Measuring and Managing the Productivity and Costs of the Employee Job Life Cycle
A Primary Matters White Paper, October, 2004

Managing the Productivity and Costs of the
Employee Job Life Cycle

Provided by Greg Borton, CEO, Primary Matters
October 1, 2004

Summary:

Implementing Workforce Scheduling & Management may increase your labor productivity 5% to 10%.
Creating a business process for Quality Monitoring may increase productivity 5% - 8% with increases in
customer satisfaction.

However, if you have high employee turnover and an extensive learning curve, creating a management
environment to increase employee job duration based on new hiring strategies, reward & recognition
programs and other labor retention tactics can increase your productivity by 10% to 30% while
simultaneously increasing quality. What is of great interest is that the cost of managing towards longer
Employee Job Life Cycles is significantly less than many other options.

The data and conclusions in this White Paper are based on Primary Matters’ work and analysis at large
companies.

Introduction
The VP of a large division is meeting with the management group . . .

“We actively use Workforce Management and Scheduling to keep data about our
employees and ensure that our Quality of Service measures are met.

We should all be pleased with the improvements in quality and performance we have
made due to our Quality Monitoring Program. Service is more consistent and
productivity has improved by several percent.

But we seem to be missing something. There are still a high degree of errors, causing
customer issues and call-backs. Also, our efficiency has improved, but | think there’s
more room for improvement.

| have noticed that we seem to have an awful lot of new employees in our training
courses. Does anyone have good data on the job retention rates?”
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At this point in the meeting, the VP of Human Resources looks up,

"Our turnover is high. As far as we can tell, we lose a quarter of our new hires within
the first few months and up to half by six months.

We also know that a typical employee doesn’t reach full productivity until they have
worked at least six months. This means there is always a major portion of the
employees who are not at full productivity.

Other than that, we don’t have good data telling us what is going on or whether our
programs are effective.”

If you have implemented the management and quality programs mentioned above, you are an
unusually good business operation. However, the conversation above shows that this group
does not have the information to understand or manage the Job Life Cycle of their workforce.
In fact, if one visits a number of large organizations, it will quickly be found that few large
operations track this Job Life Cycle. In some cases this may not be important since simply
knowing the attributes of the life cycle will not provide useful information for meeting the
group’s goals. But in cases where there is a significant new employee learning curve and
moderate to high job turnover, managing this life cycle may be one of the most effective ways
of meeting business goals.

What is the Employee Job Life Cycle?

The Employee Job Life Cycle describes the evolving quality, productivity and job retention of
typical employees throughout the process of hiring, employment and termination. It picks out
the most important performance data and measures it carefully for each of the different time
periods in typical employees’ time with a company.

The following chart illustrates the high points of an Employee Job Life Cycle. Here, six
different stages — Job Duration Groups - have been chosen. Each stage has a different set of
attributes which are:

1) Job Life Cycle Groups — the different stages that an employee goes through as they work
on the job

2) Duration of each Life Cycle Group— the number of weeks that an employee is in each
group
3) Average Weeks on the Job

4) The number of employees in the group at any one time
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5) The percent of the Employees who have terminated their employment by the time they
reach the end of this group.
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(NOTE: Greater than half of the employees are in the 0 to 6 month category.)

The organization portrayed in this chart obviously has a problem - high turnover. In the first 4
weeks, 22% of the new hires leave. Almost 50% leave by the end of 16 weeks and 85% of the
workforce stays less than one year.

This chart shows the ‘lopsided’ nature of this workforce. As can be seen, most of the
employees are in the Entry Level Production stage of their Employee Life Cycle. They do not
reach full productivity until the next stage. As will be seen later in the paper, there is a very
high cost associated with such a profile. One would also be surprised to find out how often

this profile occurs.
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Do you have too many low productivity personnel, due to their place in the employee
life cycle?

It turns out that a number of organizations have high employee turnover in operations such as
customer contact centers, back-office processing and inventory management positions.

Health care, communications, banking and insurance are more prone to these high turnover
characteristics than other industries. The reasons are multifold, but in general, the
environment in which these organizations perform forces them into these employee patterns.
The characteristics of their environment are:

1) Employee compensation is low to moderate.

2) Upward mobility is generally not available to the employees in terms of significant
increases in compensation or in more senior job opportunities.

3) High-turnover due to hiring characteristics and competitive job markets.

4) Complex training, of which only a portion of new hires can actually accomplish; therefore,
leading to a significant new employee drop-out rate.

5) The typical employee will encounter a wide range of customer and other issues that cause
a long-term learning curve; therefore, requiring an employee to have months of ‘on-the-
job’ experience before they are able to quickly and accurately handle most issues that
arise.

This table provides a few questions that will predict whether you are ripe for harvesting some
of the goals mentioned in the above list.

