underestimating the
cost and overestimating the benefit of an initiative. This bias,
also known as the planning fallacy, exists because the
complexity will typically prevent the use of existing
benchmarks when creating plans and forecasts (Kahneman and
Tversky, 1982).

This state of ‘constant flux... is the domain to which much of
contemporary business has shifted’ (Snowden and Boone,
2007). The cynefin model points to the ability to identify, in
retrospect, cause and effect within a complex environment; the
solution to complexity, therefore, is one of experimentation,




‘probe first, then sense, and then respond’ (Snowden and
Boone, 2007). This approach we will revisit in Chapter 16.

Complicated

Complication is the realm of ‘known unknowns’ (Rumsfeld,
2002); cause and effect can be established only with analysis
and expertise. It is often analysis, increasingly enabled by
technology, that has shifted environments once considered to
be complex into a position of complication. The approach to the
complicated is ‘sense—analyse-respond’; establish the facts,
conduct analyses and respond appropriately with ‘good
practice’ (Snowden and Boone, 2007). This is the starting point
for the analysis of the workforce we will discuss in Chapters 6
and 16; the response to this analysis may include moving into
the complex domain.

Simple

The simple domain represents ‘known knowns... things we
know we know’ (Rumsfeld, 2002); the processes or ‘best
practice’ (Snowden and Boone, 2007). The approach of ‘sense-
categorize-respond’ (Snowden and Boone, 2007) captures most
business and HR processes: best practice dictates an employee
who submits a timely request for a holiday will have that
request granted. Equally, such simplicity can evolve. Since the
mid-1950s, when the concept of management by objectives
(MBO) was created by leading management theorist Peter
Drucker (2007), HR has seen a gradual evolution towards the
annual performance review. Organizations holding tight to this
best practice can become complacent in the process, which can
result in a shift from simple to chaotic:



12% of the Fortune 1000... have abandoned the traditional performance
review, recognizing that the process looks backward rather than forward
and is primarily concerned with grading people rather than helping them
achieve their best (Elliot and Corey, 2018).

Chaotic

The domains of simple, complicated and complex all exist
within the realms of the Cartesian theory espoused by René
Descartes. This theory held that applying rational reasoning to
situations will allow us to understand the link between cause
and effect (Descartes, 1641). Chaos breaks from such thinking.
In a chaotic domain, not only are the relationships between
cause and effect completely unclear, but ‘searching for right
answers would be pointless’; the realm is ‘unknowable’
(Snowden and Boone, 2007). The basis of this thinking is in
deterministic nonperiodic flow, or chaos theory, ‘a simple
system... is solved numerically... [in a system of chaos all
solutions are] unstable, and almost all of them are nonperiodic’
(Lorenz, 1963).

In such a circumstance, the approach is, ‘act to establish
order, then sense where stability is present and from where it is
absent, and then respond by working to transform the situation
from chaos to complexity, where the identification of emerging
patterns can both help prevent future crises and discern new
opportunities’ (Snowden and Boone, 2007).

This approach is no better demonstrated than by the story of
Cyril Richard ‘Rick’ Rescorla. He was a former British Army
paratrooper, who served in the Cyprus emergency from 1957 to
1960 and later served as a platoon leader with the 7th Cavalry
Regiment in the Vietnam war; his heroism was detailed in the
book, We Were Soldiers Once... And Young (Moore and Galloway,



1992). He was the vice president of security for Morgan-Stanley
on 11 September 2001, a day that was the very definition of
chaos. Ignoring the Port Authority announcement for people to
remain at their desks, Rescorla began a systematic evacuation
of the South Tower and WTC 5. Grabbing his bullhorn, he
directed the staff down the long staircase; he continued to
encourage them when the building shook as the second plane
hit the South Tower and sang loudly to keep them calm. He is
credited with saving the lives of 2,700 employees and was last
seen on the 10th floor of the South Tower heading upwards,
shortly before it collapsed (Stewart, 2002). His name is located
on panel $46 of the south pool at the National September 11
Memorial.

Disorder

Disorder is the context that applies when it is unclear which of
the other four domains is dominant. In between the ordered
domains of simplicity and complication, and unordered
domains of complexity and chaos, disorder is marked by the
jostling of multiple perspectives. In this state, all a decision
maker can do is break down the disorder into its constituent
parts and attempt to assign those to one of the other four
domains and intervene accordingly. It is within this domain
that Taleb’s assessment of forecasters is most appropriate: ‘You
are not trying to gauge their knowledge but rather their
evaluation of their own knowledge’ (Taleb, 2007).

Three laws of agile



In his book The Age of Agile (2018), management thinker
Stephen Denning referenced three laws of agile, which I will
overlay with the application within workforce planning:

The law of the small team

Teams are not a new concept; Aristotle believed that it was
natural to associate and organize into groups rather than to
exist solely as individuals (Aristotle, 1981). Denning cites
management thinkers throughout the 20th century who have
continued to point to the benefits of working in teams. Indeed,
leadership theorist John Adair was clear that teams and
organizations are created to ‘achieve a task which an individual
or small group cannot do on its own’ (Adair, 2010). However,
over time, the tendency has evolved towards bureaucratic
teams that centre on top-down management of individual
responsibilities, rather than interacting as a team, and the team
is simply a method of organizing accountabilities.

Conversely, the agile law of the small team returns to the
concepts of earlier thinkers: autonomous cross-functional
groups that form and interact for the purpose of achieving a
goal. In Chapters 7 and 14, we will discuss the use of agile teams
in creating workforce plans, rather than workforce planning
practitioners operating in a silo.

The law of the customer

The customer-centric priority draws heavily from the first of
the agile principles, ‘customer satisfaction by early and
continuous delivery of valuable software’ (Agile Alliance, 2001).
The competitive marketplace has seen organizations shift from
selling what they had to selling what the customer wants. The



complexity of modern organizations means that, for many,
‘they do what they can for the customer — but only within the
limits of their own internal systems and processes’ (Denning,
2018).

From a workforce planning perspective, this law translates
into two things: first, that it starts with the business problem
and not the potential solution. It is common for HR departments
to be aware of initiatives in other organizations, with illusory
correlation to workforce challenges, and seek to implement
them within their own organization without any real
understanding of the cost or benefit. This activity, which I refer
to as stealing other people’s artificial grass, is exemplified by
businesses that deck out their offices with bean bags because
they saw high-growth technology companies do the same. This
perhaps accounts for the valuation of the global bean bag
market at $110 million (Grand View Research, 2019). Workforce
planning translates the business problem into workforce
requirements before identifying appropriate solutions that are
tailored specifically to the organization.

Secondly, the law of the customer changes the dynamic to
identifying the true customer. Projects often become unstuck
because customer interaction starts and ends with someone
often called a product owner or relationship manager. ‘Who
were these product owners and how did they figure out what
the customer wanted or needed?’ (Denning, 2018). Workforce
planning has often found customer interaction channelled
through HR’s ersatz relationship partner, the Business Partner;
this results in business challenges partly translated into HR
speak. The agile approach forces workforce planning to engage
directly with the customers who are experiencing the



challenge, the senior stakeholders within the organization, to
accurately define problem statements and agree on approaches.
We will focus on this heavily within Chapter 7 and return to it
throughout this book.

The law of the network

‘Agile practitioners view the organization as a fluid and
transparent network of players that are collaborating toward a
common goal of delighting customers’ (Denning, 2018). This
view may find an obvious tension in the more common
bureaucratic structures within many large organizations. For
workforce planning, the law is tied closely with the law of the
customer; practitioners seek those stakeholders who can add
value in collaborating towards a successful workforce initiative.
Too often, those trying to solve problems work in isolation
rather than seeking solutions from the wider network; in
Chapter 12, for example, we will discuss this in detail in relation
to action planning.

Modern agile

Founder and CEO of Industry Logic, Joshua Kerievsky, took the
manifesto and translated it into a more universal approach he
dubbed ‘modern agile’. It is defined by four guiding principles,
as seen in Figure 4.2.



Figure 4.2 Principles of modern agile
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Make people awesome

‘In modern agile we ask how we can make people in our
ecosystem awesome?’ (modernagile.org (archived at https://per
ma.cc/2VEL-S8PH)). This principle ties to my own vision of
engaged people connected with meaningful work and is the
basis of my approach to workforce planning. Not only is this a
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key aim of workforce planning, it is the aspiration for all those
involved in workforce planning.

Make safety a prerequisite

Some professions, like those involving heavy machinery, are
rightly regarded as hazardous and have stringent safety
procedures. However, all work contains elements of hazard
that modern agile seeks to protect from, including time,
reputation, information and money. Safety is a prerequisite of
sustainability, which is a key aspect when we consider the
concept of right time. Not only does workforce planning actively
seek safety for the workforce, it also does so in relation to the
interactions of workforce planning itself. Insights developed
through workforce planning can challenge the preconceived
notions of senior business leaders and the agile approach aims
to tell these stories in a way that protects the reputations of all
parties. Moreover, the action planning we will discuss in Part
Six will rely upon those involved having the safe space to
innovate in solving workforce challenges.

Experiment and learn rapidly

Inextricably linked to safety is the concept of being safe to fail:

The best... practitioners I’'ve met are highly intelligent, naturally curious
and have an insatiable appetite to learn and broaden their horizons. They
are not afraid to fail (occasionally!) and understand that not every
research project will produce insights and not every insight will be
actioned. They learn from their failures, refine their approach where
necessary, remain resilient and continue to be focused on delivering
actionable insights on issues that are the most important to the business
(Green, 2017).



Workforce planning rarely has the luxury of operating in the
simple domain of the cynefin framework, therefore all
approaches require an element of experimentation. This
approach necessitates what Stanford University psychologist
Carol Dweck called a ‘growth mindset’; this shifts the
perspective from believing everything is known to accepting the
reality of the unknown and continuing to develop knowledge.
The elements of the workforce planning methodology covered
in Part Seven deal specifically with experimentation,
assessment and response.

Deliver value continuously

‘In modern agile we ask ourselves, how could valuable work be
delivered faster? (modernagile.org (archived at https://perma.c
c/HX3N-N999)). We experience the impact of continuous
delivery in the continuous incremental changes to the software
on our phones and computers directly. This approach places
vendors on the leading edge as it enables them to experiment
and learn directly from users. We take a similar approach in
workforce planning: we share insight early rather than keeping
it hidden until there is a perfect solution and a grand reveal; we
pilot and utilize early adoption to deploy faster intervention;
we target areas of higher value to generate a substantial return
on investment with the primary stages of an initiative.

The principles of agile workforce planning

Drawing from contemporary thinking on agile, my approach to
agile workforce planning is based on seven principles:
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Start with why

One of the first questions military planners ask is: why? Mission
statements are always appended with the why, the unifying
purpose, with the words in order to (eg seize the hill in order to
prevent enemy overwatch of our movements). The phrase start
with why was coined by organizational consultant Simon Sinek
and popularized by his book of the same title (Sinek, 2011). In it,
he highlights the ability to define why as the key differentiator
of great leaders and companies. We will talk about establishing
the why in the next chapter and it will remain a golden thread
throughout the book.

Be flexible

One of the biggest limitations cited in Chapter 2 was the lack of
flexibility in the approach to planning. The agile approach to
workforce planning has flexibility at the core, which allows it to
be utilized within all organizations and applied across all
horizons. Traditional approaches to workforce planning are
based on the waterfall approach; a critical pathway of
gathering specific datasets into tables and conducting defined
analyses to create generic outputs. These fixed processes are
often not aligned to the why of the organization, as a quotation
from global HR industry expert, Josh Bersin, accurately
captures:

After a recent speech, an attendee came up to me and said, I can predict
attrition for my firm to 92 per cent accuracy. I said, Wow! That’s great. Is
attrition a problem for your company? And she said, No, not really’
(Guenole et al, 2017)



Generic processes may provide insight, but they are unlikely to
help an organization to achieve its goals. The agile approach is
grounded in principles and methods that allow it to be executed
across all organizations, rather than being a slave to processes
that will at best provide limited value and, at worst, frustrate
stakeholders and damage your reputation. The agile approach
is also designed to be applicable across all three horizons of
workforce planning, rather than being fixed to one specific time
period. Continuous delivery principles entail bringing value
within the current financial year in addition to providing value
in future years.

A team of teams

‘Perhaps the most critical success factor in building a high-
powered SWP function is creating a team with the right mix of
skills, competencies and experience required to support that
function’s vision’ (Sparkman, 2018). Much has been made over
the years around functional design; I prefer to think of it as
what General Stanley McChrystal called a ‘team of teams’
(McChrystal et al, 2015). Throughout this book we will see that
success in workforce planning needs to be more than a them
(stakeholders) and us (workforce planning) ideology. Chapter 12
specifically deals with how we approach this in workforce
planning and in Part Seven we will see the possibilities that can
be achieved through approaching this as a capability rather
than as a function.

Iterative planning



Otto von Bismarck’s Chief of the General Staff, Field Marshall
Helmuth von Moltke, said ‘no plan of operations extends with
certainty beyond the first encounter with the enemy’s main
strength’ (Moltke, 1993); this is often paraphrased as ‘no plan
survives contact with the enemy’. This was not a cry against
planning, but an acceptance of the need to have flexibility as
the situation changes. The agile approach executes plans based
on the most likely scenario and creates contingency for the best
and worst cases; as circumstances change and the domains of
complication, complexity and chaos become clearer, plans are
revised in sufficient time to enable action. This approach to
iteration is covered in Chapter 16.

Incremental problem solving

Many organizations thinking about workforce planning for the
first time become quickly unstuck; resolving the complexities of
their workforce appears to be an intractable problem as they
try to boil the ocean. Agile workforce planning examines
problems incrementally, first dealing with those that will have
the greatest return or are easiest to understand and resolve.
This approach can often start to illuminate drivers of other
business challenges, enabling an increased tempo of resolution.
This approach is detailed specifically in Chapter 16.

Always be learning

This is unashamedly adapted from Alec Baldwin’s line ‘Always
be selling’ in Glengarry Glen Ross about about the central tenet
of successful sales professionals. Equally, always be learning is
the same for workforce planning. Those engaged in workforce



planning must continue to learn about their workforce, their
organization, their customers, their market, their industry and
the wider landscape intertwined within it. Just as most articles
about workforce planning are rarely titled as such, neither are
business problems immediately attached to workforce
planning. It is only through a mantra of always be learning that
workforce planning professionals can expect to make an
enduring impact. As Leo Tolstoy wrote, “‘We can know only that
we know nothing, And that is the highest degree of human
wisdom’ (1869).

It's about the workforce

The aim of workforce planning is not to create a workforce
plan; the aim of workforce planning is to create the right
workforce to deliver the desired business outcomes.
Traditional approaches have failed because the requirement
was a plan that could be shared with stakeholders. As we will
cover in Chapter 15, the concept of a standalone workforce plan
is something of a misnomer. The workforce plan is a concept
that comprises many different plans and sub-plans, from
specific projects to enduring portfolios of activity, all focused on
creating the workforce that is needed now and in the future.

Organization is, to a large extent, a means of overcoming the limitations
mortality sets to what any one man can contribute. An organization that
is not capable of perpetuating itself has failed. An organization therefore
has to provide today the men who can run it tomorrow. It has to renew its
human capital. It should steadily upgrade its human resources (Drucker,
1985).

Six-stage agile workforce planning framework




My application of agile principles to the contemporary
workforce planning approaches led to the development of the
agile workforce planning methodology and creation of the agile
workforce planning framework, which I first shared in early
2017, and is shown in Figure 4.3.



Figure 4.3 Agile workforce planning framework
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Baseline

Covered in Part Two, the baseline is where we establish the
nature of the organization: what does it look like, what is it
trying to achieve and why? This critical first stage provides the
arc for all subsequent activity conducting workforce planning
for the organization.



Supply

Covered in Part Three, supply is where we establish the forecast
for the workforce. We examine historical workforce trends,
which informs our subsequent modelling and forecasting of the
future workforce.

Demand

Part Four considers the other side of the coin from supply:
demand. At this stage, we delve into the concept of work and
how that translates into a demand for a workforce. We
establish how demand is structured and what drives demand at
all levels of the organization. We use that understanding to
create a forecast for the future.

Gap analysis

In Part Five we discuss how we take the forecasts of supply and
demand and establish the gap between the two.

Action plan

In Part Six we examine the action plan, the best way to close the
gap between supply and demand. It is here that we cover the
seven Bs of action planning, leading us into approaches of
demand optimization and talent management.

Deliver

The final stage of the methodology, covered in Part Seven, is to
deliver. This stage focuses on how to execute a successful



workforce plan that delivers the workforce and achieves
organizational objectives.

As a cycle, this final stage launches us back into a baseline
where we continue to iterate the plan.

Summary

The agile workforce planning approach has been developed
over many years based on my experience of planning and
executing operations using agile approaches. This has been
overlaid with traditional and contemporary approaches to agile
and workforce planning, which results in an approach that
works in organizations. Though the framework has remained
unchanged since it was released in 2017, agile thinking and a
growth mindset have enabled the methodology to evolve with
changes in the wider business landscape and advanced in
technology.

In the three years since its inception, the methodology has
grown in popularity. Already, as a result of this methodology,
hundreds of thousands of workers around the globe are moving
closer to engagement and meaningful work. The approach now
forms the basis for workforce planning approaches
recommended and taught by the Chartered Institute of
Personnel and Development (CIPD).

Remain mindful of these agile approaches as you continue
through each of the parts of this book: I wish you every success
On your journey.
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When you practise workforce planning, ask yourself:

®  Amlstarting with why? =
®  Am/| being flexible in my approach? .

®  Am I working with the people who are best placed to understand or solve this
challenge? O

®  Amlplanningin away that creates value in the best speed and iterating as | go,

or am | trying to capture every possibility before | move onto the next stage?

O
®  Amlsolving problems incrementally or am | trying to accomplish

everythingin one go? O

®  Amlopento new ways of thinking and am | continuing to learn about the

workforce, the organization, the industry, the craft of workforce planning and
myself? O

®  Amlfocused on creating the plan or creating the right workforce? o
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PART TWO

Baseline

What does the organization look like, what is it
trying to achieve and why?
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Analysing the strategic context

Introduction

In the summer of 2013, my wife and I took a holiday around the
sites of ancient Greece. As we made our way south-east to the
capital, Athens, we stopped at Delphi, a small town,
overshadowed by the dark limestone of the Phaedriades. There,
at the edge of the town, were remains of the Sanctuary of
Apollo, the temple once the home of Pythia, the high priestess
commonly known as the Oracle of Delphi. The most famous of
her maxims, inscribed in the forecourt of the temple, is ‘know
thyself’.

For organizations, ‘know thyself’ is encapsulated within the
business model. The first thing those engaged in workforce
planning need to know is: what is the organization, what does it
do and why does it do those things? This is critical both as the
anchor for the organization, but also because of the ‘need to
consider how to connect... [workforce] questions to the
frameworks that business leaders already know, use and trust’
(Boudreau, 2010).

The next thing to know is where the organization is going, the
direction or destination, and why. The final things to
understand, before we consider the workforce, are those things
that might change that journey or impact what we are. What is
the wider ecosystem and how might it impact our organization?



The answers to these questions will lie outside HR and the
‘true institutional difficulty is in bringing all the agencies
together to answer all the questions’ (Smith, 2005). Much like
my journey around Greece, answering these questions will
involve a voyage of discovery in our organizations.

Types of organization

Economic sectors



Figure 5.1 Economic sectors
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Our organizations will fall into one of the following economic
sectors, of which Fisher (1939) breaks down the economy into
the first three:

Primary

The primary sector is concerned with raw materials; it includes
both the extraction of natural resources, such as mining, and
cultivation and collection of resources, such as agriculture.

Secondary

The secondary sector of the economy is based on
manufacturing, the creation of useable goods. The initial stage
is the conversion of raw materials from the primary sector into



products. Further stages are the combining of components into
further products; consider, for example, the different
components that will be combined to create a mobile device.

Tertiary

The tertiary sector is concerned with two elements: sales and
services. This includes both the services to provide products
from the primary and secondary sectors to the end user, for
example transportation, and the eventual sale.

The tertiary element of the three-sector model has since
evolved to incorporate two further sectors and acknowledge the
parallel ‘public’ sector:

Quaternary

This is the knowledge economy, a term popularized by Peter
Drucker (1969) and best described as ‘production and services
based on knowledge-intensive activities that contribute to an
accelerated pace of technical and scientific advance, as well as
rapid obsolescence’ (Powell and Snellman, 2004). The sector is
aimed at future growth and development, and includes
knowledge-driven services, such as information technology and
pharmaceuticals; professional services, such as consulting and
financial services; and in addition the knowledge-centric
activities of media, entertainment and education.

Quinary

The quinary sector is an expansion of the highest levels of the
quaternary sector. Often referred to as ‘gold collar workers’
(Kelly, 1985), the inhabitants of this sector have the strongest
base of power and are focused on control. Common examples



are the highest echelons of the legal, media, financial and
professional services firms.

Whilst the three-sector model helped define the operating
environment of organizations in the past, modern businesses
will find themselves straddling multiple sectors. In addition to
the extraction of raw materials (primary), an oil firm may also
construct its own operating rigs (secondary), distribute and sell
its products (tertiary), conduct research and development
(quaternary) and have key figures responsible for managing the
eminence of the firm (quinary).

Public

Strictly speaking, the concepts of private and public are centred
around ownership rather than sectors. However, whilst a
public (or state) sector organization can straddle all five sectors,
it is important to draw it out as distinctive. Organized at three
levels (national, regional and local), the public sector may
either be run directly by government or delivered through an
agency. The sector delivers public goods such as military, law
enforcement and the creation and maintenance of
infrastructure. In addition, the sector may include state-owned
enterprises that deliver private goods, such as transportation,
power and mining. Finally, the sector operates public
administration: the policymaking for services and the taxation
to fund those services.

The voluntary, or third, sector is not called out separately in
the model as it is more closely aligned to the first five sectors
(though most commonly service based).

Business model



All organizations exist to create value and the business model
describes the way an organization creates and captures value.
Success is determined largely by the ability to generate margin,
that is to create a higher degree of value than the cost to
produce it. In neo-classical economic theory, value equates to
the price a product or service would bring in a competitive and
open market (Marshall, 1997). Contemporary thinking
recognizes more normative views; key amongst these is that
there is a subjective value placed on a product or service, which
is higher than the price paid. Creating this utility is the focus for
modern organizations and is a critical concept in
understanding both the way it operates in relation to the
external market, and the internal operation at a meso level.

One perspective is that all organizations are based around
one or more of the ‘12 standard forms of value’ (Kaufman,
2012):

e Product - create a tangible item to sell, like a book.

e Service - provide support or assistance and then charge a
fee, like dog walking.

e Shared resource - create an asset that can be used by
many people and charge for access, like a gym.

e Subscription - offer an ongoing benefit and charge a
recurring fee for access, like a video streaming service.

e Lease —acquire a product and allow another party to use
it for a fee, like renting property.

e Agency - market and sell something on behalf of a third
party and collect a commission, like a real-estate agent.

e Audience aggregation — curate an audience with common
characteristics and sell access to them, like a trade fair.



e Loan -lend money and collect payments over time, like a
property mortgage.

e Option - provide the ability to take an action within a
specific timeframe, like a train ticket.

e Insurance - take on the financial risk of an event, like
home insurance.

e Capital - purchase a stake in a business and collect either
an ongoing dividend or one-off payment.

e Resale - acquire a product or capital and resell it, like
buying a book from a publisher and reselling it in a
bookshop.

These concepts are of crucial importance as each is unique in
the way value is created and requires different approaches in
order to be successful, particularly when combining multiple
value forms, or bundling.

CASE STUDY
Nintendo

A joint study by professors at Harvard Business School and Carnegie Mellon University
pointed to mixed success for gaming giant Nintendo (Derdenger and Kumar, 2011).

Between 2001 and 2005, prior to the release of Sony’s PlayStation Portable, Nintendo
monopolized the portable video game market. In that period, Nintendo released two
hardware products, the Game Boy Advance and Game Boy Advance SP, alongside multiple
software products. Over a two-year period, Nintendo released bundles of these consoles with
Mario software titles.

The study showed that bundled products were viewed by consumers as less valuable than
the sum of their component parts. However, bundling was particularly useful in generating
sales to those consumers who may have waited a longer period before buying, which led to
greater software sales over time. A strategy of mixed bundling, selling hardware and software
as either a bundle or as separates, would generate over 100,000 additional hardware sales
and over a million additional software sales.



However, in pure bundling, where the hardware was only available as a bundle, the effects
would be disastrous. Hardware unit sales dropped by millions and software sales fell by over
10 million. In total, revenues decreased by 20 per cent as a result.

This distinction in fortunes may seem counter-intuitive, as choice has been limited to a more
expensive bundle. However, consumers know that the price for computer hardware drops
significantly over time; they postpone purchase until the price is in better relation to the value
they place onit.

The value chain

The concept of the value chain was first described by business
strategist Michael Porter in his book Competitive Advantage
(1985) as a method of articulating the business model. The
model is based on a number of value activities, the distinct
activities performed by an organization that are the building
blocks to a form of value (eg a product) that would generate
revenue. These value activities are categorized as: primary,
those that comprise the business operations; and support, those
that enable the business operations. Around these activities
there is a final wrap of margin to ensure the value chain is
viable.

The primary activities are: inbound logistics; operations;
outbound logistics; marketing and sales; and service. Inbound
logistics are the elements concerned with receiving, storing and
disseminating inputs. For a product or resale, this might include
warehousing and managing an inventory. Operations are the
activities that take those inputs and transform them into the
final form of value; for a product this might be the
manufacturing process, for a service it would be the specific
delivery of that service. Outbound logistics is the storage and
distribution of forms of value, like the technology systems that



process the orders, packaging and delivery. Marketing and sales
are the means of purchasing a form of value, advertising,
pricing and channel management. In the context of the value
chain model, service includes the post-sale activities to enhance
and maintain value, such as installation, helpdesks and repair.

The supporting activities are procurement, technology
development, human resource management and firm
infrastructure. Procurement is the function of purchasing
inputs used in the value chain; technology development utilizes
technological advancement to provide competitive advantage;
human resource management to recruit, develop and
compensate workers; and the firm infrastructure to provide
overall planning and management.

The business model canvas

The business model canvas is a more recent approach created
by business theorist Alexander Osterwalder. He describes a
canvas of nine building blocks (Osterwalder, 2005). At the
centre is the value proposition, the tangible benefits to the
customer of a specific form of value. Connecting to this value
proposition are two ecosystems: one contains the key activities
of the business model, the essential resources needed for the
business model and the network of partners who participate in
the business model; these elements all come with an associated
cost. The second ecosystem connects the value proposition to
the client segments addressed by the proposition, the
communication and distribution channels to those clients, and
finally the relationship with those clients; this ecosystem is then
contained within a wrap of the revenue stream that the model
generates.



Strategic alignment

Having established what the business is, the next stage is to
understand why an organization exists and where it is going.
‘Workforce plans must flow from, and be consistent with, the
overall business and HR strategies’ (Cascio, 2006).

Framework of strategic alignment

Effective organizations are able to connect their why to the way
that work is done; this is called strategic alignment.



Figure 5.2 Strategic framework
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Why

In line with the first principle of agile workforce planning, we
begin with Sinek’s call to start with why: why did the
organization come into existence, why does it continue to exist?
The ‘why’ is most often framed as one of two things: vision or
purpose. Vision is an imagined future state of what the
organization, the marketplace or the world will look like; for
example, my personal vision is engaged people connected with



meaningful work. Purpose is the enduring objective to be
achieved, which is inextricably linked to the vision; for
example, my personal purpose is to connect engaged people with
meaningful work.

Mission

This is the ‘what’ to the ‘why’: what do we do? Also known as
‘economic mission’ (Gilmore and Brandenburg, 1962) it
concerns the kind of business the organization should be in;
this might be manufacturing cars or conducting workforce
planning.

Goals

These are the broad aims to be achieved. Goals may be the first
instance where a broader consideration is given to timeframes.
Fundamentally, a goal is something that can be achieved by the
‘mission’.

Obijectives

These are the goals framed in specific metrics to measure
achievement within a timeline. A goal might be to increase
profits, whereas the objective may be a 20 per cent profit
growth within three years.

Strategy

This is the ‘way’, the principles and broad approach to achieve
those objectives. If a ‘goal’, by itself, does not contribute to the
‘why’, then the ‘strategy’ is what makes that connection. It
defines ‘the right product-market-sales approach combination’



to achieve the objectives (Gilmore and Brandenburg, 1962).
Successful strategy hinges on creating difference; it means
‘deliberately choosing a different set of activities to deliver a
unique mix of value’ (Porter, 1996). A company with a vision
around a stronger local community may well have a goal of
profit growth and their strategy may stipulate that there should
be no layoffs to achieve that growth, as doing so would damage
the local community. Strategies are often framed around
timeframes (eg a strategy around cost reduction would not be
enduring) and longer-term strategies are often framed as policy.

4 B
The workforce strategy

In organizations there is a cascade of strategic alignment amongst departments and
functions. For example, in car manufacturing the objectives of the sales department
would be different to the objectives of the repair department. However, these all need
to be complementary both laterally at the meso level and vertically at the macro level,
otherwise the result is silos and a damaging strategic disconnect.

For the purposes of a function with the mandate for the workforce (eg HR), the
workforce strategy is a blueprint or design for our people to accomplish our
organizational strategy. It is about who we want our people to be, focusing on ambitions
(eg greater diversity) and broad concepts (eg flexibility) and sets the framework for
workforce planning. ‘The employment or workforce strategy is not always articulated in
one or more written documents, but covers the dimensions, sources and supply and any
changes required to the size, shape and nature of the workforce and its contractual and
psychological relationship with the organization’ (Brown et al, 2019).

o /

Execution

These are the specific plans to achieve the objectives. Plans are
always framed in timeframes (eg short-term operational plans
and long-term strategic plans) and are either business as usual



(BAU) or ad-hoc, sometimes referred to as run and change. The
execution of BAU activity is often framed as processes, whereas
the execution of ad-hoc activity is typically within a programme
or project.

The operating model is the representation of how the
organization is run: both how the organization conducts that
execution and the way it determines all other elements of
strategic alignment. The operating model signified a shift away
from a traditional hierarchical viewpoint to more of a systems-
based approach. The most common operating model approach
evolved from the diamond model for creating organizational
change (Leavitt, 1965): structure, tasks, people and technology.
This is now more commonly recognized as a triangle of people,
process and technology.

Since then, more advanced approaches have come to the fore
when formulating the operating model. One of the most
prevalent is McKinsey’s 7-S framework of strategy, structure,
systems, style, staff and skills which are all interlinked with
superordinate goals (Waterman et al, 1980). The superordinate
goals, since renamed shared values, sit at the core of the model
and are what the organization wants to achieve. The strategy is
the high-level plan to achieve those goals, the structure
represents the structure of the organization and the systems are
the processes and procedures. These hard S factors contrast
with the soft S factors: style, the way the organization is
managed; staff, the numbers of employees; and skills, the
capabilities of those employees.

Environmental scanning




If we have a destination and a direction of travel, the process of
environmental scanning allows us to identify the opportunities
and threats along the journey. One of the best approaches was
originally conceived as ETPS: economic, technical, political and
social (Aguilar, 1967). Over time, this model has evolved a
number of different variations; I tend towards PESTLE:
political, economic, social, technological, legal and
environmental. The political factors relate to the following:
political stability; the regulatory framework of the government,
including taxation, trade restrictions and tariffs; and
governmental policy, including investment in health, education
and infrastructure. Economic factors include both the internal
aspects of growth, inflation and interest rates, in addition to the
comparative external factors of exchange rates and purchasing
power. The social aspects include both the cultural norms of
society and the demographic trends of the population. The
technological factors relate to both the pace of technological
change and the levels of investment in research and
development, automation and digitization. The legal factors
include those that protect workers (eg discrimination,
employment law, health and safety), those that protect
consumers (eg false advertising claims and refunds) and those
that protect businesses (eg antitrust, theft and fraud). Other
factors in variations of ETPS include: demographic, which I
incorporate in social; ethical, which I incorporate into
sociological and environmental; and regulatory, which I
incorporate in political and legal.

This scanning enables an organization to do two things:
firstly, to establish the threats to the strategic ambition and the
additional opportunities that may exist. The second is derived



from a common viewpoint on control: ‘inside’ factors are
controlled by the organization (eg those discussed under types
of organization and strategic alignment) and ‘outside’ factors sit
outside the control of the organization (Pfeffer and Salancik,
1978). This perhaps overlooks the reality of organizational
influence, so environmental scanning allows us to establish
those aspects that sit firmly outside the control of the
organization and those factors that an organization may be able
to influence (eg lobbying for a regulatory change). It is common
for thinkers on environmental scanning to consider the
external environment before the internal aspects of the
organization (eg Hax and Majluf, 1990). This approach can
result in an exhausting exercise of attempting to capture every
facet of the external environment and boil the ocean. In my
experience, it is far better to understand the internal context of
the organization and use that to frame the scanning of the
external environment.

Summary

Whenever I conduct analysis of the strategic context, I am
always reminded of the following exchange from Alice in
Wonderland:

‘Would you tell me, please, which way I ought to go from here?’
‘That depends a good deal on where you want to get to,” said the Cat.
‘Tdon’t much care where -’ said Alice.

‘Then it doesn’t matter which way you go,’ said the Cat.

’—so long as I get somewhere,” Alice added as an explanation.

‘Oh, you’re sure to do that,” said the Cat, ‘if you only walk long enough.’



Without a direction or destination, all we can guarantee is that
the organization will get somewhere, and that will likely be the
wrong place at significant cost. Understanding the nature of the
organization, its ambition and the factors that may impact it,
are the essential first steps in baselining the organization. ‘The
critical issue is not the individual talent that you have; the
competitive advantage is what you do with the talent once you
have it. And that is an organizational issue’ (Ulrich et al, 2017).

/ N
When you practise workforce planning, ask yourself:
®  |nwhich economic sectors does the organization operate? O
® How does the organization create value? .
®  Why does the organization do what it does? =
®  Whatis the organization’s mission, goals, objectives and strategy? -

®  How does the organization execute to achieve those strategic ambitions? U

®  What are the external factors related to the organization and what threats and
opportunities are presented by those factors? O

- /
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Understanding the workforce

Introduction

In 2002, general manager of the Oakland Athletics baseball
team, Billy Bean, found himself in the unenviable position of
having a salary budget of $44 million, far below those of their
competitors. Through analysing the strategic context, he
established that the metrics of on-base percentage and slugging
percentage were not only the best measures of offensive
success, but also that those metrics were undervalued by teams
and scouts alike. Knowing the measures that were the drivers of
success, both he and assistant general manager, Paul
DePodesta, evaluated players based on those metrics. In the
Major League Baseball draft of that year, they were able to
acquire players who were undervalued in the marketplace.
Immortalized in the book Moneyball (Lewis, 2003) and depicted
by Brad Pitt in the film of the same name, Bean took the
Oakland As to the playoffs in 2002 and 2003. Once we
understand the organization, the next step is to understand the
workforce.

I’'m always drawn to a quotation attributed to former CEO of
Netscape, Jim Barkdale: ‘If we have data, let’s look at data. If all
we have are opinions, let’s go with mine.’ In the absence of data,
organizations tend to converge on the highest-paid person’s
opinion, or HiPPO. Billy Bean’s approach garnered fierce



criticism at the time, where opinions were strongly biased
towards statistical relics from the 19th century, such as batting
average.

There was but one question he left unasked, and it vibrated between his
lines: if gross miscalculations of a person’s value could occur on a
baseball field, before a live audience of thirty thousand, and a television
audience of millions more, what did that say about the measurement of
performance in other lines of work? If professional baseball players could
be over- or undervalued, who couldn’t? Bad as they may have been, the
statistics used to evaluate baseball players were probably far more
accurate than anything used to measure the value of people who didn’t
play baseball for a living (Lewis, 2003).

In this chapter we will cover both the collection of data and the
methodologies and models we use to measure the value of the

workforce, including those who do not play baseball for a
living.

Data gathering

Understanding the workforce is ‘a fact-gathering exercise:
collecting and examining data that suggests future trends and
changes’ (Walker, 1992). To conduct a successful exercise in
data gathering, we need to answer the following questions.

What data do | need to understand my workforce?

When we consider the size and scale of modern businesses and
public-sector organizations, ‘it is hard to realize today that
government during the American Civil War... meant the merest
handful of people’ (Drucker, 1985). Fortunately, this increase in
scale has been accompanied by the growth in technology, as
management theorist John Hinrichs remarked in the late 1960s:
‘Machine technologies make it possible for the personnel



researcher to explore an infinite number of interrelationships
regarding manpower data in the organization in an effort to
gain better understanding of the factors affecting this dynamic
resource’ (Hinrichs, 1972).

The data we need to understand our workforce relates to the
seven rights of workforce planning. It is the data that will tell us
the current state and the drivers of capability, size, shape,
location, time, cost and risk. We will need to be able to see this
not only at the macro level, but also at meso levels appropriate
to the structure of our organizations.

Where is the data and how do I access it?

Even organizations with high levels of data maturity and the
latest technology would consider themselves incredibly lucky to
have all this data in a single location and at the touch of a
button. In reality, data on the workforce may be stored in
multiple systems and varying formats. The advice is to start
with what we may already have available: we may have access
to information on the workforce either through reports that are
pushed to us on a regular basis, for example a monthly slide
deck on workforce information, or reporting that we may be
able to pull from a system on a self-service basis. Not only can
this provide us with a great deal of the information we need, it
can also help us understand the maturity of the workforce data,
the way it is structured and the datasets available. The next
place to look is with the HR function, the typical ‘owner’ of the
workforce data. HR technology is booming, with almost $2
billion of venture capital invested in 2018 (Bersin, 2019), and
the availability of workforce data within organizations is
significant.



How do | make sense of the data?

Muhammad Ali, then still known as Cassius Clay, said famously
in advance of his 1964 title fight, ‘Float like a butterfly, sting like
a bee, his hands can’t hit what his eyes can’t see’ (Float Like a
Butterfly, Sting Like a Bee, 1969). Just like Ali’s opponent, world
heavyweight champion Sonny Liston, we too need to be able to
see the data to make sense of it. The results of data visualization
continue to evolve in new ways, and we will cover that more in
later chapters; the basics for making sense of the data are tables
and charts. Tables show information in rows and columns,
whilst charts show the information in a pictorial format.
Achieving this requires both analysis and analytics, neither of
which are as scary as they are often made out to be. Analysis is
the practice of translating raw and unorganized facts (data) into
organized and structured facts (information) to bring about
meaning (insight). Analytics are the frameworks, processes and
tools we use to conduct these analyses. With workforce
analytics, this can be seen as combining HR, finance and
performance data with evolving approaches around data
science.

What is the quality and reliability of the data?

‘The foundation of talent analytics are human capital facts — a
single version of the truth regarding individual performance
and enterprise-level data’ (Shapiro and Davenport, 2013). In
order to establish our facts, we need to understand the quality
and reliability of our data and establish it as the single version
of the truth. First, we need to understand the source of the data,
how it was recorded and when. A date of birth, entered by a



new starter and validated through a background and
referencing check, will have the highest level of quality and
reliability. People tend to know their own date of birth better
than someone else, so a new starter inputting the data directly
will add to accuracy. Cross-checking this data against a passport
or birth certificate as part of a check reinforces the reliability.
As date of birth is not something that ever changes, it reinforces
the reliability. Compare date of birth with, for example, body
weight (not to suggest this is a common data set in HR systems).
Body weight tends to change over time, so accuracy is
dependent on how recently the data was input. Equally
important is the method of measurement: I know the scales in
my bedroom are slightly more forgiving than the scales in the
bathroom. I think we can all also appreciate that body weight
records can also be impacted by what we might call,
euphemistically, user error. Therefore, it is important to
appreciate the who, when and how of capturing data.

CASE STUDY
ABC Corporation

A senior HR director was reviewing some diversity data and challenged the accuracy of the
report. They claimed the percentage of members of the executive from an ethnic minority was
being reported incorrectly. Though the data came from a single established source for
workforce data, the HR director’s own eyes were also a source of data. Their own judgment on
visible ethnicity suggested that there were higher numbers of ethnic minorities in the
executive than were indicated in the report. It was established that the deviation was based
on members of the executive who had chosen not to declare their ethnicity, as was their right.
Therefore, the human capital facts were as the report indicated, not as the HR director had
judged them to be.



The final things to understand are data gaps, of which there are
two types. There are gaps in data, where there are just some
instances of date of birth not being recorded, and gaps of data,
where date of birth is not recorded at all. That is where
assumptions come into play.

Making assumptions

‘Some organizations think that they cannot implement
workforce planning unless they have all the data for all the
people. They spend so much time gathering and managing data
that they end up having no time left to use those data to support
workforce planning’ (Bechet, 2008). Those engaged in
workforce planning have a choice to make: collect data or work
with the gaps. I advocate working with the gaps and making
assumptions. For many business leaders, the idea of making
assumptions can appear reckless (even though robust
assumptions are far less reckless than their own HiPPO). In
reality, everything hinges on assumptions: ‘The map is not the
territory it represents, but, if correct, has a similar structure to
the territory, which accounts for its usefulness’ (Korzybski,
1933). The workforce data is not the workforce, it is a
representation of various facets of the workforce that are
recorded, stored, retrieved and interpreted. In much the same
way, an extensive biography of Winston Churchill is not
Winston Churchill himself. To make sense of it, we wrap a
number of assumptions around the information.

To understand the concept of making decisions based on
assumptions, I often ask people to either imagine or recall an
expensive one-off purchase, such as buying a house. Unless we
happen to be a residential building surveyor, the typical



homebuyer is an amateur. First, a homebuyer will be
considering their financial situation: the size of their deposit,
the size of mortgage available and the affordability of
repayments to determine a budget for a house. In identifying a
house, a homebuyer may conduct research on the internet to
identify a suitable area. They will assess house prices against
their budget, and also review transport links, research crime
rates and assess local schooling and amenities. If they have not
done so already, they are likely to engage the services of a real-
estate agent to identify a potential house. A buyer, or their
representative, will visit the property and conduct a visual
inspection. Thereafter, the services of experts are
commissioned to survey the property. After conducting this
analysis and assuming a degree of trust in experts, the property
is purchased. It is only on moving in that new things are
noticed, things about the house and area that were perhaps
missed before. Rarely are these catastrophic oversights, but it
does illustrate that our single most expensive purchase decision
hinges heavily upon assumption. When I do this exercise with
people, I find interesting deviations where some have
conducted a practice run of their commute, whilst others have
investigated neighbours on social media prior to a decision.
Each new facet helps illustrate the extent of the quest for data.