Attribute High Opportunity Measure

Size of Employee Group More than 400 Employees

New Employees Hired per Month for a labor Greater than 20 new hires per month
intensive business unit

How Extensive is your New Employee

Training?
1) Duration of Formal Training Courses 3 Weeks or more
2) Duration of ‘Apprenticeship’ A month or more

3) Time until Employees are Fully Productive | Typical 6 months or longer

High Job Turnover of New Employees 25% or more leave within 3 months; another
25% leave by 9 to 12 months

Low Average Job Duration across Employees | Overall, the average Job Duration is less
than one and a half years
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Opportunities for improvement

If you meet many of the above criteria, then you have significant opportunities to improve
productivity, quality and reduce the stress on your management by pursuing programs that
reduce employee turnover. In particular:

f Productivity opportunities will range between 10% - 30% of the cost of labor and
supporting infrastructure by increasing your workforce’s average job duration; thus,
automatically leading to increases in productivity.

 Increasing the average job duration also leads to reduced errors, thus, increasing the
quality of Customer’s Perception of Quality of Service.

 Lastly, there will be reduced stress on your management team and organization by
significantly reducing the number of new employees being hired. There is a more
stable environment, working at a higher productivity and quality level. This enables the
management group to focus more on strategic and business process issues instead of
managing employee churn.

In fact, the opportunities for improving performance are as high, if not higher, from managing
the Job Duration Life Cycle as they are from implementing a number of other technology and
business process opportunities.

The costs of doing work across Employee Life Cycle demographics

The next chart, although showing data that is somewhat exaggerated, provides information
about an example customer contact center for each different job life cycle group. The data is
derived from several large companies who meet the profiles described in the text above. They
all have complex learning curves and high job turnover.

First, for these customer contact centers, the variation in calls handled per hour is wide. In the
Early Training it is 4 calls per hour. This is because most new calls are new experiences,

each call requiring careful learning and often, questions to supervisors. Call handling
increases to 6 per hour during the Apprenticeship and 8 when an employee moves into the
Early Production stage. Not until the employee has finished their 6™ month, when they move
into the 100% Productive Category, do they reach full productivity of 10 calls handled per hour.
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Of equal importance is the Error Rate analysis. It is no surprise that during the Early On-the-
Job Training and Apprenticeship stages that there are many of errors (upwards of 50% and
more calls are handled with some problem). This declines to 25% in the “Early Production”
stage, and reaches a better 85% to 90% correct handling rate only after the Agent has been
working for 6 months.

These errors are very, very expensive. The cost of solving a customer issue when there is a
mistake made during a call is often double or triple the cost of an error-free call.

The following chart shows the ‘cost-per-call’ and the ‘cost-per-customer-issue-solved’ for each
of the Employee Life Cycle Groups in a customer contact center, based on the data above.
Note that these costs are calculated based on both the longer durations for new employees
and their higher error rates, which causes additional work to be done.
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Note that in our example (see first table in this White Paper), more than half of the employees
are in the “Less than 6 Months” employment category. This means that more than half the
overall employees are at the lower productivity rates and higher error rates. This should be of
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major concern to management. Currently, it is the unusual group that receives reports, by
each Employee Life Cycle Group, that enables them to understand and manage this process.

There also is another, cultural issue. It is often observed that, in a high turnover environment,
the management team feels somewhat ‘powerless’ to confront and solve the high employee
turnover. So it becomes accepted as a ‘de facto’ state. They turn their focus to other issues
which can be solved more easily. In fact, this business problem can be addressed just as
successfully as many other problems, often with a more significant positive impact on
business performance than other options provide.

A 10 to 15 Week increase in the Average Job Duration has a massive impact on budgets

This table provides a Baseline (where an organization is now) and a Scenario (where an
organization could be) based on increasing the Average Job Duration by roughly 10 weeks.

By comparing the Agent populations in each of the Groups, and the calls handled by each
group, one quickly sees that by simply increasing the job duration 10 to 15 weeks there are
major changes in the productivity of the organization. This is due to the fact that in the
Baseline, most employees and work is handled in the ‘less than 6 months’ groups, which have
lower productivity and higher error rates.