The reality is that there is no such thing as perfect data; we
make assumptions with every set. There are clearly variations
between organizations in their data quality; some have robust
and comprehensive data sets, whilst others have significant
quality issues. As we look at each data set, we understand the
assumptions we are making about the data and record them. Do
the same with the assumptions we make with data gaps; is



there a heuristic we can use? For example, is there official
government data we can use to understand a prevalence of a
characteristic? Are there benchmarks available from similar
organizations? As Laurie Bassi, analytics thought leader and
CEO of McBassi & Company, said, ‘Do what you can with what
you’ve got. You can still move forward’ (Guenole et al, 2017).

Workforce segmentation

The aim of workforce segmentation is to divide the workforce
into groups in order to better understand the workforce and
determine roles of interest.

Better understand the workforce

In most personnel matters, for instance, events are measured in averages,

such as the average number of lost-time accidents per hundred

employees, the average percentage of absenteeism in the whole work

force, or the average illness rate per hundred. But the executive who goes

out and looks for himself will find that he needs a different measurement.

The averages serve the purposes of the insurance company, but they are

meaningless, indeed misleading, for personnel management decisions

(Drucker, 1985).
From the outside, a workforce looks simply like a collection of
heads and, indeed, headcount and budget planning often does
not go beyond this average. Two people in a room with a mean
net worth of $50 billion is a vastly different story to you or I
being in a room with Amazon CEO Jeff Bezos: averages can hide
significant differences. The importance of understanding the
differences in averages is the origin of segmentation; the

building blocks for segmentation are headcount and FTE.



Headcount and FTE

Headcount is the total number, the count, of people present at any given point in time. If
we have 1,000 employees, our headcount is 1,000. Full-Time Equivalent (FTE),
occasionally Whole-Time Equivalent (WTE), is the measure of time for a person in
relation to a pre-defined ‘full-time’ rate: 1.0 is the full-time equivalent of 1 employee,
whereas 0.5 is the equivalent of half a full-time employee. If a full-time employee is
contracted to work 40 hours, then all other hours are counted in relation to that metric
(ie 0.5 FTE = 20 hours).

FTE is quite complex and can be broken down into some specific types; imagine we
are looking at the FTE calculation for the month of January.

Target FTE is the number of FTE that the business requires for January.

Budgeted FTE is the number of FTE that the business has allocated in a budget for
January.

Contracted FTE is calculated by looking at all employees and calculating the sum of
their individual FTE within their contracts (eg 20 employees all contracted to work 20
hours in a 40-hour FTE week, 0.5 FTE, are 10 contracted FTE). It is often the figure
that the HR system provides as the FTE figure when we run an HR report for January.

Financial FTE may only be realized some weeks later based on what was actually
worked and will take into account any additional paid hours or overtime that are
worked, including the time for any casual employees or zero-hours contract workers.
In this, a 0.8 contracted FTE (four-day week) who worked an additional day each week
would be recorded as a 1.0 financial FTE.

Forecast FTE is informed by financial FTE, whereby the trends in actual paid hours are
used to forecast the coming FTE levels. For example, if a 1.0 contracted FTE is
routinely a 1.2 financial FTE, then they may be considered a 1.2 forecast FTE. In the
UK, the forecast FTE level relates to the Bear Scotland ruling in 2014, which requires
employers in the UK to use actual pay over a representative period to calculate
holiday pay (UKEAT, 2014).

Planned FTE may well not sit in any official systems and, as a result, may be calculated
in many different ways. At a first-line manager level this may include all hours
expected to be worked by employees in January, including additional and overtime
hours and casual staff/zero hours employees, but may well exclude those on annual
leave. Whereas the forecast FTE for January may have been calculated many months
previously, the planned FTE may be calculated as little as days beforehand. Though
this provides an indicative direct resource cost of work, or a particular project, the
sum totals of planned FTE across an organization typically do not equate to financial
FTE.




Through segmenting the workforce based on different
dimensions, we start to see how different parts of the
organization contrast in their makeup and therefore need
different approaches based on the strategic ambition of an
organization. The most often used dimensions for the
workforce are structures, demography, tenure, competency and
contract. Operational and financial structures are the most
common approach to workforce segmentation. The financial
structures arrange workers based on business-specific financial
management and accountabilities; they are typically referred to
as profit (for revenue-generating areas) or cost centres (for
functional areas). Operational structures will be derived from
the basis of the organizational design, which may include a
mixture of product lines, geographies and functions; these
should flow all the way from the organization or group level,
right down to the team level. The main categories that fall
under demography are what is commonly referred to as
‘diversity data’; the main ones are considered protected
characteristics in the UK under the Equality Act 2010, and
include age, gender, ethnicity and disability. The additional
aspect to demography is the geographic distribution (both in
terms of office locations and worker locations). Tenure refers to
the various durations within a worker’s history, for example
employment start date, time in role and time in pay band. As we
introduced in the first chapter, a competency is created when
skills (how to do something) combine with specific knowledge
(what, when and where to do something), mindset (willingness
to do something) and, where necessary, accreditation (proof of
that skill or knowledge). Those organizations with an effective



job family mapping will have a robust framework for
competency dimensions.

In the absence of job families, then it can be helpful to
capture the following competency heuristics:

hierarchy: the level of a person within a hierarchy may be
captured with titles (eg Manager), levels (eg CEO minus 4)
or pay bands (eg £40-50Kk);

sector experience: experience within particular industry
sectors;

qualification: attainment of a specific level within an
educational framework;

certification: attainment of a validated standard that is
bound by time;

education and training: participation in learning;

talent groups: membership of particular groups that are
either recognized as having high potential for a particular
competency or otherwise grouped together, and
supported, to progress to attainment of a particular
competency;

skill: a practised technique that enables the achievement
of an outcome;

appetite: a desire for proficiency in a particular field or
experience within an industry sector.

The contract dimension is specific elements of a contractual
relationship with the organization: are they a permanent
worker or a contractor, are there different full-time rates (eg 37
hours vs 40 hours), what is the mix of full-time and part-time
workers, are there any who are seconded from another
organization or have inherited different contractual rights as a
result of a merger or acquisition?



Full-time and part-time

There are different national definitions of this, ranging from 30 hours upwards. The
concept of part-time is something of an anathema in contemporary thinking and has
suffered from the negative connotations of it being seen by some as less important than
full-time, or a judgement on a worker’s level of commitment. In reality, a full-time 40-
hour working week is less than a quarter of the 168 hours in a week. My preferred
approach is to group together different FTE groups (eg <0.4,0.4-0.8 and >0.8).

- /

The headcount and FTE of these workforce dimensions will
indicate the scale of these groups. To determine the uniqueness
of these segments requires multivariate analysis against other
metrics. Common metrics in HR are: salary; sickness levels;
turnover rate; promotion rates and internal mobility;
performance; utilization and productivity; and engagement
levels.

Determine roles of interest

The second aim of workforce segmentation is to determine
roles of interest. At first glance, and particularly with a large
organization, workforce planning can appear to be an
overwhelming task of boiling the ocean. Determining roles of
interest ‘simplifies the problem by foreshortening the need for
a total forecasting model’ (Walker, 1972). Indeed, it allows us to
make educated decisions based on where a planned workforce
intervention will generate the biggest return on investment.

Whole workforce approach




A defining factor of the fourth industrial revolution is that
workforce is a loose concept that incorporates not just
permanent employees, but temporary employees, contractors,
gig workers, consultancies under statements of work, service
providers and, increasingly, robots. As such, even an intent to
assess an entire workforce will require a considered view on
what should be considered in scope. Even at a basic level, an
organization will need to take a decision about whether to
include those on long-term abstraction (eg career break,
parental leave, long-term sick leave, secondment) or include
‘employees’ such as fixed-term contractors.

When looking at a whole workforce, I find the most useful
approach is to use an adapted version of the HR architecture
first proposed by Lepak and Snell (1999), which splits the
workforce into four quadrants based on the uniqueness of a
capability, its scarcity within the industry and wider
marketplace, and the value of that capability to the
organization, a concept first raised by Nobel laureate Gary
Becker (1964).
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As the value to the organization increases, there is a shift from
a Gaussian distribution (bell curve) of performance to a
Paretian distribution (power law relationship). The Gaussian
distribution shows that the majority of the workforce are
average performers delivering average value and there are a
small number of those with comparatively low or high
performance and delivering a commensurate level of value.
The Paretian distribution follows the principle of Italian
economist Vilfredo Pareto that 80 per cent of the workforce
delivers 20 per cent of the value and 20 per cent of the
workforce delivers 80 per cent of the value (Pareto, 1906). In a
Paretian distribution, exceptional performance drives



exponential value; this is in sharp contrast to the Gaussian
distribution.



Figure 6.2 Gaussian and Paretian distributions of
performance
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The Gaussian bell curve has been the staple in performance
management ever since it was pioneered by former GE chief
executive Jack Welch in the 1980s as the ‘vitality curve’ (Welch,
2001). Leading HR practitioner and CEO of Humu, Laszlo Bock,
comments on the bell curve view of performance being
outdated compared to a power law view (Bock, 1995). I would
argue that, though knowledge workers typically perform on a
power law (which was the case at Google, where Laszlo was
SVP of People), process workers typically still operate on a bell
curve as the system prevents exponential gains.

Specialists are capabilities that are unique and generate a
comparatively lower value to the organization. As these
capabilities tend to hinge around extremely specific processes,
they tend to be concentrated around a particular business or



industry. The clear characteristic is that this specialism is
typically not in demand from organizations in different
industries. I tend to break these down into two types: planned
and accidental. Planned specialists usually go through lengthy
and vigorous training to achieve their specialism, accompanied
by a high initial outlay on training costs. A classic example of
these is metro/underground drivers, who cannot be transferred
to other modes of transport (trains and planes). Accidental
specialists tend to grow over time and are identifiable by long
service within the business or industry and have developed a
specialism through experience over time. They tend to be the
only person who knows how to accomplish a particular task
and are likely to slip inadvertently into the critical category.

Professionals are the opposite of specialists, common
capabilities across industries that add high value and tend to be
characterized by professional accreditation, eg project
management, digital skills, finance and HR. This capability
tends to be the core of the workforce in a knowledge worker
setting.

Operators are generalist capabilities that generate a
comparatively lower value to the organization and incorporate
manual labour, administrative and entry-level roles that
require limited initial training.

Criticals are those capabilities that are both unique within the
industry and create considerable value to an organization. They
are critical to achieving the business strategy (both in terms of
development and execution), they provide an organization’s
current comparative advantage, and they will provide an
organization’s future comparative advantage.



Some of the best thinking on the characteristics of critical
roles came from Professors Brian Becker, Mark Huselid and
Matthew Beatty in what they called ‘A Positions’ (Huselid et al,
2005; Becker et al, 2009), which were determined as ‘those in
which top talent significantly enhances the probability of
achieving the business strategy’. They are marked by their
ability to create value in revenue enhancement or cost
reduction, but also destroy value if mistakes are made. This
variability of performance means that the absolute best
employees are challenging to attract and retain in the
organization.

By identifying critical roles, those conducting strategic
workforce planning can focus on areas of the workforce where
planning can generate the greatest proportions of return on
investment (Rol).

Priority areas

Most contemporary thinking around workforce segmentation
starts and ends with critical roles; however, there is a final
dimension of identifying priority areas, what John Boudreau
calls ‘vital talent segments’ (Boudreau, 2010). These are
elements of the workforce that are not behaving in a way that is
desirable for example they have a high level of turnover. This
will be identified during initial workforce segmentation to
understand the workforce, which may immediately indicate
these roles of interest with behavioural variation. Finding these
may necessitate a degree of workforce curiosity.

Workforce analytics




Curiosity is the basis of workforce analytics, a natural
inquisitiveness about the cause and effect within the data. The
starting point is the model I first learnt in primary school: who,
what, when, where, why and how. Known in some circles as the
5W1H model, it heralds from Aristotelian thinking (Aristotle,
1980) and is the basis for rational thinking. By asking these
questions about data we can start to understand the
correlations and causation between data, uncover outliers and
identify roles of interest that might be a priority.

The golden rule of correlation and causation is that
correlation does not imply causation. Correlation is an action
or occurrence that has similar characteristics to another, but
they may or may not be linked. Numerous instances of factors
that have high correlation, but no causal links, are detailed at ty
lervigen.com (archived at https://perma.cc/P3VB-AJE7), such as
per capita cheese consumption and the number of people who
have died by becoming tangled in their bedsheets. Causation,
however, is an action or occurrence that can result in a
separate action or occurrence.

In workforce data there will be numerous linked correlations,
for example age and retirement. Where either age, or length of
service, mandates retirement (for example, some military and
law enforcement professions) then there is cause and effect.

Whilst there are an array of technological tools and solutions
that can help identify correlations and causation, I tend
towards the five whys model: that asking why five times will
inevitably find the root cause of a problem. This is best
achieved through use of a decomposition tree, a technique that
mirrors the fishbone diagram of Kaoru Ishikawa (1986). Take a
particular dimension of the workforce and metric, for example
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a higher level of female voluntary turnover (20 per cent) than
the average for an organization (17 per cent — see Figure 6.3).



Figure 6.3 Decomposition tree to analyse turnover
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The next and subsequent steps are to identify the largest
population groups that are not contributing to the outlier
metric. In this example, we see that females at pay band 5 have
a higher level of voluntary turnover (26 per cent). Of those
females at pay band 5, the age ranges of 20-30 and 30-40 both
trend higher still, at 31.25 and 27.5 per cent respectively. When
we look at that first group of 20- 30-year-olds, those who have
returned from maternity leave in the last 12 months show a
significant spike in voluntary turnover at 60 per cent. This
correlation provides three key insights: within that age range,
maternity correlates with voluntary turnover and if we
investigate the 30- 40-year-old cohort, we may find a similar
correlation; identifying this correlation will prompt further
qualitative and quantitative investigation into the potential
cause of this voluntary turnover; and maternity is a leading
indicator of voluntary turnover (ie it precedes, and correlates
with, voluntary turnover), so it can be used to both predict
turnover changes and enable the organization to create an



intervention to reduce that voluntary turnover. This is the step
that shifts us from descriptive analytics, a statement of where
we are, to diagnostic analytics, a statement of why we are.

Summary

Field Marshal Viscount Montgomery, commander of allied
ground forces in Normandy during the Second World War, said,
‘The raw material of any business is... [people], whether it be
soldiering or industry. To succeed, a proper understanding of
human nature is essential - whether you want to win battles or
have an efficient factory’ (Montgomery, 1961). It is the
workforce that makes the organization. Once we understand
the context of the organization, we must understand the
workforce itself and prioritize areas to conduct workforce
planning. Data is an essential component of analysing the
workforce, but we do not need to wait for perfect data. What
matters is that we do what we can to better understand our
workforce.

Know the enemy and know yourself; in a hundred battles you will never
be in peril. When you are ignorant of the enemy but know yourself, your
chances of winning and losing are equal. If ignorant of both your enemy
and yourself, you are certain in every battle to be in peril (Sun Tzu, 1969).



/

When you practise workforce planning, ask yourself:

®  Whatdatadol need to understand my workforce?
®  Whereis the data and how do | access it?

®  Howdo | make sense of the data?

®  Whatis the quality and reliability of the data?

®  What assumptions am | making about the data?

®  Which elements of the workforce am | focusing on?

®  Where is that workforce and how does it fit into the wider workforce?

O

®  What facets do they have that make them important to consider at this time?

O

/
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Gaining buy-in
Introduction

John Donne, the 17th-century poet and cleric, wrote: ‘No man is
an island, entire of itself; every man is a piece of the continent,
a part of the main.’

It is a concept that has been consistently demonstrated by
armies throughout history. The Stele of the Vultures, unearthed
in Iraq in the 19th century, dates back to 2500 BC and the
victory of King Eannatum of Lagash; it depicts Sumerian
infantry in the earliest known example of a shield wall (Winter,
1985). The phalanx, interlocking shields to create a shield wall,
turns a collection of individual soldiers into a single
impenetrable unit. The success of military formations
employing the phalanx, such as the Persian sparabara and the
Greek hoplite, rested on the shared understanding of what each
of them would do. Stakeholders are ‘those who depend on the
organization for the realization of some of their goal, and in
turn, the organization depends on them in some way for the full
realization of its goals’ (Mitroff and Mason, 1980). It describes
perfectly the relationship within the phalanx where the shield
would provide protection to a neighbour as well as to the
individual.

In what is called intelligence preparation of the battlespace
(IPB), modern militaries continue this tradition of



understanding those around them. In modern conflict, the
stakeholders include not only those forces operating in a
coalition, but also the raft of state and civilian actors as well as
the population at large. When conducting operations amongst
the people, my own success rested heavily upon recognizing
those stakeholder groups and conducting key leader
engagement (KLE). Hollywood fails to depict that enduring
successes in modern conflict often come down to building
relationships over a cup of hot chai.

The same is true in the workplace and engaging with
stakeholders is a key component of the baselining process. We
will have engaged with stakeholders already as part of
analysing the strategic context and understanding the
workforce. Now, engagement with those stakeholders will be
essential in successfully launching workforce planning beyond
the baseline. If this is our first attempt at workforce planning,
those stakeholders will provide us with the green light. For all
of those engaged in workforce planning, this final stage is
essential in agreeing the terms of reference for the exercise.

How are decisions made?

In the same way that we look first at the organization in order
to create a basis for environmental scanning, so too do we look
first at decision making as a basis for stakeholder analysis. For
many organizations, they may not recognize how decisions are
made. Not only is there likely to be inconsistency in how
decisions are made by comparable departments at the meso
level, indeed the same types of decisions may be taken in
different ways within the same business area. To help clarify
decision accountability, Bain and Company created RAPID®, a



tool that assigns owners to the five key roles in any decision:
recommend, agree, perform, input and decide (Bain, 2011). In
the process of making a decision, someone will recommend a
decision or action; ideally that is us as someone conducting
workforce planning. Next are those who provide input to that
recommendation. In our context this may be through
consultation with the workforce planning team prior to the
recommendation or later, with stakeholders, following the
recommendation. A key concept here is that the view of those
providing input may or may not be reflected in the final
proposal. If workforce planning is new to our organization, it
might be the case that we are providing input to a
recommendation made by a senior stakeholder like a chief
human resources officer. The recommendation is provided to
someone who makes the decision and has the authority to
commit the organization to action: this is the key stakeholder.
Important stakeholders will also be those who have to formally
agree a decision and their view must be reflected in final
proposals. Our operating model will have a significant part to
play in determining those who must formally agree: a
hierarchical model may have a limited number of stakeholders
who need to formally agree, whereas a partnership model may
require a significant number of stakeholders to reach a
consensus before agreement is reached. Finally, there are those
who will perform the action once a decision is made.

Not only will the stakeholders in this matrix differ depending
on the nature of the decision (eg is it about recruitment or
learning), but there may also be tolerances within a scheme of
delegation that will allow certain stakeholders to take decisions
up to a particular level of cost. Just like in the example below,



we will need a broad understanding of the matrix in relation to
changes to major workforce operations. Figure 7.1 relates to a
recommendation to change the training delivered to employees.



Figure 7.1 Example of RAPID® matrix for training

* Workforce planning

—L Agree J

* Operational leads of main business areas
* Head of learning and development

—[ Perform

* Training function

—L Input

* HR business partners
* Finance business partners

—[ Decide J

* Chief HR officer

» Figure 7.1 details
SOURCE Adapted from Bain and Company (2011)

Stakeholder mapping

Following the use of RAPID® to identify some of our
stakeholders, we will build on that with a stakeholder map.
There are a multiplicity of tools available for stakeholder
mapping; during the baselining stage we will focus on just one.
Aubrey Mendelow, thinker on management and information
systems, created a two-by-two matrix of power and dynamism
as a method to support environmental scanning (Mendelow,
1981). Power is an important axis in the model; whilst we tend
to recognize stakeholders with power it is important to



understand the sources of power in order to be able to compare
it against other stakeholders. Power gives stakeholders the
ability to restructure situations (Macmillan, 1978) and can arise
in four key ways: possession of resources, ability to dictate
alternatives, authority, and influence.

Possession of resources provides a significant power base,
hence the enduring power of unions in certain industries.
Aligned to this possession is the ability to dictate alternatives;
the availability of substitute resources reduces the power of the
possessor, equally the sole supplier has the greatest of power. A
great example is the accidental specialists discussed in Chapter
6; the lack of alternatives provides them with significant power
in negotiating pay and conditions. Authority, the right to
enforce obedience, has always remained an important source
of power. This could be in the form of government and
regulatory bodies, but it is equally found in the bureaucracy of
organizations in their ability to hire, pay and dismiss workers.
The final source of power is influence, the ability to sway those
who hold power in other ways. By considering stakeholders on
the basis of power, we see them in line with Freeman’s
stakeholder theory that stakeholders are more than simply the
business owners (Freeman, 1984).



Figure 7.2 Power vs interest stakeholder map
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Rather than the second axis of dynamism, Mendelow’s matrix is
adapted to include interest, to create four specific groups:
apathetics, latents, defenders with attackers, and promoters
with detractors. Apathetics have both low power and low
interest, and are those who can be engaged usually through
general communications. Latents have low interest but high
power, therefore it is essential their needs are met. With this
group it is important to engage and consult on areas where they
are specifically interested and aim to increase their positive
interest. Equally, with activities likely to easily stir angst, it may
be more prudent to downplay initiative to reduce the risk of
creating attackers. Attackers have low power but high and



negative interest; they fall into the same quadrant as defenders,
who share low power but have a high positive interest.
Defenders are potential supporters and ambassadors. If
engaged in the right way, they can be a useful area with which
to both consult and potentially involve in low-risk areas.
Attackers can reduce the ability of defenders and attract
apathetics to their cause, therefore defenders become valuable
as ambassadors to neutralize negative opinions. Promoters and
detractors are our key stakeholders and are where we need to
focus our efforts. Both have high interest and power, but
promoters are supportive and detractors are negative. Not only
must they be engaged and consulted regularly, but they need to
be involved (if they are not already) in the governance and
decision making. The aim is to keep promoters onside and to
either convert detractors into positivity, or otherwise neutralize
them either through the use of promoters or through creating a
groundswell by converting latents.

Engaging with stakeholders

The key challenge to overcome at this stage is to convince a
stakeholder to let us provide a firm evidence base from which
decisions around the workforce can be made. Niccolo
Machiavelli said famously that ‘Men nearly always follow the
tracks made by others and proceed in their affairs by imitation,
even though they cannot entirely keep to the tracks of others or
emulate the prowess of their models’ (1513). The tendency is for
stakeholders to favour particular initiatives or courses of action
before the evidence is presented or the problem understood
fully, a tendency that will be based heavily on cognitive biases.
The four main biases we are aiming to overcome are anchoring,



attribute substitution, the availability heuristic, and pro-
innovation bias. Anchoring is a concept where people depend
too heavily on an initial piece of information when making a
decision (Sherif et al, 1958). If we arrange a meeting with a
stakeholder to discuss workforce planning and one of the first
things we mention is diversity, then the meeting may well
anchor to that specific factor. Attribute substitution is where
the complexity of the situation is substituted for a heuristic,
either the anchor or some other factor, and then judgement is
made based on that substitute (Kahneman and Frederick, 2002).
For example, a stakeholder may focus on a specific factor of
workforce diversity, like gender balance in the executive board,
as a heuristic for the wider challenge of improving the diversity
of the workforce. The availability heuristic is a mental shortcut
where examples that a stakeholder can recall are viewed more
strongly than alternatives (Tversky and Kahneman, 1983).
Stakeholders will either recall initiatives that others have
implemented, or ones that they themselves have implemented,
and promote those. This availability heuristic may well be
solidified with a pro-innovation bias, where a stakeholder has
such a strong bias in favour of an initiative that they are unable
to see the weaknesses or the limitations when applying it in a
new situation (Sveiby et al, 2009).

All of these biases, either separate or together, will often
result in what I call stealing other people’s artificial grass.
Stakeholders have either seen that another organization has
taken a particular action, or they themselves have done it in a
different organization. Some are unaware of the specific
relationship between the action and the effect that is created;
others are thinking that the problem the action solves is the



same as the challenge they are facing. Depending on our
relationship with stakeholders, we can either challenge the bias
or pivot. Charlotte Brownlee, the former head of workforce
planning at Public Health England, focused heavily on
stakeholder engagement during her work with Sierra Leone’s
National Public Health Agency. She started with the why
questions to understand what mattered to stakeholders and
their areas of greatest concern. She highlighted examples of
health systems in Myanmar and Kenya that had developed a
more progressive approach to the way they planned their
workforce and the success it generated (Brownlee, 2020). A
successful pivot can acknowledge that a stakeholder’s proposal
might be the solution and that the workforce planning exercise
can form the basis of a business case for that change. Establish
with why this matters to stakeholders; acknowledge and
incorporate their thoughts into our planning.

Agree terms of reference

The critical final stage is to agree the terms of reference for the
next stage of workforce planning. If we are a well-established
workforce planning function, we may have a green light from
key stakeholders to continue through to the action plan and
possibly to deliver within certain tolerances. If this is a new
function, then this stage may simply focus on gaining
agreement to proceed to the next stages of supply, demand and
gap analysis. Regardless of the aim, it is critical that we have
clear agreement from key stakeholders on the following areas.

Organizational levels



Firstly, we need to agree the level of the organization on which
we will be conducting workforce planning. The power of our
stakeholder is a key determining factor: we will be unable to
operate effectively at the macro level if the power of our
stakeholder is limited to the meso level. If we are operating at
the meso level, be specific around functions and departments.

Roles of interest

In agreeing the organizational levels, we will also need
agreement on the roles of interest in this exercise. Be clear
around the rationale for those roles: the cohorts need to be of
sufficient size that an exercise in workforce planning would be
able to achieve a return on the investment of time.

Workforce analytics

Having agreed the roles of interest, we also need to agree the
workforce analytics. Crucially, this must include the counting
rules: the characteristics that determine those who are in or out
of scope. These counting rules may relate to the exclusion of
contractors or the inclusion of those on secondment. Agree the
broad approaches to how we will model and forecast both
supply and demand, which we will cover in the next two parts
of the book. The importance of this is to avoid surprises at a
later point in time; we do not want to be discussing the forecast
further down the line and a key stakeholder have a
fundamental disagreement with our model.

Horizons



Next, we will need to agree the planning horizon. If this is a
new venture, then planning at a minimum of horizon two (the
next budgetary year) must be the minimum time period. In my
experience, planning in an organization with a low maturity in
workforce planning can be slow. Therefore, planning in horizon
one may take longer to get to execution than the timeframe of
the forecast. As organizational maturity grows, our speed to
conduct a workforce planning cycle will increase and allow us
to deal with a shorter timeframe. If we are looking at planning
in horizon three for the first time, then it is wise counsel to set
the limit where are we are able to forecast with an accuracy of
plus or minus 20 per cent (Ansoff, 1965).

Scenarios

Finally, we will need to agree the scenarios. Scenarios are a
qualitative explanation of how the present might evolve to the
future and the plausible variations of that future (Schnaars,
1990). We first broached the subject in Chapter 3 when we
talked about the principles of three-point estimation or
programme evaluation and review technique (PERT)
(Department of the Navy, 1958): planning for the most likely
scenario; preparing for the best-case scenario; and pre-empting
the worst-case scenario. It is important to appreciate that
‘scenarios are not about predicting the future, rather they are
about perceiving futures in the present’ (Schwartz, 1991).
Therefore, the basis of these scenarios will be the strategic
alignment, environmental scanning and understanding of the
workforce that we have already conducted within the context
of the planning horizon we have agreed. Firstly, what is the
organization planning to do: does it plan to grow or maintain its



revenue, and is it planning to improve in a different metric
(brand advocacy or sustainability, for example)? A
consideration at this stage is if the organization already has
specific strategies or plans in place that relate directly to the
workforce: is there already a commitment to close a workplace
or to outsource work? Finally, we consider the future on the
basis of the environmental scanning, what Porter calls
‘macroscenarios’ (1985). Firstly, what do we anticipate might
happen in the future regarding our business and what is the
likelihood of those events? For example, how attractive do we
expect our industry to be and are we vulnerable to disruptive
technologies? Secondly, do we anticipate any significant
changes that will impact our workforce and what is the
likelihood of those events? For example, a political change that
could impact the flow of migrant workers.

Scenarios deal with two worlds: the world of facts and the world of
perceptions. They explore for facts but they aim at perceptions inside the
heads of decision makers. Their purpose is to gather and transform
information of strategic significance into fresh perceptions. This
transformation process is not trivial — more often than not it does not
happen. When it works, it is a creative experience that generates a
heartfelt Aha from your managers and leads to strategic insights beyond
the mind’s previous reach (Wack, 1985).

Remember that as the length of the planning horizon increases,
so too do both the uncertainty of the future and the ambiguity
of scenarios. As a result, I recommend adherence to the
following ‘shirt sleeve’ guidelines (Linneman and Kennell,
1990):

e delete variables with both a low probability of occurrence
and a low potential impact;



e focus on events likely to have an impact throughout the
planning horizon rather than on events that could take
place towards the very end of the planning horizon;

* do notinclude outlier events that would result in total
disaster in any given scenario, such as a major nuclear
war;

e aggregate multiple factors that contribute towards the
same outcome, such as the factors impacting economic
growth;

e check for interdependencies and remove dependent
variables.

CASE STUDY
MyoKardia

MyoKardia is a biotechnology company that conducted strategic workforce planning as they
shifted towards approval by the US Food and Drug Administration (FDA) and the launch of
their first therapy. Conscious that they had to anticipate several different possibilities of the
future, they conducted scenario planning with the executive team in order to establish the
potential forces that could impact the company’s future. The start point was to ensure there
was a consistent and clear view of the strategic alignment before they focused on the critical
areas of uncertainty that could create dramatic disruption within the following five years.
Executives were asked searching and open-ended questions about their own perspective on
disruptive forces and their optimistic and pessimistic views of the future. They established six
critical uncertainties and were able to discount four: one was unlikely to change within the
planning horizon, two were contributing factors of another uncertainty, and ‘one did not have
enough assumed variation to be meaningful in this exercise’. The two remaining forces of
change, alliance partnerships and the outcomes of clinical trials, were translated into four
scenarios. The executive agreed the most likely scenario and planned on that basis, ensuring
they were tracking key metrics on the assumptions they had made (Goldberg and Boyes,
2019).



Summary

Moving beyond ideas and onto execution is a common
challenge in the traditional approach to strategic workforce
planning. Without buy-in from stakeholders, workforce
planning is unable to get as far as ideas, let alone execution. It is
critical that we understand who our stakeholders are and
recognize them as people in whom we have a vested interest,
just as they have a vested interest in us. We need to ensure we
have a clear understanding of the nature of power amongst our
stakeholders and, where possible, use the interdependencies
between stakeholders as leverage in gaining buy-in. HR
business partners, for example, can be a fantastic ally if they
have influence over other key stakeholders. That allows us to
bring them onside to be our advocates with their respective
operational areas.

4 N
When you practise workforce planning, ask yourself:
®  Who are the stakeholders in my organization that | need to consider? o
® Howdol need to engage and give consideration to them? -
®  Who are my key stakeholders? O
® Dol have agreement from them on how | will proceed? O
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PART THREE
Supply.

What are the historical workforce trends and
what is the forecast for the future?
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Understanding workforce
evolution

Introduction

The natural world around us is one of wonder. On one axis, the
land stretches from the South Pole in Antarctica to the northern
tip of Kaffeklubben Island in Greenland; on the other axis, from
Attu Island in Alaska to Caroline Island in Kiribati. The
elevations range from the highest point of Mount Everest in the
Himalayas, to the Challenger Deep in the depths of the Mariana
Trench in the western Pacific Ocean. When we look around, the
world appears to remain static; yet it is gradually changing,
both through natural and human events. It is only in hindsight
that we can truly recognize the impact of this change, be it the
erosion of a coastal region or the steady urbanization of an
area. As the saying goes, often misattributed to C S Lewis, ‘Isn’t
it funny how day by day nothing changes, but when you look
back everything is different.’ Yet, this is often overlooked by
business leaders who frequently consider their workforce as a
static capability. It is essential to recognize that what has been
recruited is not what we have; an almost imperceptible change
results in an evolution of that workforce. The supply part of the
process focuses on the factor of production that is labour: what
workforce do we have, and will we have, to service



organizational demand? In this chapter, we will look closely
into this workforce evolution in order to be able to forecast that
workforce in the future as part of our planning.

Organizational churn

Much about modern organizations makes them almost
unrecognizable in comparison to those of the last century. That
said, the basis of organizational churn remains mostly
unchanged. To some, the word churn is used interchangeably
with concepts such as turnover and attrition; in reality, they are
subsets within churn. Organizational churn is the movement of
the workforce in, around, and out of the organization.

In the late 1960s, MIT Professor Mason Haire declared that
the shifts for a worker were limited to people moving into the
organization from outside, people moving out of the
organization, people moving up and people moving laterally to
an equivalent job. He also accepted that, in some cases, people
would move down or be demoted (Haire, 1967). Haire’s model
of organizational churn can be seen in Figure 8.1. In this
chapter we will cover each of these as turnover (inside to
outside), recruitment (outside to inside), and internal mobility
(up, lateral and down). In addition, Haire recognized that ‘some
people may change their behaviour and potential’ (Haire, 1967).
We will consider this as a factor impacting the propensity of a
worker to move to a different state.



Figure 8.1 The organizational churn model
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Turnover

The universal truth of the workforce is that, over time, workers
will leave the organization. There are finite ways for a worker
to leave an organization: resignation, dismissal, mutual
severance, end of contract, retirement, and death in service.
Resignation is where the worker chooses to terminate a
contract of employment. Dismissal is the opposite of
resignation, where the organization chooses to terminate a
contract of employment. Dismissal requires cause in most
jurisdictions; typically this cause is poor performance of the
individual or layoffs where the organization is getting rid of
roles and is either unable or unwilling to accommodate a
worker elsewhere. Mutual severance is a hybrid of resignation
and dismissal, where both the worker and the organization
agree to sever the contract of employment. It tends to be
typified by a disbursement from the organization, hence the
term severance pay. Mutual severance is often found in what is
termed voluntary redundancy, where layoffs are announced,



and a worker volunteers for this offer. It is also found where an
organization may wish to dismiss a worker, but either lacks
cause (or sufficient evidence of cause) or the worker has
leverage (consider employees who have witnessed impropriety
and leave with a payoff and a non-disclosure agreement).
Despite the term mutual, the initiator is typically the
organization. End of contract most often relates to temporary
workers who are employed on a contract basis. An organization
may have the ability to either renew or extend a contract and
may choose not to (or a worker may choose to reject the offer of
an extension or renewal), and that circumstance would be a
revision of an agreement with a specified end date. This
categorization can also apply to workers who would be
considered permanent, such as the military, who will have
specified engagement durations to either compulsory or
voluntary active service. The retirement categorization is multi-
faceted and can have hallmarks of resignation, mutual
severance or end of contract, but differentiated by provisions
that allow access to pension benefits. The main type of
retirement is age-related; in many countries, such retirement
was mandatory at a retirement age but has since become a
voluntary choice for many workers with the proliferation of
legislation against age-based discrimination. Even where such
legislation exists, certain professions may still have mandatory
retirement; these are often military, law enforcement and
airline pilots. Ill-health can often result in retirement if it is
sufficiently chronic to warrant access to pension benefits,
otherwise ill-health may lead to mutual severance instead.

Recruitment



Recruitment is a catch-all term that covers the myriad ways that
a worker may join an organization. It is an activity that results
from one of two causes: firstly, a vacancy in an existing base of
supply that occurs when the incumbent leaves a role either
through turnover or internal mobility; secondly, a new demand
that results in the creation of a new role.

Internal movement

Internal movement is a change in either a worker’s role or their
position within the organizational structure and is either
vertical or horizontal. Vertical movements are promotions and
demotions. A promotion is a movement to a role of greater
seniority and may involve an application for a more senior role
and/or an organization-wide process to determine a cohort for
promotion. A demotion, on the other hand, is a movement to a
more junior role and likely triggered by the underperformance
of a worker. Two further common types of demotion are as a
result of a role being made redundant and a worker choosing to
accept a more junior, and usually lower-paying, role as an
alternative to a layoff. The final type is usually driven by a
change in personal circumstances, for example a desire to
spend more time with the family. By moving to a more junior
role, a worker may perhaps reduce their overseas travel
commitments or otherwise achieve a less demanding schedule.
Common instances of this may be an element of partial
retirement, where a worker at retirement age takes a step back
from a senior role but remains in the organization. Horizontal,
or lateral, movement takes place where a worker takes a role of
similar seniority in a different part of the organization. This is
typical when applying for a vacancy in another part of the



organization, but may also result from a restructuring exercise,
for example the closure of a department and the redeployment
of workers to another department.

Modelling and forecasting

The impact of turnover, recruitment and internal movement
are plotted against the baseline of the workforce that we
created in Chapter 6. As we create the models for our respective
workforce segments, it will be helpful if you are able to
compare these against the macro levels for the organization
and comparator groups. For example, if we were looking
specifically at the female segment it will be helpful to compare
their churn rates against both those of men and the average for
the organization.

Recruitment and internal movement modelling

Recruitment and internal movement are organizational
choices, although I appreciate that, depending on our
preferences, they are either a Sophie’s choice (Styron, 2004) or
Kobayashi Maru (Star Treck II, 1982). Like those examples from
popular culture, the choices to halt recruitment and internal
movement are seemingly impossible. Without recruitment, the
impact of turnover will gradually wither the organization;
without internal movement, the rate of turnover would likely
increase. On this basis, the modelling and forecasting of
recruitment and internal movement are completed assuming
either of two things: first, that there is no recruitment and/or
internal movement; second, that the planned level of
recruitment and/or internal movement is maintained. Including



recruitment and internal movement at the planned rate can
help articulate where the organization will go if it continues on
the current trajectory. Therefore, the basis of this model would
either be a continuation of the existing trends or the inclusion
of a new planned level.

Modelling recruitment is straightforward in that we are
adding new heads to the organization at our chosen rate:



Number of new workers

Time period

For example, 100 new workers every 30 days. Modelling
internal movement is a little more complicated and I
recommend a stochastic model (Merck, 1965; Dill et al, 1966;
Vroom and MacCrimmon, 1968) due to the simplicity it can
provide. At any given time, each worker has a propensity to
move internally; these propensities can be seen as trends in any
of our workforce segments. Assume an organization of three
divisions (D,, D}, D.) where we are looking at the manager
segment. Managers are broken down into three levels (M, M,,
M,), where level three is the highest and the next level is senior
manager level 1 (SM,). If we assume a turnover rate of 10 per
cent for all grades, and that a further 4-5 per cent of senior
managers move out of their roles, then an analysis of the
previous 12 months might produce the transition probability
matrix shown in (Table 8.1).



Table 8.1 Transition probability matrix

Skip table

Distribution of
segments (last

year) D,M, D,M, D,M, D,SM.
1000 D, M, 0.74 0.10 0.00 0.00
600D, M, 0.00 0.75 0.10 0.00
400D, M, 0.00 0.00 0.76 0.06
100D, SM4 0.00 0.00 0.00 0.85
2000 Dy M4 0.00 0.02 0.00 0.00
1000 Dy, M, 0.00 0.01 0.01 0.00
500 Dy, M, 0.00 0.00 0.03 0.00
300 Dy, SM4 0.00 0.00 0.00 0.00
500D M4 0.00 0.06 0.00 0.00
200 D M, 0.00 0.00 0.07 0.00
100 D M3y 0.00 0.00 0.00 0.09
30D.SM4 0.00 0.00 0.00 0.00
Distribution of 740 564 388 100
segments (this

year)

4

The column on the far left of Table 8.1 shows the distribution of
workforce segments by role level and organizational division at
the start of the year. The bottom row shows the distribution of
workforce segments by role level and organizational division at
the end of the year. Those who are managers at the start of the
year, and remain in the organization, can find themselves in
one of only 12 positions at the end of the year. Each cell shows
the percentage of those who were in a role on the x-axis at the
start of the year and are in a role on the y-axis at the end of the
year. In this matrix, the majority are still in their role at the end
of the year. For example, the cell D* M; shows that 74 per cent



of level one managers in division a are still in their role at the
end of the year. The remainder will have either achieved
promotion or moved laterally, either within their own division
or to another division.

Creating a model without recruitment and internal
movement is the most critical version as these are controllable
actions. As a result, modelling the workforce without
controllable actions provides the clearest view of our workforce
supply and the greatest options in terms of the action planning
we will cover in Part Six of this book.

Turnover modelling

There are a variety of options for turnover modelling that trade
speed and ease for accuracy. According to the standards for
human capital reporting (International Organization for
Standardization, 2018), the recommended calculation for the
turnover rate is:



Total number of workers leaving in the period

= Turnover rate
Number of workers at the start of the period

The benefit of this approach is that it avoids the outflow of
workers being watered down by new hires. Though this
approach is very effective for monthly and even quarterly
reporting to support modelling for first and second horizon
planning, it becomes problematic beyond then. A study of
nearly a quarter of a million workers found that nearly 38 per
cent of all turnover was attributable to those leaving within
their first year (Mahan et al, 2020). This means that between the
start and end of an annual reporting period, over a third of
workers will both join and leave the organization. Using the ISO
approach on an annual basis effectively counts the
terminations of workers that are not recorded at the start. As a
result, I recommend the most common method of calculation:



Total number of workers leaving in the period

= Turnover rate
Number of workers at the start of the period

For a quick model, we can extrapolate the turnover trends and
project them forward over the planning horizon. To increase
our accuracy, particularly over a longer time period, then we
need to model based on the correlations of the specific
segments. Resignations are probably our largest group of exits
and consistent across the workforce. The starting point lies in
the existing trends and the rates of resignations for the
workforce segments we are examining; this rate can serve as a
baseline for resignations in the model. The same approach can
also be taken with dismissals and death in service, unless there
has been an outlier incident that has impacted the trend.
Mutual severance and end of contract data need to be
abstracted from those that result from redundancies,
restructures and layoffs. That will calibrate the figures to
account for a normal base of workforce performance. The
modelling of retirement requires a different approach as, with
the exception of ill-health retirement, it is a choice tied to the
characteristic of age. To ensure an accurate approach, it is
important to segment those workers by age and gender to
understand the retirement rates at a more granular level. By
applying those rates to the baseline workforce over time, an
accurate forecast can be made.



Table 8.2 Retirement model

Skip table
Year

Gender Age Retirement Rate 2020 2021
59 5% 186
60 10% 164 177
61 20% 146 148
62 20% 139 117
63 10% 112 111

Male 64 0% 85 101
65 80% 74 85
66 20% 44 15
67 40% 37 35
68 10% 10 22
69 10% 9 9
70 100% 2 8
59 10% 90
60 60% 63 81
61 40% 34 25

Female
62 60% 18 20
63 80% 12 7
64 100% 4 2

4

In the model in Table 8.2, we have taken an example workforce
from above the age of 59, split by male and female. In this
example, we have taken the average retirement rate for the
previous 24 months and will use that as the indicative rate for
the model. On average, 5 per cent of males have retired at age
59; we apply that rate to the 186 males aged 59 in 2020, which
provides a forecast of 177 males aged 60 in 2021. That group of
60-year-olds is subject to the 10 per cent average retirement
rate, which results in a forecast of 159 males aged 61 in 2022.



The impact of megatrends

In a model that abstracts recruitment, the end result is a
forecast of a workforce that reduces over time through
turnover. The basis of all the models we have discussed is the
existing internal workforce trends. However, we need to
overlay this with the impact of megatrends on the demography
of the labour market. Megatrends are the sustained
macroeconomic forces that shape our world and our future;
many of these are increasingly global in nature, such as climate
change. ‘The truly important events on the outside are not the
trends. They are the changes in the trends’ (Drucker, 1985).
These trends do exist, have existed and will continue to exist:
megatrends are the changes in the trend. The environmental
scanning we conducted will have identified many of the
external factors that will also impact the evolution of our
workforce.

The effects of migration

Migration changes the size and shape of the labour supply. The
impacts of migration on labour market demography depend on
both the competencies of migrants and existing workers in
addition to the characteristics of the home and host economies.
Where immigration increases the supply of existing
competencies, this can increase competition and reduce wages
for existing workers in the short term (Borjas, 1995). Where
immigration brings new competencies into the labour market,
this can lead to economic growth through the provision of new
or a higher number of goods and services (Dustman et al, 2005).
The reverse can be true with emigration, with a critical issue



being brain drain, the loss of high levels of competency from
developing countries (Docquier et al, 2007). The most recent
megatrends in the West are the increases in nationalist voting,
which correlated with preceding increases in low-competency
immigration (Moriconi et al, 2018). The years since the 2016
referendum on Brexit and the exit of the UK from membership
of the EU, have seen a reduction in net migration from the EU to
the UK whilst non-EU net migration to the UK has continued to
grow since 2013 (Office for National Statistics, 2019).
Meanwhile, since the election of Donald Trump in 2016,
migration to the United States has slowed to its lowest level
since 2008 (Tavernise, 2019). This has translated into a marked
decrease in the movement of skilled labour between markets
since 2015 (PwC, 2020).

The multigenerational workforce

Age demographics are a slow-moving trend, notwithstanding
the impact of migration at a national level. Since the turn of the
millennium, we have seen the fastest rise in global life
expectancy since the 1960s, reversing declines in the 1990s that
related heavily to the AIDS epidemic in Africa and the impact in
Eastern Europe of the collapse of the Soviet Union (World
Health Organization, 2018). If the predictions of biomedical
gerontologist Aubrey de Grey are correct, the first person who
will live to see 150 years of age has already been born (Kelland,
2011). Factors such as legislation to combat age discrimination,
including the removal of mandatory retirement, combined with
increases in life expectancy and the overall health of the
population are translating into longer working lives. For the
first time in western history, we are now seeing five



generations in the workforce: the silent generation, baby-
boomers, generation X, generation Y and generation Z (Dimock,
2019). Traditionalists, also known as the silent generation, were
born between 1925 and 1945. Those who continue to play a part
in the workplace were certainly shaped by the Second World
War and the later Korean War. Baby-boomers, born between
1946 and 1964, were characterized by a commensurate surge in
the birth rate. They were shaped by the Cold War, the
assassinations of President John F Kennedy Jr and Martin
Luther King Jr, the space race, the Vietnam war and the civil
rights movement. Generation X was born between 1965 and
1980, a demarcation that places me in the last of the gen X and
my slightly younger sister as generation Y, the millennials born
between 1981 and 1996. Generation X saw both a decline in
birth rates and an increase in migration, which has increased
the diversity of this cohort (Markert, 2004). They were shaped
by the politics of Ronald Regan and Margaret Thatcher, and the
Soviet policies of perestroika and glasnost and the subsequent
collapse of the Soviet Union. They were later shaped by the
events of 9/11 and the subsequent War on Terror.. In the United
States, this was the generation impacted by reduced state
spending on social care and a rising cost of tertiary education.
Millennials were born during the rise of the information age
and an increase in globalization; the eldest group was shaped
significantly by the wars in both Afghanistan and Iraq, and the
impact of the 2008 financial crisis during their formative years
in the workplace. Generation Z, born between 1997 and 2012,
mark the most recent generation to enter the workplace. They
are the first cohort to have had the internet readily available
since their early years and are viewed as digital natives



(Prensky, 2001). I expect this group will be shaped heavily by
the impact of the COVID-19 pandemic as a result of losing their
first job, disruption to their education and the resulting
repercussions of social distancing and lockdown. Those born
after 2012, who I expect will become known as generation
Alpha, will start to join the workforce around the turn of 2030
when the eldest of the baby boomers will turn 85. There are
certainly generational differences that have been shaped by
political, economic and social factors; it is clear that these
differences have been somewhat overstated (Becton el al, 2014).
The biggest factor is that, even if based solely on their
respective stages of life, these different generations will want
and need different things from the workplace. Moreover, the
fluctuations in birth rates mean that older people will account
for around a quarter of the workforce in the 2020s, skewing the
wants and needs in a significant degree towards the older
workforce for the first time.

The changing concept of the worker

The concept of a worker has certainly evolved since the
archetype of an employee. Organizations are increasingly
utilizing labour from outside their pool of permanent workers
in order to access key capabilities. Management consulting is
‘an advisory service contracted for and provided to
organizations by specially trained and qualified persons who
assist, in an objective and independent manner, the client
organization to identify management problems, analyse such
problems, and help, when requested, in the implementation of
solutions’ (Greiner and Metzger, 1983). The global management
consulting market is forecast to grow to US $350 billion in 2025,



from around $250 billion in 2015 (Mazareanu, 2019). The gig
economy is that part of the labour market characterized by
freelance work or short-term contracts. Fifty-seven million
Americans freelanced in 2019, an increase from 53 million in
2014, which generated an income of nearly $1 trillion (Upwork,
2019). The ubiquity of Uber is just one example of the growth of
the gig economy. In 2019 it reported 99 million monthly active
users globally, an increase on 76 million the previous year (Sage
and Sharma, 2019). The growth in drivers is largely down to the
fact that it accommodates those who wish to work alongside a
permanent job elsewhere or other commitments. The self-
employed are those who work exclusively for themselves, so
this incorporates some of the freelance industry. Rates of self-
employment in the West are much higher for older workers
than for younger workers; indeed the financial crisis triggered
a decade-long spike in self-employment in the UK amongst
those who are over 65 (Office for National Statistics, 2018;
Hipple and Hammond, 2016; Eurostat, 2019).

The talent shortage

‘Arguably, one of the greatest threats facing organizations today
is the talent shortage’ (LaPrade et al, 2019). Talent shortage, or
the skills gap, is the global problem of an insufficient number of
workers with the competencies required to create the
capabilities that organizations need. One report suggests that
organizations in the UK are spending £4.4 billion a year as a
result of increased recruitment costs, inflated salaries,
temporary staffing and training (Open University, 2019).
Projecting this through to 2029, employers in the United States
are expected to face significant shortages of workers with



tertiary education, leading to nearly $1.2 trillion in lost
economic output (AAF, 2019). By 2030, the global demand for
talent will outstrip supply, resulting in a talent shortage of over
85 million people and translating into $8.5 trillion in unrealized
revenue (Korn Ferry, 2018).

This talent shortage results from three key trends, which are
being compounded by demographic shifts. The first trend is the
declining supply of traditional competencies, those with a long
half-life, particularly in so-called blue-collar industries such as
construction. Heavy industry and manufacturing have seen a
steady decline in younger workers entering this field: 35 per
cent of employed 18- to 24-year-olds in the United States held a
blue-collar job in 1980 but by 2010 that figure had nearly
halved to 19 per cent (Carnevale et al, 2013). This decline is
certainly influenced by stigmatization of these industries as a
sub-optimal career choice (IndustryWeek, 2016). This decline is
certainly a contributing factor in the retention of older workers,
with decades of experience in these industries, who have been
able to command increasing levels of pay as a result. It is also
contributing, perversely, to comparatively higher levels of
youth unemployment (Ahn et al, 2019). A survey of 7,000 young
people in the UK found a three-fold disconnect between their
career aspirations and the employment market in over half of
economic sectors, extending to a five-fold gap in the fields of
art, culture, entertainment and sport (Rogers et al, 2020).

The second trend is the rapid development of new skills in
the marketplace, those with a shorter half-life, where growth in
demand quickly outstrips the available supply. The pace of
change is being accelerated by four specific technological
advances: the increasing use of automation, the expanding



analytical effect of big data, the development of cloud tech-
nology, and the ubiquity of high-speed mobile internet (World
Economic Forum, 2018).

The third trend is the inconsistency in demand, which is the
phenomenon of organizations actively seeking and acquiring
competencies that they do not need. The first aspect is tied to
what I call the omnicompetent worker, those workers with
multiple professional competencies; for example, an HR
practitioner who is also a qualified accountant. In the
immediate aftermath of the financial crisis of 2009,
omnicompetence was highly prized; having that accountancy-
qualified HR practitioner could allow a business to lay off their
existing finance manager with a reduced level of risk.
Organizations evolved their business operations around this
omnicompetence so that, when it came to that worker leaving,
the organization wanted to recruit an exact replacement. This
exact competency mix would be a rare commodity in the labour
market and would command a much higher price, much more
than if the organization looked to hire the original set-up of a
separate HR manager and finance manager. The second aspect
to the inconsistency in demand trends is the tendency towards
overqualification. Research suggests that whilst the
competencies required to create a capability have remained
largely unchanged, the competencies being demanded by
organizations have grown (Warhurst and Findlay, 2012).
Labour market factors such as the expansion of higher
education, combined with organizational factors such as a
decreasing appetite for risk and struggle to accurately quantify
requirements, have led to organizations overstating the
competency requirements for roles (CIPD, 2018). This talent



shortage is exacerbated by the prevailing low levels of
unemployment in western economies: unemployment in the EU
area at the lowest level since January 2000 (European
Commission, 2019), in the UK at the lowest level since January
1975 (BBC News, 2019) and in the US at the lowest level since
December 1969 (pre-COVID of course!) (Olohan, 2019).

Eminence of worker expectations

Inextricably linked to the increasing shortage of talent is the
rise in the eminence of worker expectations. The narrative of
the 2010s was that millennials were ‘flaky, lazy and in need of
constant praise’ (Fenzi, 2013). Concepts such as a desire for
meaningful work, wanting opportunities to collaborate, seeking
freedom of choice and fun in the workplace (Gross, 2012) were
derided as symbols of entitlement. The quotation from Tyler
Durden, protagonist and antagonist of Fight Club, ‘you are not
special, you are not a beautiful and unique snowflake’
(Palahniuk, 1996) came to be ascribed to this millennial cohort.
In reality, these desires for a better working environment could
be applied to all generations; the difference was that talent
shortages have given leverage to workers who could exercise
greater choice in where and how they worked. A 2019 survey
ranked the top factors in worker satisfaction as business
practices in line with worker values, opportunities for growth
and advancement, having ideas taken seriously, and
recognition for their work (Mirabile et al, 2019). These are the
factors becoming increasingly critical in the choices being made
by workers in both their attraction to, and their retention
within, organizations.



Workforce performance

The models we have discussed so far in this chapter have dealt
with the quantities of the workforce. It is a key point to
understand that the workforce, per se, does not service
demand; demand is serviced through performance. Workforce
performance is the supply side of productivity.

/ N
Productivity

Productivity is a measure of the efficiency of production, expressed as the rate of
output that is created for every unit of input using variations of the following:




output
Input

= Productivity

Organizational productivity hinges upon the performance of the workforce and the
efficient use of land and capital. Whilst the performance of the workforce is the key
supply-side factor, processes and procedures are the key demand-side factor.

- /

In order to calculate the level of workforce performance to
compare against the demand profile, we use the workforce
performance model shown in Figure 8.2. This approach is
critical as the contracted time of a worker, perhaps a 40-hour
week, is not what is available to the organization; that worker
does not translate into 40 hours of productive time. This model
breaks down the contracted time of a worker into three
corollaries: available time, utilization and productive time.




Figure 8.2 The workforce performance model
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Available time

Available time is the amount of FTE hours that we have
available to the organization. The starting point for available
time is the contracted FTE concept described in Chapter 6,
which is the sum of their individual FTE within their contracts.
If we take an example of 1,000 FTE who are contracted to work
a 40-hour week, we would calculate the contracted hours using
the following:

Number of FTE x hours per week x weeks in the
planning horizon = Available time

In an annual planning horizon, 1,000 FTE contracted to work a
40-hour week would equate to 2,080,000 hours; however, an
organization cannot plan based on this figure. It is common for
contracts of employment to guarantee a number of days of
annual leave, including public holidays and any additional
entitlement of holiday or personal days. This time must be
deducted to come to an accurate level of availability. For the
purpose of this example, we will assume a common UK figure
of 33 days of annual leave (8 public holidays and 25 days of



holiday entitlement), or 264 hours (33 days x 8 hours); this
extrapolates to 264,000 hours across the workforce. In this
example, available time is 1,816,000 hours (2,080,000 hours of
contracted FTE minus 264,000 hours of annual leave).

Utilization

Utilization is the act of doing something, to be utilized. Process-
heavy environments tend to focus on utilization and shrinkage
as key metrics, where utilization is time working on a core task
and shrinkage is time not spent on a core task. Utilization is,
therefore, a positive metric, whereas shrinkage is something an
organization would want to avoid. It is key, therefore, that
utilization and shrinkage are calculated as components of
available time, rather than contracted time. Many resource
planning professionals will categorize all annual leave as
shrinkage. This is usually based on the practical perspective
that they will often deal in a short time horizon and will
abstract pre-booked annual leave and statutory holidays as part
of a single calculation. Whilst sensible in approach, this
miscategorization can drive poor business behaviours. Annual
leave is a reduction to available time, as opposed to shrinkage,
which is a reduction from available time. Shrinkage is viewed
as a negative reduction in management’s resources, and
something to be reduced. By including annual leave within
shrinkage, not only does annual leave come to be seen as a
negative, but it also artificially inflates the shrinkage figures
(often prompting an aim to reduce further).

Shrinkage, where a worker is not utilized, is typically
regarded as a combination of two components, internal and
external. External shrinkage is additional absences, for



example sickness and lateness. Internal shrinkage can include
system downtime, meetings, comfort breaks and additional
projects. Though this definition can be helpful in understanding
where shrinkage can be reduced, there are more important
ways to view shrinkage when it comes to the impact on the
organization: FTE shrinkage and headcount shrinkage. FTE
shrinkage is those absences that impact as a percentage of
planned working, such as sickness and temporary closure of
premises. For example, the sickness of 0.5 FTE is half the loss of
the sickness of 1.0 FTE. Headcount shrinkage is those absences
and events that impact in absolute time, such as staff meetings
and system downtime. For example, a one-hour meeting causes
a higher rate of shrinkage to 0.5 FTE than to 1.0 FTE.

Productive time

Productive time is a component of utilization: we have to be
utilized in order to be productive. However, the concept can be
understood only within the concept of work: productive time is
that time spent operating at or above processing speed. The
processing speed, the expected time to complete an activity, can
be determined in a number of different ways that will be
covered in greater detail in the next part of this book. Activities
may take longer than expected due to a number of different
reasons: poor systems, which will be accounted in the
assessment of processing speed; shrinkage, which is separately
accounted; and underperformance, individually processing at a
slower speed than expected. The factors of underperformance
are inextricably linked to the definition of capability provided
in the first chapter. Shrinkage, plus underperformance, is
shown in the workforce performance model as idle time, which



is time where core outputs are not achieved. Environmental
factors that are not captured within shrinkage can result in
subsequent underperformance. There can be multiple
environmental factors that may not be considered in the
calculation of the expected processing time. For example, the
impact of climate change in creating hotter summers and
colder winters in the future is estimated to create a productivity
impact of 0.4 per cent in London, UK and 9.5 per cent in Bilbao,
Spain (Costa et al, 2016). In addition, a review of more than 100
workplace studies found that open offices had a negative
impact on attention spans and productivity for certain types of
work (Davis et al, 2011). Finally, a toxic workplace culture can
have a significant impact on worker productivity. One study has
shown that ostracism, incivility, harassment, and bullying have
significant direct negative effects on job productivity, while job
burnout was shown to be a statistically significant mediator
between the dimensions of a toxic workplace environment and
job productivity (Anjum et al, 2018).

Underperformance is also expected where there are changes
to a worker’s physiology. The range of possible changes to
physiology are manifold, but I will focus on a few key areas. In
CIPD’s 19th annual survey into health and well-being in the
workplace, they calculated the average level of employee
absence at 5.9 days per employee per year (CIPD, 2019). This
was the lowest level they had recorded, which may point to a
positive increase in the health and well-being of the workforce;
however, it could also point towards a more concerning trend.
Presenteeism is the act of coming to work whilst sick, a growing
trend, with four-fifths of survey respondents having observed it
in their organization over the past 12 months and a quarter of



these reporting that it has increased over the period (CIPD,
2019). Illness affects both the quantity of work, through
reduced speed and repetition of tasks, and the quality, through
an increased number, or greater severity, of mistakes. Not only
are sick workers less productive than healthy workers, but
there is an increased likelihood of contagion and spreading that
sickness to healthy workers (both in the workplace and during
the daily commute). Furthermore, increased presenteeism
correlates with increases in both stress-related absence and
mental health problems such as anxiety and depression (ERS,
2016). Reports on the cost to organizations of presenteeism in
comparison to the cost of absenteeism vary between 1:1.5 and
1:2.6 (ERS, 2016), with the American Productivity Audit
estimating an annual cost to the US economy of $150 billion
(Stewart et al, 2003). Indeed, it has taken the transmission risks
of the COVID-19 pandemic to really begin to dictate a shift
against presenteeism in the workplace.

In the employment cycle of a worker, underperformance is
expected in new starters; it will take time for someone starting
a new role to gain the necessary skills and knowledge required
to create a capability. This timeframe tends to be lower for
professionals than it is for other workforce segments due to the
homogeneity of professional capabilities. Timeframes tend to be
lower for those workers who have moved internally rather
than those who are joining a new organization, due to
familiarity with the broader systems of the organization.
Productivity may also dip towards the end of an employment
lifecycle where, perhaps whilst working a notice period, the
mindset of a worker is with one foot out of the door. The other



factor to impact productivity, usually in the middle of an
employment cycle, is that of or capability decay.

Capability decay

Capability decay, more commonly known as skill decay or fade,
is the decline in the elements of capability through lack of use.
The result is that, at a time in the future when that skill or
knowledge is required, a worker is at best underperforming
and at worst negligent. Without mitigation, there are two
reasons for capability decay, the first being that the activity
does not often take place. To provide an example that will
resonate: in a small and stable team, the process of hiring or
firing a team member may be rare for a line manager. At best,
the process may have been taught many years previously so
that, when such a circumstance arises, the process feels slow
and cumbersome. When working out how long the process
would be expected to take and how much energy a line
manager would expend on the process, little account is taken of
the impact of capability decay. When faced with the situation,
the line manager probably has to search an online HR
repository of process and policy in order to comprehend the
subsequent activity; it is likely that constant reference is made
to guidance at each stage. All this activity will certainly take
longer than expected and, depending on the complexity of the
processes or systems, carries a significant risk of error. The
second reason for capability decay is time away from a role,
where we are no longer practising a common activity. An
industry-wide, but low-severity, example is that of password
resets after a holiday. A password, ingrained in the unconscious
competence and input multiple times daily, can easily fade from



memory even after a short period of inactivity. Those in the
West will be familiar with the rise in requests for a password
reset on the first day back after the Christmas holidays and I
expect the same is true the world over.

The half-life of a learned skill is five years, meaning that we
are likely to have forgotten at least half of a skill if not practised
within a five-year period (Thomas and Seely Brown, 2011). One
comprehensive study found that after a year of non-use or non-
practice, the average participant’s performance was reduced by
almost 10 per cent (Arthur et al, 1998). A range of studies point
to consistencies in the nature of capability decay. Closed-looped
tasks, where there is a fixed-sequence task (such as inputting a
password) tend to decay faster than open-looped tasks, where
there are continuous and repeated responses without a clear
start and finish (such as problem solving) (Childs and Spears,
1986). Physical tasks, based on manual dexterity and muscle
memory (such as sports), suffered slower capability decay than
cognitive tasks requiring mental dexterity (such as problem
solving) (Arthur et al, 1998). In addition, skill decay is over three
times higher on the accuracy of completing tasks than it is on
the speed to complete a task (Arthur et al, 1998).

This capability decay is a factor not just in the productivity of
an organization, but also in the capabilities of an organization.
Organizations with a significant grasp of the skills and
knowledge of their workers may not be taking account of the
impact of capability decay. A skill listed on a CV, evidenced at
interview, may well have decayed significantly by the time it is
required.

Summary




Workforce evolution is perhaps best captured in the opening
line of a song from Les Misérables: ‘At the end of the day you’re
another day older’ (Schonberg et al, 1986). During our baseline
of the organization, we will have identified the current levels of
capability and the characteristics to segment them. In modelling
and forecasting supply, we will see how that baseline evolves
and changes over the planning horizon. Workers get older, their
skills decay and they will leave our organization. The
organization we are in is not the sum total of the organization
we are planning for. Our planning is on the basis of the
organization today and every day until the end of our planning
horizon. In understanding our future workforce, we need to
take the time to consider carefully the trends that are

applicable to our workforce. We consider the factors that are
specific to our geography and elements in our environmental
scanning that relate to our industry. Recognize that the result of
this will not be a single forecast, but a range of most-likely, best-
case and worst-case forecasts of our workforce.

4 N

When you practise workforce planning, ask yourself:

®  Whatis the level of churn in my organization? O
®  What does that churn look like in the future, given my planning scenarios? ©
®  What are the possible impacts of megatrends on that forecast? =
®  What are the levels of productivity and productive time in my organization?

®  Whatis the impact of skill decay on my forecast?
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PART FOUR

Demand

How is demand structured, what drives it and
what is the forecast for the future?
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The nature of demand

Introduction

In economic theory, demand is the quantity of a good or service
that consumers are willing and able to purchase during a time
period (O’Sullivan and Sheffrin, 2003). In the concept of the
value chain we explored in Chapter 5 (Porter, 1985), it is the
marketing, sales and service components that drive consumer
demand. Servicing this demand for a good or service generates
subsequent demand across the rest of the value chain. The
consumer demand for a loaf of sliced bread requires workers to
support the inbound logistics for a bakery to receive flour from
a mill, store it and manage stock levels. Workers will support
the operational process of combining flour with water, yeast,
and salt to create dough; further workers will engage in placing
the dough in ovens to bake the bread whilst a final group will
supervise the bread going through the bread slicer and the
wrapping machine. At the end of the operational process
worker are engaged in outbound logistics. They will move the
bread from the bakery to a storage unit, from where it will be
loaded onto trucks and workers will drive these to
supermarkets. In addition to these primary activities, workers
are engaged in procurement, technology development, human
resource management and firm infrastructure to support these
primary activities. The subsequent requirement for a workforce



as a result of consumer demand is known as derived demand
(Marshall, 1997) and is the focus of demand in the context of
workforce planning.

In this chapter, we will look closely at the nature of demand,
what it is and how it manifests and flows within the
organization. Crucially, this will be the framework for how to
calculate demand within our own organization.

What is demand?

In 1973, Russian-American economist Wassily Leontief was
awarded the Nobel Prize in Economics for his research on
input-output analysis. His model showed the relationships
between industries within an economy so that an output from
one industry would become an input to another (Leontief,
1986). This macroeconomic model is also applicable at the
microeconomic level where the output from one process
becomes an input to another process. Controls in the form of
processes, systems and governance, and resources in the form
of workers, are applied to create a subsequent output.




Figure 9.1 The input-output model of processes
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This output can take the form of one of three things: product,
drift or waste. A product, in the form of a good or service, is the
intended output of a process. Drift is where output is still able
to become a product, but exits a standard process flow and
takes greater time and resource than expected. Waste is where
a process fails to produce a product at all. Drift and waste are
often the results of an inadequate level of resource or control,
which may be an insufficiency of resource or too many cooks
spoiling the broth. One example would be the production of
electronics: usually, the process creates a device, a product;
sometimes in final testing the product fails to function and
requires repair in order for it to function (drift); occasionally
there is an accident resulting in the destruction of a device
(waste). A service-related example might be the process of sales.
In the best case, a sales process results in a sale. Sometimes
there is drift: a buyer procrastinates, sales conversations are
repeated and senior team members are utilized to convert the
sale. Often, a sale does not convert, and that is waste. The
nature of sales means that a higher level of waste is accepted



and tolerated than in the production of electronics devices.
Product, drift and waste will each create different levels of
demand; the creation of a product will take place within the
expected time of a process, whereas drift will always result in a
higher level of demand. Waste is changeable: a potential buyer
walking away mid-pitch would result in less demand than
having gone through a complete sales process. In certain
industries, the chasing of an unsuccessful lead might result in a
higher level of demand. This model translates into two
categories of demand: variable and fixed.

Variable demand

Variable, or direct, demand is derived from the upstream
volume: changes in the volume of work have a direct
relationship with the level of resource required. For example, a
customer requirement for 2,000 loaves of bread will derive
greater demand for resources than for 1,000 loaves. The nature
of this demand looks quite different based on the time horizon.
In a resource planning horizon, the critical timeframes are
likely to be hourly, weekly and seasonally. Consider consumer
demand in a shopping centre or arcade on a typical Tuesday:
shops may see their busiest times in the middle of the day
(when customers have a lunch break) and later in the
afternoon, depending on the type of shop (schoolchildren after
school and adults following work). These spikes in customer
demand result in a requirement for workers, often achieved
through scheduling more workers in the afternoon and
planning staff breaks before and after the periods of peak
demand. Over a seven-day period, shops tend to attract more
customers at the weekend than they do during the rest of the



week. Higher demand for workers is derived from this
increased customer demand, leading to more staff in the shops
at the weekend. The next time horizon tends to be seasonal,
where certain industries experience spikes at particular times
of the year; those shops may find their peak demand periods
are around the holidays, which in turn result in a higher
number of workers. The nature of demand within a resource
planning horizon is also heavily dependent on processes and
the nature of the supply chain. In agriculture, for example, a
forecast of demand may well have dictated a level of a crop that
has been sown. However, it is the success of the crop that
dictates the scale of demand for workers and the harvest season
that dictates the timeframe for those workers.

Demand also looks different based on the level of the
organization and the impact of the marginal product of labour
(MPL). In economic theory, the marginal product of labour is
the change in output that results from an additional worker
(O’Sullivan and Sheffrin, 2003).



Change in output _ Marginal product of labour

Change in labour

At micro and meso levels, different elements of the value chain
may have differing impacts on the number of workers. The
earlier example of increasing from 1,000 to 2,000 loaves of
bread would be expected to increase the number of workers
required in the operational processes. However, it may make
little impact within outbound logistics: a single truck driver
may simply require a larger truck. At a macro level, the
increase in the number of workers is simply counted at an
organizational level as a product of customer demand. Within
the primary activities of the organization, operations and
inbound/outbound logistics are typically categorized as variable
demand.

Fixed demand

Fixed, or overhead, demand is that demand that derives from
factors separate from changes in customer demand. At a micro
level, consider the number of one-to-one meetings between a
worker and their line manager. The number of these for a line
manager is dependent entirely on the number of direct reports
they have, which is their span of control. The number of
briefings that take place, where a line manager meets with the
entire team to cascade information, is dependent on the
number of management layers within the organizational
hierarchy. The level of management reporting within an
organization will be based far more on the way the
organization chooses to manage business operations than it is



on customer demand. At a meso level, consider the nature of
demand for a risk and compliance function: this demand will
be much higher in regulated industries, such as financial
services, than it is in other sectors and will be relatively
consistent between similar firms. Equally, the size of the
current workforce within a research and development function
will be largely based on the long-term strategy of an
organization, rather than on current customer demand. The
location strategy has a significant part to play in fixed demand
as simply having a site or office will require an irreducible
minimum level of staffing in order to simply keep the lights on.
Fixed demand is commonplace within the supporting activities
of an organization: procurement, technology development,
human resource management, and firm infrastructure. The
primary function of marketing and sales may be a fixed
demand based purely on strategy, or a variable demand based
on estimated customer throughput.

Budgets

A budget is the financial equivalent of a workforce plan: a clear
statement of cash flow, of planned revenues and costs and of
assets and liabilities. These budgets will be set at different levels
of the organization and over a specific planning horizon,
typically a year. As budgets restrict expenditure, they are
typically viewed as a method for controlling supply. This
heuristic serves us well in both the workplace and our home
life in dissuading expenditure on something that we cannot
afford. In reality, budgets are not a binary method of
controlling supply, they are a method of attempting to control
demand. Using the heuristic, a restricted budget stops us



spending money on that loaf of bread. In reality, the restricted
budget attempts to control our demand for the loaf of bread
and results in the second-order effects of hunger, which will
endure or be satiated either through a substitute within the
restricted budget or theft of the loaf of bread. This is a concept
we recognize when we might enquire about a service and we
are asked about a budget, as they determine the end result. It is
a concept that we might forget when we try and hire an
experienced professional on a restricted budget. In the
workplace, therefore, rigid budgets to contain variable demand
may well have a detrimental impact on business performance.
Fixed demand is usually controlled by budgets, which are set
regardless of customer volume. Sevices’ activities are often an
anomaly within the fixed and variable demand model. A
service is a set of processes that provide support or assistance
to a customer. As such, these processes when compared against
customer volumes will provide a clear variable demand.
Organizations will often use a variable demand model for
services where that service generates direct revenue. Where
that service is an overhead expense that does not generate
revenue, such as after-sales support, then budgets are used to
restrict the demand through the application of service levels.

Service levels

Service levels determine the types of services that are offered,
the target levels of the performance of those services, and the
rates at which those services are actually performed. These are
critical determinants of demand, as it may add or remove
process steps and entire processes. If an organization wished to
improve quality, it may add a quality assurance process with an



associated budget; if an organization was content to risk their
quality standards for an immediate cost reduction, they may
choose to remove a quality assurance step or process. Budgets
do not reflect the types of services that are offered and their
target levels, they reflect the rates at which those services are
actually performed. Usually, there is a healthy tension between
service levels and budgets; budgets are often set at a level just
below the target standard in order to create stress that seeks to
increase the productivity of workers. This approach is drawn
from the notion of ephemeralization, where technological
advance allows us to do ‘more and more with less and less’
(Fuller, 1973). For example, eight hours of available time might
be the expected duration for a worker to produce 19 units. With
a budget for one worker expected to produce 19 units, an
organization may set the service level at 20 units in the hope of
nudging the worker towards higher performance. In our lives
we will often see this healthy tension play out in our
interactions with organizations. Sometimes a worker will go the
extra mile for us, for example helping to carry a purchase from
the shop to our car; other times, the service falls short and we
may have to wait a little longer to be served. Where the tension
fails, a worker will make a unilateral decision on service levels
that will either raise costs or provide a complete failure in the
service provided.

Service levels are a key component of the public sector
operation, for example. The public sector is typically free at the
point of consumption and, rather than generating revenue, it is
allocated a budget. As the following case study illustrates,
public sector budgets are entirely political. Levels of overall
funding are the result of the political will of the people



translated into actions of elected officials, and typically seek to
balance a desire to keep taxation as low as possible whilst
delivering the best possible services. Public services are further
afflicted by the reality that public goods fall within a wide arc
where politics defines the definition. It therefore sits within the
public sector to manage service levels at the macro, meso and
micro levels of the organization.

Law enforcement

In the immediate aftermath of the financial crisis of 2009, governments in the West embarked
on a series of cost-cutting measures designed to reduce fiscal deficits. Then UK Prime
Minister David Cameron pledged to usher in a new ‘age of austerity’ (Summers, 2009). As part
of these measures, there was a 19 per cent real-terms reduction in police funding over eight
years (National Audit Office, 2018) and between 2010 and 2019, police numbers in England
and Wales fell by around 16 per cent (Home Office, 2019). Chief Constable Sara Thornton,
head of the National Police Chiefs’ Council, said that significant budget cuts and the changing
nature of criminality meant that police had to prioritize and may no longer respond to
burglaries (Ward, 2015a). Less than a week later, it emerged that Leicestershire police had
trialled a money-saving scheme to deploy forensic police officers to reports of attempted
burglary only at even-numbered houses. This change to service levels was being considered by
multiple forces after an analysis showed that forensic science officers had been deployed to
1,172 attempted burglaries in the region but few scenes were found to contain any scientific
evidence (Ward, 2015b). Such was the public outcry against an approach based on the
arbitrary factor of a house number, the initiative was quietly shelved. Public expectations
were detached from the efficacy of particular services and the politics of demand was
affirmed.

Calculating demand




The purpose of calculating demand is to establish a baseline for
forecasting future demand. Whereas data on workforce supply
is typically in plentiful supply within an organization, data on
demand is often scant and fragmented. This delta, and the
complexity of the subject, is why we conduct a baselining
activity as part of the demand stage rather than as part of the
baseline stage. If we are operating at a macro level, there would
be little disadvantage to conducting this exercise earlier. At a
meso and micro level, we risk the economy of our effort by
collecting and analysing too much demand data before we
understand fully the nature of the workforce supply that will be
servicing the demand.

In Chapter 8, the workforce performance model gave us a
clear framework that a greater level of resource is required
than is indicated by volumes and processes when we convert
from contract time to productive time. The product of labour is
based on the productivity of a single worker, not the
productivity of the productive time of a single worker. This
provides us with two approaches that are output based or input
based.

An output-based approach

This approach seeks to identify the relationship between the
workforce and the outputs they produce, which are known as
products of labour and are illustrated in Figure 9.2.



Figure 9.2 Product of labour curves
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The average product of labour (APL) is the average individual
output for the workforce. For 10 workers producing 100 units,
the APL is 10. The APL increases at a slow rate as the
organization benefits from the advantages of additional
workers. These economies of scale reach a peak and then
become diseconomies of scale as average output improves. The
10 workers with an APL of 10 may operate a production line
where increasing hands allow the average output to increase.
When that team reaches maximum capacity for space, and
workers start bumping into each other on the production line,
the APL starts to reduce. Whereas APL is the average, MPL is
the marginal product of labour: the change in output from
adding an additional worker. Initially, there are increasing



marginal returns: the benefit of adding a worker is greater than
the benefit of adding the previous worker. This quickly hits a
peak before descending into diminishing marginal returns
where each additional worker continues to increase the overall
output but makes less of a difference than the last. There are
two key factors in play at this point: communication and
divisibility. As more workers are added to the process, there is a
polynomial growth in lines of communication as more people
need to pass information to each other. This combinatorial
explosion in demand erodes the benefit created by the marginal
return. The second factor, divisibility, is that some activities are
not easily divided and so the addition of workers does not add
the same benefit as the initial workforce. At the end of the MPL
curve, we hit the worst case, diminishing returns, where the
organization is saturated and the addition of an extra worker
results in a decrease in output. This is the point, perhaps, where
the organization reaches the Malthusian catastrophe of having
too many workers for the number of machines or space they
have, and work suffers as a result (Malthus, 1798). Aligning
high-level output data with worker levels will allow us to map a
number of points on both the APL and MPL curves to
understand current levels of derived demand for workers and
how that varies.

The benefits of this approach are that the data on outputs is
often the most readily available and is much easier to calculate.
The limitations of this approach are that it does not connect
with input data and is less useful at meso and micro levels.

An input-based approach



The input-based approach calculates the relationship between
inputs, workers and outputs. It is the most comprehensive
approach to calculating demand. To do this, we need to first
understand the input volumes and how those volumes translate
into the derived demand for labour.

Determining input volumes

The start point for determining input volumes is through the
analysis of time series data, which is a collection of sequential
data points over a time period. The source of this time series
data will sit within our supply chain and be different depending
on the nature of our organization. In a best case, the
organization will also have data around their business
operations including the flow of demand in and around the
business. It is more likely, however, that we will be looking at
whatever data is available. Those producing goods will have
data on their inbound logistics of primary or secondary sector
products; equally, there will be data on the outbound logistics of
the final products going to market. Other types of organization,
such as those providing a shared resource, would have data on
their customers and their usage rates. The level of the
organization and the planning horizons will dictate the nature
of this data. Creating a calculation for a short planning horizon
at a micro level can necessitate minute-by-minute breakdowns
of demand data. Planning at higher levels and longer
timeframes can be achieved through aggregated datasets.
Analyses of the trends in this data will show not only both the
initial inputs and final outputs, but also the associated inputs
and outputs throughout the entire internal supply chain.



Establishing derived demand for labour

A top-down method

As process systems and controls will typically remain a
constant, it is the analysis of the trends in inputs, outputs and
resources that will indicate the derived demand for labour.
Regression analysis of those trends will indicate the causal
relationship between the process steps to give an indication of
the ratio of inputs and outputs in relation to the workforce.

A bottom-up method

In the absence of clear top-down information, or when
planning at either a micro level or in horizon one, we may
require a bottom-up approach to calculate our demand. The
basis of this will require a work study to understand the nature
of the process. At the lowest level, this will necessitate a time
and motion (T&M) study, a timed review of each process step to
understand the expected duration of each process step at a
micro level. At a higher level, an average handling time (AHT)
may be more appropriate; this is the time for an overall process
rather than a detailed time and motion study of each specific
process step. At the next level, we may look at individual
workers or teams; for this group, the day in the life of (DiL.o)
may be the best approach. DiL.o can be particularly useful when
quantifying the activity of knowledge workers who may follow
irregular processes. A DiLo is an indication over a single day (or
the average of a number of days) to list the types of work and
interactions and the time spent on these.

T&M, AHT and DiLo are all effective bottom-up methods for
establishing derived demand based on current work. It may be
the case that we are looking to calculate based on new types of



work, for example a new service offering, or new ways of
working following a process change. For this, looking at
benchmarks can be an immensely helpful guide. Either within
our own organization or across the industry in other
organizations, there will be benchmarks that could be detailed
or abstract. In line with the principles we discussed in Chapter
6, make and track assumptions around these benchmarks in
order to establish those as the basis for the model.

Calculating the labour requirement

Establishing the labour requirement, the target level of FTE, is
based entirely on the workforce performance model in Chapter
8 (see Figure 8.2). We first start with the input volume levels,
the quantity of input, and the processing time — how long it
takes to convert that input into outputs — to establish the
Productive Time:

Input Volume x Processing Time = Productive Time

Capacity

The term capacity originates from, and still means, a volume that can be held by a
vessel. This has evolved into use in relation to production: capacity is that volume that
can be produced. When we have a workforce, we can use a variation of the above
equation to calculate the capacity:




Productive Time (hours)
Processing Time (units per hour)

= Capacity

As we see from this, whilst capacity is often used erroneously to mean the overall size
of the workforce, it actually relates to the output that can be produced by the
workforce.

- /

The next step in calculating the labour requirement is to add to
Productive Time a Lost Productivity multiple, which comprises
the speed to competence and the levels of underperformance.
Speed to competence is the time it takes for a new starter to
become fully productive as a result of their training;
underperformance is those existing workers who are not
delivering at the productive level. This creates a utilization
target:

Productive Time + (Productive Time x Lost
Productivity Multiple) = Utilization Target

A shrinkage multiple, based on the percentages of FTE and
headcount shrinkage, is added to the utilization target to create
an available time target. For example, if the overall impact of
shrinkage on a single FTE is 8 hours, or 0.2 FTE, the multiple is
0.25:

Utilization Target + (Utilization Target x Shrinkage
Multiple) = Available Time Target

Next, we add a core absence multiple to available time to create
the target time. The core absence multiple is based on holiday
levels. If we take a standard offering within the United



Kingdom of 8 public holidays and 25 days of holiday
entitlement, the multiple is 0.145374449339207:

Available Time Target + (Available Time Target x
Core Absence Multiple) = Target Time

Finally, the target time is divided by the contract hours and time
in weeks, for example, 40 hours and 52 weeks, to create the
Target FTE:



Target Time

: : : = Target Time
Contract Hours X Planning Horizon in weeks

The Erlang Model

Agner Krarup Erlang was a Danish engineer and mathematician who invented the fields of
queuing theory that enabled the predicting of waiting times in telephony. His formulae have
been the standard across the telephone industry since the 1920s and have much wider
applicability where customers arrive at random with an expectation of exclusive service. The
Erlang C formula is a common input-based method used in contact centres to determine the
levels of derived demand for labour based on a particular service level around caller waiting
times (Kleinrock, 1976). Though there are some flaws in the model, in that it assumes that no
caller ever hangs up or encounters an engaged tone, it remains an effective tool for calculating
workforce demand.

Summary

The demand analysis we have just conducted will allow us to
understand the workforce levels needed to achieve particular
outcomes. Some demand is derived from a pull model,
particularly in the production of goods, where output targets
are predetermined. In this setting, the output requirements pull
a derived demand for resources. Other demand, particularly
the service sector, is a push model. In this case, it is immediate
customer requirements that push a derived demand for
resource throughout the organization. Being conscious of the
inputs and outputs of processes will enable us to calculate
derived demand for workers. This calculation, however, is on



the basis of specific volumes over a specific period. Unless the
genuine expectation is that our organization will not change,
then the critical next step is to take that demand calculation as
a baseline for forecasting.

4 N
When you practise workforce planning, ask yourself:
®  What are the levels of fixed demand in my organization? O

® Dol need totake aninput-based or output-based approach to calculating
demand? O

®  Whatis the derived demand for labour? =
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Forecasting demand
Introduction

In the last chapter, we were able to understand the nature of
demand within our own organization. We know the inputs that
come into our organization and the subsequent outputs, the
successful products and the levels of wastage. We have a good
comprehension of how long processes take and what takes
longer than planned. We are also clear on the level of fixed
demand that is inherent within our organization. In this
chapter we explore the next stage. We take that information
and use it as a baseline to forecast derived demand for the
duration of our planning horizon. To do so, we will examine
how our organization is expected to change in the future and
how that translates into demand for workers. This process
‘provides one of the greatest benefits in workforce planning
because it offers the chance for an [organization] to reexamine
its purpose and the direction of its programs in light of changes
that are taking place in the external environment’ (Perez, 2013).

The impact of change

The conversion of a demand calculation into a demand forecast
is impacted by only one element: change.



Drivers of change

We have already identified the drivers of change to our
organization during the baseline exercise we conducted in
Chapter 5. This will have presented a number of internal
factors that differ depending on the type and strategic
alignment of the organization we are in and the business model
it operates, in addition to the wider external factors that
prevail.

Internal factors

The internal factors are those that emanate from our
organization. The first port of call is the strategic alignment: the
why, mission, goals, objectives, strategy, and execution of our
organization. Does any of it result in a change in execution
within our planning horizon? For example, our organization
may have a growth objective of a 20 per cent revenue growth
within three years. Unless our organization generates revenue
through producing goods and services with high price elasticity,
and can therefore simply increase prices without change to
output, revenue growth typically results in a requirement to
sell a higher volume of goods and services. This change in
execution, a requirement to produce a higher volume, results in
a change in the derived demand for labour. Our organization
may be looking to change in some other way, from moving into
new markets and selling new goods or services, to performance
improvement and transformation. For example, our
organizational strategy may be pointing towards technological
innovation and increased use of automation. Automation
reduces derived demand in the specific process where it is



used; consider the use of robots on an assembly line that
negates the need for an employee to carry out the work.
However, automation generates a derived demand for new
capabilities, for example, workers to maintain the machines.

External factors

The external factors lie outside our organization; they are the
political, economic, social, technological, legal and
environmental elements we assessed in our PESTLE analysis.
Does our planning horizon take us through an election cycle or
a period of political uncertainty? What impact will that have on
consumer demand? If we have an ambition for revenue growth,
is that against a background of wider economic growth? If not,
achieving that growth may necessitate a significant increase in
our need for sales and marketing resources. How are consumer
demands changing, both in terms of what they buy and how
they buy it? Is technology changing across the wider industry or
marketplace and will we need to keep up in order to compete?
An increase in regulation on our industry will likely increase
our derived demand as we not only move to a more complex
process, but also require additional compliance resources in
order to reduce our risk of breaching the new legislation.
Finally, are there direct or indirect implications of the
environment? Consider, for example, the impact of societal
pressure around climate change to force a shift away from
single-use plastic.

The planning fallacy



1979 was a busy year for Daniel Kahneman and Amos Tversky;
in March their concept of prospect theory was published
(Kahneman and Tversky, 1979). This theory would conclude
that people are risk-averse when facing a choice linked to gains
and risk-seeking when facing a choice linked to losses. (This
theory would go on to earn Kahneman the Nobel Prize in
Economics, which he shared with Vernon Smith, in 2002.) Later
in 1979, the pair shared the concept of the planning fallacy,
where those engaged in planning fall victim to optimism bias
and are prone to underestimate the cost and overestimate the
benefit of an initiative (Kahneman and Tversky, 1982). This
fallacy results from a tendency of those creating plans and
forecasts to take an inside view, rather than an outside view.

Inside view

The inside view occurs when we focus on the specific
circumstances of a situation or project and search for singular
information, or case data, that it evidences the peculiarities of
that situation. This might be on the basis of personal
experiences, for example when we start a project and estimate
the completion time. That expectation of duration tends to be
based on the duration of having completed what are, most
likely, the easiest elements of the project. Equally, this might be
on the basis of other data, but framed far more around what
makes this product or situation different and ignoring the
similarities with other evidence. This results in forecasts and
plans that ‘are unrealistically close to best-case scenarios [and]
could be improved by consulting the statistics of similar cases’
(Kahneman, 2011). A famous example of this is the construction
of the Sydney Opera House, which was expected to be



completed in 1963 at a cost of AUS $7 million. A decade later
than expected, a much scaled-down version was completed at a
cost of AUS $102 million (Sanna et al, 2005).

CASE STUDY
High Speed Two (HS2)

In 2010, Transport secretary Lord Adonis announced plans for a high-speed rail network in the
UK to connect London to Birmingham in the West Midlands and then on to cities in the north
of the country at an overall cost of £30 billion (Milmo, 2010). Estimates in March 2012 placed
the cost of the network at between £30.9 and £36 billion (High Speed Two Ltd, 2012) and in
June 2013 Treasury secretary Patrick McLoughlin revealed the projected cost had risen to
£42.6 billion (in 2011 prices) (Topham, 2013). Less than a week later it was revealed that civil
servants in the Department for Transport had been using an outdated model when making
their calculations and that costs were expected to be far higher than expected (Gillan, 2013).
By 2015, the cost was estimated to be £50.1 billion at 2011 prices and a figure of £56.6 billion,
adjusted to 2014 prices, was recognized at the realistic cost (Economic Affairs Committee,
2015). Lord Tony Berkeley, the former deputy chair of the review into HS2, produced a
damning report in early 2020 that ‘Parliament has been seriously misled by the failure of HS2
Ltd and by ministers to report objectively and fairly on costs and programme changes’ and
that the costs were expected to exceed £106 billion (Berkeley, 2020).

Outside view

Unlike the singular information, prevalent in the inside view,
distributional data focuses on the outcomes of similar situations
and projects. This outside view is perhaps the most significant
step planners can take in improving the accuracy of forecasts.
There are two key methods that can be taken to achieve an
outside view: segmentation and reference class forecasting. The
segmentation effect is a bias whereby the expected duration of



a task is lower than the sum of its component sub-tasks (Forsyth
and Burt, 2008). The solution to this is to adopt the
recommended approach from the last chapter of a more
detailed input-based demand calculation, rather than a wider
output-based calculation. Reference class forecasting is the
specific remedy proposed by Kahneman and Tversky (1982)
and involves four stages. The first is to identify and select a
reference class, a similar previous instance to which this
situation can be referred meaningfully. The second stage is to
assess the distributional data for that reference class, in terms
of both the relevance and accuracy. The third stage is to make
estimates based on the singular data, that which is wholly
different from the reference class. The fourth stage is to
consider the data in the same way we did with workforce data
in Chapter 6. We assess whether we have sufficient information
and where we are making assumptions, then we adjust the
forecast accordingly and track the risks in the assumptions.
Indeed, the insurance industry is one of a number of sectors
where their entire business model hinges on taking an outside
view. When they assess the risk of insuring us or one of our
assets, the determination is based on the factors that make our
situation similar to their reference data. When insuring a car,
they will look at factors such as our age and location, how long
we have been driving and if we have ever made a claim, as
these are the factors they have determined are key drivers of
the likelihood of a future claim. There is a growing use of
telematic trackers, devices that monitor vehicle use and driver
safety. This can provide an overlay of an inside view once
drivers gain a demonstrable record of safe driving, which can
lead to a reduction in insurance premiumes.



The multiplier effect of change and crisis

On 15 January 2009, US Airways flight 1549 struck a flock of
Canada geese just five miles northwest of New York City’s
LaGuardia Airport, just after take-off. The Airbus A320-214 lost
thrust in both engines and, realizing they would be unable to
reach an airport, pilots Captain Chesley ‘Sully’ Sullenberger and
First Officer Jeffrey Skiles glided the plane to a water landing
(ditching) on the Hudson River. The miracle on the Hudson
saved all 155 passengers and crew and was immortalized in the
memoir Highest Duty (Sullenberger, 2009). In that book, Sully
details that the subsequent investigation by the National
Transport Safety Board (NTSB) used flight simulators to test the
possibility of returning safely to LaGuardia or diverting to
nearby Teterboro Airport. In the Aviation Accident Report, the
NTSB referred to these simulations and said ‘the immediate
turn [to airports by simulator pilots] did not reflect or account
for real-world considerations, such as the time delay required
to recognize the extent of the engine thrust loss and decide on a
course of action’ (National Transport Safety Board, 2010). The
impact of change and crisis is not simply the sum of process
steps but must account for real-world implications that create a
multiplier effect on the derived demand for labour.

Inspired by work with terminally ill patients, the book On
Death and Dying postulates the theory of the five stages of grief:
denial, anger, bargaining, depression, and acceptance (Kibler-
Ross, 1969). This model is equally applicable in change and
crisis and often referred to as the change curve. At the first
stage of a crisis, denial, the affected workforce will be in a state
of shock and may be unable to fully comprehend the gravity of



the situation. In the second stage, anger, the workforce may be
gripped by fear of the unknown or anger at being in their
current situation. In the third stage of bargaining, the affected
workforce looks for a route out of the current situation; that
route may not be the best outcome for either the worker or the
organization. The fourth stage of depression results in a severe
reduction in performance before the final stage of acceptance,
where the workforce adopts a new norm of performance.
During each stage, not only is individual performance impacted
(supply side), but additional demand is generated in order to
manage the situation (demand side). Where we are forecasting
against an expected change, these factors must be considered as
multiplying factors in demand levels; moreover, they must
form part of any contingency planning against worst-case
scenarios of change or crisis.

Changing demand trends

The fourth industrial revolution

The fourth industrial revolution is creating a new cyber-
physical world that is changing the trends in demand.
Autonomous technology and the catch-all of artificial
intelligence are perhaps the changes that have received the
most significant spotlight. This new intelligence is enabling
activity without direct human intervention. Blockchain, the use
of a distributed ledger over a network, is possibly a close
second in publicity, primarily driven by being the enabling
technology behind cryptocurrencies. Two key trends that have
not quite received the same fame, but are nonetheless key



shifts, are edge and quantum. Edge computing is a topology
where processing power and information access is placed
closer to the end-user, similar to the way RAM works on a
computer. For example, rather than having millions of
subscribers attempting to stream the same film from the same
datacentre (with the result of people receiving the buffering
screen of their chosen provider), data is placed closer to the
users to provide localized data traffic and reduce latency. The
analogy is that the centralized network is our bookcase, and the
edge is having on our desk a small pile of the books we most
commonly use. With the increased use of the cloud and the
advent of 5G networks, the empowered edge is a crucial
enabler. The use of quantum-mechanical phenomena to
perform computation is the other major shift. In late 2019, 77
scientists at Google claimed to have achieved quantum
supremacy, where a quantum computer has been able to carry
out a specific calculation beyond the capabilities of a regular
computer (Arute et al, 2019). The analogy is that rather than
organizing our bookcase by ourselves, quantum is the
equivalent of bringing our friends round to help.

The cyber-world directly intersects the physical world in
advances in robotics and the ubiquitous internet of things (IoT).
Advances in material science are combining with biotechnology
to create new materials at a cellular and molecular level.
Combining these together with 3D printing is enabling
innovations such as the building of houses by Aectual using
bioplastics (Molitch-Hou, 2018). Finally, the mark of all
industrial revolutions, are the latest advances in not only the
generation and transfer of energy but also in the storage of it.



The impact on demand

The apparent impact of the fourth industrial revolution on
people is information and access to information, with various
studies indicating the extent of these trends. The total number
of business and consumer emails sent and received per day is
expected to exceed 347 billion by year-end 2023, from 293
billion in 2019 (Radicati Group, Inc, 2019). In 2020, the site inter
netlivestats.com (archived at https://perma.cc/5L2M-W2VF)
indicated there were 500 million tweets sent and 3.5 billion
Google searches each day. Cisco’s annual Visual Networking
Index report predicts that by 2022 there will be more than 28
billion connected devices, up from 18 billion in 2017 (Cisco,
2019). All of this connectivity means that global data is forecast
to grow from 33 zettabytes in 2018 to 175 zettabytes in 2025
(Reinsel et al, 2018). To give an indication of scale, if we were to
attempt to download 175 zettabytes at an (enviable in 2020
terms) average speed of 50 megabits per second, it would take
us 900 million years! Quite simply, we are generating and
accessing more data than ever before and the trend is pointing
upwards.

The meeting of these technological innovations with the
demographic trends we explored in Part Three is resulting in a
seismic shift in the expectations of humankind, both as
consumers and as workers, that translates into a change in the
derived demand for labour. The ubiquity of technology and
greater choice has given rise to the demand for greater
personalization and individuality, a demand that is both
satiated and fuelled by social media. As consumers, we
increasingly want goods and services that are specifically
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tailored to us and available at a place and time of our choosing.
This is shifting demand to provide us with greater choice and
allow that personal tailoring; no longer will Henry Ford’s
famous phrase apply, that ‘any customer can have a car painted
any color he wants so long as it is black’ (Ford, 1922). Perhaps
more significantly, it is translating to increased demand in the
service element of the value chain (Porter, 1985) that many
organizations are unable to directly monetize and are
absorbing as an overhead cost, such as aftersales support.

In spite of the rise of individualism, this change has given rise
to a new form of social justice far beyond the traditional view
that stems from Saint Augustine of Hippo (Clark, 2015). The
emphasis has been increasingly on ‘fair and just distribution of
rights, opportunities, and resources’ (Cramme and Diamond,
2009). Not only has this extended into pressure for greater
social mobility and reduced income inequality, but this is also
transcending time in pushing the climate change agenda to
ensure greater equality between current and future
generations. Nowhere has this ambition been more cohesively
conjoined than in the 17 goals for sustainable development
created by the UN, which we explored in Chapter 3. For
organizations, this change is presenting as a population that
takes an increasing interest in the social and ethical credentials
of the places they work and the businesses from which they
buy. One famous example was the Volkswagen emissions
scandal of 2015. The US Environmental Protection Agency (EPA)
issued a notice of violation after they found that Volkswagen
had intentionally programmed turbocharged direct injection
(TDI) diesel engines to activate their emissions controls only
during laboratory emissions testing, but emit up to 40 times



more nitrogen oxides in real-world driving (Chappell, 2015).
Sales of its cars plummeted and within a year the share price
had fallen 30 per cent (Chu, 2016). As a result, organizations are
progressively moving away from the Friedman doctrine that
has influenced business for many decades. Economist Milton
Friedman propounded the theory that an organization has no
social responsibility towards general society and that its sole
responsibility is towards its shareholders. In this view, the CEO
is an employee of the owners of the business and has ‘a direct
responsibility... to conduct the business in accordance with
their desires’ (Friedman, 1970). This built on earlier thinkers,
notably the Nobel Prize-winning economist Friedrich Hayek. He
said the focus of organizations must be on the long-term
maximization of returns on capital investment and that ‘the
fashionable doctrine that [business] policy should be guided by
social considerations is likely to produce most undesirable
results’ (Hayek, 1960). There are many who still hold true to the
doctrine and that shareholder value is not the enemy of social
responsibility; after all, the Volkswagen scandal did impact
shareholder value. However, this perspective conflates the
issues; Volkswagen’s shareholders benefited from the apparent
start in 2008 (Ewing, 2015) of defeat device installation and
different shareholders lost in 2015. As a result, organizations
are placing greater effort on what was once called corporate
social responsibility (CSR) and is often termed as variations of
responsible and sustainable. At the basic level, there is a
requirement for corporate compliance with legislation aimed at
improving social justice. Examples of this at the cusp of the
2020s are global ambitions around banning single-use plastics
in the short term and carbon neutrality in the long term. The



next level is one of corporate philanthropy. There are certainly
claims that there has been a growing practice of both deceiving
the public on the credentials of a product or business approach,
and of distracting the public from reputationally damaging
news with some form of philanthropic gesture. One example is
greenwashing, when related to the environment, which was
claimed when Starbucks introduced a new straw-less lid that
actually contained more plastic by weight than the old straw
and lid combination (Britschgi, 2018). Another is pinkwashing,
in the context of LGBT rights, which was claimed when BP
launched an LGBT careers event in the wake of the Deepwater
Horizon explosion and oil spill (Wilkins, 2014). Regardless of
the rationale and terminology, there are certainly clear
correlations between adverse negative coverage on social
justice and subsequent mitigations. One study at Brown
University concluded that investment in advertising and
promotion by major oil companies directly corresponded to
negative media coverage on climate change (Brulle et al, 2019).
The better organizations are tending to go beyond compliance
and corporate philanthropy to the third level of connecting
aspects of social justice to their business model as a method of
value creation. It is, perhaps, a return to the view of post-
Keynesian economist John Kenneth Galbraith that ‘the firm is
wholly subordinate to the social edict as prescribed by the
consumer. So, accordingly, are the people who comprise the
firm’ (Galbraith, 1967). The totality of this change continues to
have a fundamental impact on the nature of demand for
organizations, necessitating transformations in products,
operating models and supply chains.



The future of work

A report by Deloitte defined the future of work as the result of
changes affecting three key dimensions: work, workforce and
workplace (Schwartz et al, 2019). The dimension of work is
inextricably linked to the changing demand trends we have just
covered. Automation and technological innovation are expected
to reduce the human share of time spent on today’s tasks from
71 per cent to 58 per cent by 2022, whilst creating new tasks as
a result (WEF, 2018). This will mean a fundamental shift in the
way work is done for a number of occupations and results in
two specific outcomes. For certain types of work, it will
necessitate the development of new skills in order for a worker
to remain relevant in the workplace. The biggest shift we have
seen is the necessity for basic digital skills as more work is
migrated through technology platforms. The second outcome
we will see from this innovation is the lowering of barriers to
entry into certain roles as the requirement for knowledge is
offset by technological changes in the environment, which we
discussed in the first chapter. We have all seen that the ubiquity
of satellite navigation has largely made irrelevant the essential
local knowledge that was the mark of taxicab drivers. In
addition to reducing the human share of tasks, technology will
undoubtedly replace jobs. It is projected that around a million
jobs will be lost, but another 1.75 million jobs will be gained as
a result (WEF, 2018). In total, we can expect up to 14 per cent of
current jobs to be eradicated and a further 32 per cent to be
disrupted (Nedelkoska and Quintini, 2018). This shift will mean
‘more than 120 million workers in the world’s 12 largest
economies may need to be retrained/reskilled [by 2022] as a



result of intelligent/Al-enabled automation’ (LaPrade et al,
2019).

The dimension of workforce is based on the megatrends that
were detailed in Part Three of this book. The future workforce
will, therefore, have a much higher average age as a result of
both the extension of working lives and a historic decline in
birth rates that means there are fewer younger workers than
before. The workforce will be increasingly more diverse across
a number of different strands. There will be greater diversity in
race, that being the meshing of nationality and ethnicity, as a
result of increases in migration. This will be supported by
greater democratization of information that continues to enable
migrants to assimilate faster into the working environment of
the host nation. The pressure towards greater social justice will
support greater diversity in terms of race but also across the
many wider strands. The movement will dovetail into a
declining working-age population that will necessitate
organizations looking beyond their traditional talent pools for
new workers.

This will be supported by the final dimension of the
workplace and a change from work being viewed as a place, to
being recognized rightly as an activity. Technology is enabling a
shift in when and where work is done. The increase in
connectivity will also increase diversity as it enables supply
chains to transcend national boundaries with far greater ease
than before. Moreover, it will allow many of those who have
previously been underrepresented to now gain greater access
to work. For example, those with either a disability or caring
responsibilities that may have been incompatible with the
traditional notions of work are now able to deliver value to



organizations at a place and time of their choosing. The more
prevailing aspect to the workplace is that of the evolution into
new forms of organization. In Reinventing the Organization,
Professors Dave Ulrich and Arthur Yeung talk of the market-
oriented ecosystem (MOE) being adopted by leading firms.
These organizations are leveraging the key capabilities of the
assimilation of market information with a relentless focus on
the consumers, rapid innovation and the agility to fail fast and
scale at pace (Yeung and Ulrich, 2019). In order to achieve this,
greater demand is emerging for a different mix of skills.
Bernadette Wightman, Managing Director of BT Group,
highlights that:

Study after study shows that while technology will alter many roles
directly, it’s also set to have indirect effects. As demand for mathematics,
computing and data analysis grows, so too will the need for human
attributes like creativity, critical thinking, persuasion and negotiation’
(Bernadette Wightman, Managing Director of Banking and Financial
Services, BT Group, 2020).

Quantitative methods

Forecasts based on reference class are just one of a number of
quantitative methods that can be used to forecast the derived
demand for the workforce.

Extrapolation and interpolation

Extrapolation is perhaps the quickest and easiest method of
forecasting; it involves taking the historical trends and
projecting them forward. The limitation of the model is that it is
based solely on historical data, so it should be saved for areas of
the organization where change is not expected. Interpolation,



though simple, can be an enormously powerful tool where we
have a future target. If an objective is to double revenue in five
years, with a strategy of increased sales of current goods and
services, then interpolating the future state to the current state
can provide an effective indication of the demand forecast.
Indeed, a quick comparison between extrapolation and
interpolation can provide a quick indication of the scale of
change required to meet the target.

Moving averages

The moving average approach, occasionally referred to as a
rolling average, is an effective method of forecasting on the
basis of time-series data. There are a number of variations of
this approach, of which we will focus on those most relevant to
demand forecasting. The simple moving average (SMA) is an
unweighted mean of the time series data.



Sum of quantities in the time period _ SMA

Number of time periods

If, for example, quarterly output for a process is 300 units, then
the three-month moving average would be 100 units. The
limitations of the model are similar to those of extrapolation. A
weighted moving average (WMA) places greater importance on
more recent changes in demand. Weighting is done in line with
the number of periods, so 300 units in the quarter may translate
into sequential months of 95, 100 and 105. On this basis, the
WMA calculation would be:



[(3%105)+(2%x100)+ (1% 95)]
6

=101.67

The exponential moving average (EMA), more commonly
known as exponential smoothing, is similar to a WMA except
that the applied weighting decreases exponentially over time.
WMA and EMA can both prove highly valuable across all three
planning horizons.

Error correction model

The error correction model (ECM) is a much more complex, but
highly effective, method of forecasting workforce demand
based on time series data. The model corrects for the short-term
deviation from the long-term equilibrium that can exist in
moving average models. One study utilizing a vector error
correction model (VECM), which utilizes a multivariate
approach, was able to establish a long-term relationship
between economic variables and the derived demand for
labour within the construction industry (Wong et al, 2007).

Qualitative methods

Qualitative approaches are some of the simplest to use when
conducting demand forecasting. Given the prevalence of absent
and fragmented demand information, qualitative methods ‘are
particularly useful when high-quality empirical data are not
available’ (Safarishahrbijari, 2018). These approaches hinge on
the expert knowledge that we, and those around us, are able to
bring when considering the future. As a starting point, we may



well have scenarios as part of gaining buy-in, which we covered
in Chapter 7. Scenarios are a qualitative approach that can be
highly effective. However, depending on how we arrived at
those scenarios, they are often prone to the bias of the HiPPO
(highest paid person’s opinion). The following are the main
approaches I recommend for qualitative demand forecasting,.

Delphi method

The Delphi method, also known as estimate-talk-estimate (ETE),
was developed by the RAND Corporation in the early Cold War.
The aim was to understand, from a Soviet perspective, how they
might plan aspects of strategic atomic bombing against US
industrial targets. The approach involves the creation of a
virtual panel of experts who are questioned about a central
problem on an individual basis. The panel is asked to respond
with their forecast, the factors they have considered when
reaching that conclusion, and further information they would
need to make a better determination. This exercise is repeated
over a number of subsequent rounds where the facilitator
shares the collective factors that are being considered and any
further information that has been requested. This exercise
continues over several rounds until a consensus is reached
(Dalkey and Helmer, 1963).

The principles of the approach are anonymity, iteration,
controlled feedback and a statistical group response (Rowe and
Wright, 2001). Anonymity results in better-quality responses
from the experts, who are able to be more honest about their
view and are not swayed by the opinions of others. The
iteration of rounds, using written feedback, enables experts to
learn from the wider understanding and modify their



judgements accordingly. The feedback is controlled by the
facilitator, who analyses responses and restates these to the
panel in an aggregated form. Finally, the group response is
presented in a statistical format to enable the panel to
understand the extent to which they deviate from the collective
view (Von der Gracht, 2012).

Business educator Clifford Neal Smith predicted a world
where technology would provide rapid analysis of Delphi
questionnaires and enable it to reach a consensus far quicker
than a normal committee (Smith, 1972). Over 40 years later, the
Defense Advanced Research Projects Agency (DARPA) funded
research into this vision. In an approach known as real-time
Delphi (RTD), the conventional application of iterated rounds is
replaced by analysis in real time using a combination of
artificial intelligence and natural language processing (Gordon
and Pease, 2006). Professor Heiko von der Gracht has shared
subsequently the details of over 40 studies across two
platforms, from the Millennium Project and the Center for
Future Studies and Knowledge Management, which
demonstrate the success of the approach (Von der Gracht et al,
2011). Indeed, thinkers have utilized RTD alongside
counterfactual approaches that seek to identify the key ‘fork in
the road’ of our current lives and apply that to futures
forecasting (Todorova and Gordon, 2017).

Nominal group technique

The nominal group technique (NGT) started life as a component
of the programme planning model, developed by Andre
Delbecq and Andrew H Van de Ven, both experts on
organizational management and professors at the University of



Wisconsin. The approach involves the framing of a problem to
an assembled panel. The panel members then consider the
problem independently and formulate their forecasts, before
sharing those forecasts and discussing them collectively. The
forecasts are voted and ranked and the overall process may be
repeated a number of times until a consensus is achieved
(Delbecq and Van de Ven, 1971).

The nominal group technique has the advantage of often
arriving at a consensus far faster than the conventional Delphi
method. By avoiding the delay necessary to analyse and
aggregate the feedback, NGT can be far quicker at progressing
thinking. In addition, unlike many other collective
brainstorming approaches, NGT ensures equal participation in
both sharing and discussing ideas. The key disadvantage, by
comparison, is the lack of anonymity that increases the risk of
consensus being swayed by factors of personality rather than
the rationality of the ideas.

Crowdsourcing

Sir Francis Galton was an English polymath at the turn of the
20th century who pioneered a number of innovations in
statistics and psychological theory. In 1906 he visited a livestock
fair, the West of England Fat Stock and Poultry Exhibition.
Whilst there, he attended a contest where participants could,
for an entry fee, attempt to guess the correct dressed weight of
an ox (that being the weight after being butchered). Galton
examined the 800 entries and found the median estimate to be
1,207 imperial pounds in weight, a mere 0.8 per cent higher
than the actual weight of 1,198 pounds (Galton, 1907). This was
a remarkable level of accuracy that was entirely unexpected. In



fact, what Galton observed was not a one-off event. In his book
The Wisdom of Crowds, US journalist James Surowiecki cites
numerous similar examples of collective intelligence. The
criteria for this wisdom are, foremost, that those involved must
have either private knowledge or an individual interpretation
of the situation. Furthermore, the individual perspective must
be independent of the influence of others and able to be based
on local knowledge. In addition, there needs to be a way of
aggregating those individual views and converting them into a
collective decision that is underpinned by a collective view of
fairness (Surowiecki, 2004). In spite of this, many organizations
have tended towards a Platonistic approach: eschewing the
views of the masses in favour of those of the management
(Plato, 1955).

As Galton’s example shows, the practice of crowdsourcing
certainly predates the first use, in a Wired article, of the
portmanteau (Howe, 2006). The crowdsourcing most commonly
found in relation to organizational and demand planning is that
of market research. Drucker recognized the importance of this
when he wrote, ‘true marketing starts out... with the customer,
his demographics, his realities, his needs, his values’ (Drucker,
1973). We may consider conducting market research as an
independent exercise in forecasting demand, or as part of other
qualitative approaches. In this sense, the information provided
by consumers is more important than any other input.

What is important about all these approaches, both
qualitative and quantitative, is that they are most effective
when combined. For example, the nominal group technique can
help establish the factors to be included in a vector error
correction model. Alternatively, an extrapolation or moving



average forecast can be fine-tuned with the Delphi method.
Regardless of which approach is used, the forecast must be
provided in a quantitative format. I have seen many instances
of demand forecasts that indicate a need for more digital
specialists, which tends to translate into a workforce plan of
undefined additionality of digital specialists. This is an
unhelpful metric; how is a digital specialist defined? Would
success be achieved if there was just one more? How about if, to
the contrary, millions were spent ensuring the entire workforce
was a digital specialist? How can we possibly compare the gap
between what we have and what we need now and in the
future? Avoid vague definitions and qualitative measures;
instead, ensure metrics are quantitative and that requirements
are aligned to the aspects of the seven rights.

Determining the seven rights

The demand forecast results in a quantification of the seven
rights: capability, size, shape, location, time, cost and risk. Just
like concepts of right from ethical and moral philosophy, what
is right for an organization often comes down to perspective.
Joseph P Overton was a senior vice president of the Mackinac
Center for Public Policy when, in the 1990s, he postulated that
the viability of a political policy hinged on whether it fell within
a range of acceptability rather than on personal preference
(Lehman, 2003). This Overton window is equally applicable to
the seven rights, where what is right for the organization is the
most acceptable point that lies within the range of the best- and
worst-case scenarios. As such, the demand forecast provides an
indicative view of the seven rights. This will be calibrated



during the action planning phase in order to arrive at the final
View.

The right capability

As the core of the seven rights, the right capability is what many
practitioners find the most complex of the rights to forecast,
particularly over longer planning horizons. Part of that
challenge rests on the uncertainty around the types of
capability that will be necessary for the future of work. The key
is to remain true to the assumptions that we made within our
planning horizon. Those assumptions will likely determine that
for the workforce segment we examined, over the horizon we
are forecasting, there will be capabilities that remain
unchanged. For areas of work that we expect will require
different capabilities, then consider if there are external
sources of information that give us an indication of the
capabilities that are needed. Are there other organizations that
have already made that change and can serve as a benchmark?
Are there industry forecasts that give an indication of the
emerging capability requirements? These will help reduce the
aperture on the nature of capability requirements. Where we
still have a known unknown, then that points towards the
capabilities of a growth mindset that will enable us to develop
new capabilities once they emerge. The unknown unknowns
are at the edge of the best- and worst-case scenarios, for which
the capability requirements will not only be the growth mindset
but also the ability to respond quickly to disruption.

The right size



The right size is inextricably linked to the concept of the right
capability. Our forecasts will provide a quantitative measure of
the size of workforce the organization will require. That
forecast is likely to be much clearer at a macro level than it is at
a meso or micro level as accuracy decreases with increasing
granularity.

The right shape

At this stage, the right shape for the organization may not
necessarily be defined across all strands. The intra-capability
strand, the mix of capabilities, will be clear as a result of having
established the right size. Aspects of the inter-capability strand
may be less clear, either as a result of planning at a macro level
or as a result of planning across a strategic horizon. Though
there may be some common elements that are clear, we should
not expect to have every single inter-capability element
identified. For the characteristic element, these are best defined
only in relation to specific targets that have been set for the
representation of groups within the workforce. For example, 50
pioneering companies at the annual meeting of the World
Economic Forum in Davos committed to a framework of
recruiting women into half of their top five emerging high-
growth roles by 2022, across all seniority levels, and developing
a system of gender-equal reward (WEF, 2020). The strand of
contract, like that of characteristic, will relate only to elements
that are already specified. For example, Barclays and
GlaxoSmithKline are alleged to have imposed a blanket ban on
the use of off-payroll contractors in the UK as a result of
legislative changes that force organizations to adopt



accountability for the tax status of contingent workers
(Faragher, 2019).

The right location

The strand of the right location consists of two separate
elements. The right size of the organization must be established
based on ensuring that the right capability aligns to the
locations of demand. This ensures that the right location is
confirmed in relation to both the geographic and structural
aspects. The geographical element will be further informed by
existing plans on the location of sites, which may evolve during
the planning horizon.

The right time

An accurate appreciation of the right time is often absent in
demand forecasting; the crucial component is that the
overarching time is the duration of the planning horizon. The
common error is to focus exclusively on the demand forecast at
the end of the planning horizon, for example, the workforce
that the organization needs in five years. The correct question
relates to the workforce that the organization needs for the next
five years. This gap leads to the abandonment of workforce
plans as the organization falters in the short and medium term
due to a lack of appreciation of the impact on the first two
planning horizons. Within the planning horizon, we can expect
to see changes in the other rights. For example, if we are
embarking on a significant transformation, we would expect to
see an increase and subsequent decrease in the demand for
labour that is dedicated specifically to that transformation. We



may also forecast demand spikes where, during the cutover of
service, we have a workforce operating on the existing model
and a workforce operating on the new model. I have seen
numerous plans over the years where there has been an
expectation that a service can transition at the flick of a switch
and a redundant workforce is forecast to disappear into the
ether; that is not a feasible expectation.

The right cost

The culmination of the preceding five rights will arrive at an
indication of the right cost. The primary aspect is the indicative
total cost of the workforce (TCOW), which is a key metric to
understand. The first component of TCOW is the sum of all the
direct workforce costs; this will include all pay, benefits and
bonuses that are associated with the workforce. It includes all
costs for worker-related insurance and taxes for which the
organization is liable, in addition to all off-payroll costs for
contingent labour. The second component, which is slightly
more complex, comprises the additional overhead costs
associated with the workforce. This will include the cost of
providing technology, facilities expenses and the cost of any
outsourced services such as payroll, IT support, learning and
recruitment. At a meso and a micro level, this second
component also extends to overhead costs that are borne
outside of our workforce segment, for example, the share of the
cost of support functions such as HR and finance. A common
mistake, however, is to forget the components of a calculation
at a meso level when it is rolled up to a macro level, thus double
counting the TCOW for supporting functions.



The second and often contrasting aspect of the right cost may
be a budget, the desired control on the TCOW. The tension is the
unsurprising rarity of a workforce budget being higher than the
TCOW that results from a demand forecast. This contrast is a
feature that will be addressed in detail within Part Six of this
book, but the single most fatal mistake that can be made is to
accept the right cost as being based exclusively on the budget.
As we covered in the previous chapter, the budget is not the
demand; the budget is simply a financial lever for controlling
demand. If we have captured the aspects of the right time
accurately, then opportunity cost will not feature in the demand
forecast. The opportunity cost results in a choice to realign the
workforce, ie the supply, from one source of demand to
another.

The right risk

If we have correctly mapped the previous six rights, then we
are able to move into the largest Overton window of the right
risk. At this point, it is helpful to understand risk in terms of
primary and secondary. Primary risks are those associated with
the primary drivers of demand. In simple terms, even if the
organization has a workforce that meets all the seven rights,
there is a risk that the business activity still does not deliver the
end result. For example, this may relate to launching a new
product or expanding into new countries. By examining the
drivers of change and the changing demand trends, we will be
able to establish the likelihood and the impact of key factors.
The detail of, and appetite for, these primary risks will be
quantifiable as a result of this process. Secondary risks result
from operational execution: the choices that are made in the



management and resourcing of demand. In advance of the
phase of creating an action plan, which we will cover in Part
Six, this risk cannot yet be determined. However, there may be
underlying appetites around the secondary risks that have been
shared by stakeholders that may be captured as indicative at
this stage.

Summary

This exercise aims to create a forecast of demand that can be
expressed, quantitatively, in the form of the seven rights. To do
that, we take the demand calculation from the previous
chapter, and we consider the factors that will cause that
calculation to change over time. Using a mixture of quantitative
and qualitative methods, we overlay these factors on the
calculation to create a forecast over time.

The former ice hockey legend, Wayne Gretzky, has often
shared the advice from his father ‘[to skate] to where the puck
is going, not where it’s been’ (Gretzky and Reilly, 1990). The
demand calculation is where the puck has been; the demand
forecast is where the puck is going. If we think of the metrics
we see in the workplace, the vast majority are descriptors of the
past: the equivalent of where the puck has been. The problem is
not the metric; it is that businesses then make decisions on that
information alone and then, figuratively, skate to where the
puck has been. By creating an accurate forecast of demand, we
will be able to illustrate where the puck will be at every stage of
the planning horizon: that is the target.



/

When you practise workforce planning, ask yourself:

®  What are the factors that will influence the forecast of demand?
®  What are the changing demand trends that are likely to impact demand?

What are the most appropriate methods to forecast demand in my
organization?

®  Howdo |l express this forecast against each of the seven rights?

® |smy forecast quantitative?
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PART FIVE

Gap analysis
What is the gap between the forecasts of supply
and demand?
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Establishing the gap

Introduction

In a quotation often misattributed to Albert Einstein, a
department head at Yale University said, ‘If I had only one hour
to solve a problem, I would spend up to two-thirds of that hour
in attempting to define what the problem is’ (Markle, 1966).
Having established the truths of supply and demand, gap
analysis is focused on defining the problem. It is unfortunate,
therefore, that many contemporary thinkers give little time to
this aspect of workforce planning. It is too often given lip
service as an obvious outcome of forecasting needs and wants.
Conducted in isolation, forecasting is academic exercise; gap
analysis asks the so what question.

If we are unable to identify the true nature of the problem,
and make it clear to others, then we cannot hope to create a
plan to solve it. ‘The most common source of mistakes in
management decisions is the emphasis on finding the right
answer rather than the right question’ (Drucker, 2007).

Assessing the gap

How does the gap evolve to the future organization?



The single biggest mistake I see in the gap analysis of workforce
planning hails from the traditional approach of assessing the
delta between the current workforce and the future demand.
These are two snapshots of distinct points in time: a photograph
of today and a painting of the desired state at the end of the
planning horizon. To plan against this gap is to embark on an
interplanetary flight, where a rocket flies through the vacuum
of space until it reaches the final destination. It is an approach
that ignores the necessity for an organization to conduct
business throughout the planning horizon and is prevalent in
horizon two and three approaches. In reality, workforce
planning is like sailing a vessel to an island; setting forth on the
ocean and adjusting the rudder and the sails as the winds
change and the waves hit.



Figure 11.1 Traditional and agile gap analyses
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To illustrate the difference between the two, Figure 11.1 shows
an x-axis of time and a y-axis of the value of whichever of the
seven rights we are looking at. For example, in assessing the
Right Size, the values on the x-axis would be either the
headcount or FTE of the workforce. In an organization that
aims for growth, the derived demand will translate into an
increase for a higher number of workers. During the same
period, the supply of workers will always decrease, as we
covered in Part Three of this book. These aspects are identical
in both charts. The traditional approach assesses and plans on a
single variant, the gap between the current level of supply and
the future level of demand (shown as Gap a). In this instance,
the approach is ignorant of the change that will naturally take
place within the workforce. This approach often results in
restructures and redundancies, dismissing workers equivalent
to those who would have departed anyway during the planning
horizon. Contemporary thinkers have recognized this issue and



recommend an approach that compares both the workforce
and demand at the end of the planning horizon (shown as Gap
b). This, unfortunately, ignores a second critical flaw of the
traditional approach. By its very nature, it overlooks the
demand requirements over the course of the planning horizon;
no consideration is given to the achievement of organizational
goals and objectives before the endpoint. Such an approach, as
we can imagine, would be disastrous for an organization to
implement. As a result, this traditional approach lies behind the
common problem of being unable to translate workforce plans
into action.

Instead, in the agile approach, we examine the gap
throughout all the points in the evolution towards the end of
the planning horizon. The gap is multivariant, in that it is based
on every point of the supply being contrasted against every
proceeding instance of the demand. The reason for this is that
traditional workforce planning has treated the gap between
supply and demand as a constant factor in the organization.
Therefore, aiming to bridge the gap at a future point in time is
clearly better than never bridging the gap. The concept that I
want to introduce here is that gaps exist only in the future
and never in the present. As soon as we reach the point of
execution, the gap is immediately closed. This may seem
counterintuitive: how does the gap close and, if it always closes,
why plan to close the gap? Let me explain, as much of this
relates to Parkinson’s law that ‘work expands so as to fill the
time available for its completion’ (Parkinson, 1955). Consider a
normal working day and the demand being the meetings we
need to attend and the work we need to do, the totality of which
exceeds the eight hours that we are contracted to work. How do



we fit it all in? What some people do is work longer hours,
therefore increasing their supply; another supply method is to
delegate that demand to a subordinate. It is more likely,
however, that we choose to manage the demand instead. For
much of the demand, for example a report we need to write, we
may choose to delay completing it until a day in the future. In
doing so, the demand moves from today to tomorrow and, to
reference one corollary to Parkinson’s law, ‘in ten hours a day
you have time to fall twice as far behind your commitments as
in five hours a day’ (Asimov, 1961). Alternatively, we may
choose to exercise Horstman’s corollary, that ‘work contracts to
fit in the time we give it’ (Auzenne and Horstman, 2012). In
doing so, we may spend just five minutes on a task that we
would have planned to spend half an hour to complete. This
may produce a perfect result, in which case the delta of 25
minutes would simply be demand that produced no additional
value: a productivity issue. Alternatively, that choice of
spending five minutes may be insufficient to create the
necessary outcome and result in the drift and waste that we
covered in Chapter 9. Another demand choice is to decline
work, such as not attending a meeting. Such a choice spans both
of the previous corollaries; maybe the meeting is rescheduled
and the demand moves. Alternatively, the absence results in no
negative impact and reaffirms the decision to decline; worse,
the absence results in drift and waste. In all instances, a supply
or demand solution is found. On the supply side, spare capacity
is utilized or the workforce is reallocated at the opportunity
cost of an alternative source of demand. On the demand side, it
can move to a later point in time, potentially generating
additional demand as a result. Alternatively, the demand



forecast is requalified as necessitating a lower level of derived
demand. Finally, the demand may simply be cancelled and the
result is a missing output, which may either generate additional
demand or result in a failure to generate a successful outcome,
such as revenue. This is a critical concept in workforce
planning, which we will revisit in Part Six of this book.

The impact of scenarios

The longer the planning horizon, the greater the extent to
which the gap between supply and demand is influenced by
multiple scenarios. These scenarios, ident