< ©
3 < ki Total
g é’ é’ © o Employees
5| "Onthe v Early 5 5 s Required
% Formal ] Floor" K] Production ] Entry Level T 100% ] Seasoned and Calls
Duration of Agent Employment: |%| Training || Training |ui| Training |ui| Production |ui| Productive |i| Agents Handled Total Budget
The Baseline - the Current State
Number of Agents in Each Group 60 45 70 330 155 45 705
Calls Handled by Group 6,480 39,690 267,300 177,863 53,460 544,793 $38,775,000
Percent of Work Handled by Group 1% 7% 49% 33% 10%
The Scenario: What If We Can Add 10 Weeks to the Average Job Duration?
Estimate of Advocate Composition 30 12 30 89 178 173 512
Calls Handled by Group 5,448 21,792 87,167 217,917 212,469 544,793 $28,163,235
Percent of Work Handled by Group 1% 4% 16% 40% 39%

By aging the employee population, the majority of the employees are now in the greater than 6
months category; thus, reaching significantly higher productivity levels and lower error rates.
This ‘movement of the bulge’ is shown in the following graph. The Baseline, in the darker blue,
shows the peak employees in “Full Production”, which is roughly comprised of those who are
between 4 and 6 months of employ. Under the Scenario, in the lighter pink, the bulk of the

employees are in the last two categories which consist of personnel who have been on the job
more than six months.
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The opportunity costs are immense. The annual budgets of the Baseline and the Scenario are
also shown on the table. As one can see, the Baseline budget is $39 million per year,
whereas the Scenario is showing a budget of only $28 million per year — a 28% productivity
improvement. This may be a bit higher than the opportunity available to some organizations,
but not by much. Due to the double impact of reduced hiring, higher productivity and fewer
errors, there will be a significant impact even with a several week increase in the average job
duration.

A required success factor — monitoring and managing the evolution of the employee
workforce

In order to manage the employee workforce, it is important that the management group has a
structured business process and the tools for monitoring and managing the evolution of its
workforce. This can only be accomplished by having information that identifies, in a consistent
manner across all major sites, the employees’ attributes in each job duration group. The data
should include:

f Hiring and termination data across the employee population in order to identify Job
Durations by site.
f Hiring, training, productivity and cost data for employees of each Job Group.

' Work activities, task details and business processes of each group, such as task
duration, transfers of work, completed work, error rates & types, etc., in order to
determine the real cost and productivity of each Group.
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 Estimates of Error Rates, and consequent re-work (for instance Call Backs in a contact
center) due to mistakes or omissions made when doing work.

. Good Agent Job Termination reasons by group, so that management may better
understand why Agents terminate early in order to address these issues with retention
programs.

Capturing, analyzing and providing monthly reports on the Employee Agent work force
correctly and consistently, with scheduled monthly updates, will enable a Management Group
to manage the trends in its labor pool. A company will be able to identify the productivity
opportunities, qualify the business impact and value of project initiatives, and be able to
measure the changes in the Agent Demographics, productivity, and costs as various initiatives
are implemented.

What programs are effective at increasing the Employee Job Duration?

The goal of a strategy to increase average job life cycles is to make the business a fun place

to work, in which most employees have no desire to go anywhere else. Over time, this means
that good employees stay, that there is a large pool of prospective employees who want to join,

and there is a low attrition rate.

As has been shown above, the pay-off is very high. Programs that are typically most effective
include:

. Changing New Employee Hiring Strategies

StraightSource (www.straightsource.com) is a

This is very effective at reducing initial

employee churn, which occurs in the
first 8 to 16 weeks, that is very
expensive since these short-term hires
have high expenses and very low
contribution to the organization. Often
the investment in significantly upgrading
the new employee hiring strategy is low,
and in fact almost immediately reduces
costs.

1 Introducing Aggressive Reward and
Recognition Programs

leader in recruitment process outsourcing (RPO)
with a focused scope of services for improving
the recruitment process — from pre-hire to post-
hire. With a particular expertise in the Contact
Center Agent hiring process, they have
specialized business processes designed to
greatly reduce employee churn, especially within
the first term of employment, when attrition is at
its highest. Analyzing the impact of upgraded
hiring alone often shows 5% or more
productivity increase at little or no incremental
cost.

A good Reward and Recognition Program is not particularly expensive and often leads
to not only longer job durations, but also increased efficiency. The goal is to make the

workplace more fun, but in doing so, targeting behaviors and goals that improve quality
and efficiency. This affects the entire workforce.
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1 Providing longer term upward mobility and career paths

A future is quite important to an employee, especially those on the lower rungs of a
corporate ladder. This is a powerful motivator, which may or may not be available to
larger organizations.

. Changing the compensation to more senior employees sometimes is effective,
but not always
Rewarding those who stay longer with increased compensation may have an effect in
those markets where there is significant competition for employees. However, other
programs, such as those above, are often more effective at increasing retention. In
addition, they often are less expensive to implement.
Conclusion

For those large operations which have high turnover and a long learning curve, there are
opportunities to reduce employee budgets by 10% to 30% by increasing the average
Employee Job Duration an average of 10 to 15 weeks.

There is usually a vast amount of data available to Human Resources and Management about
hiring, retention, and job performance, but little of it:

Shows the progression of new hires through their life-cycle.

Identifies the true costs of handling issues (which may consist of more than one task,
for instance phone calls) at each stage of an Agent Life Cycle, then linking this
information to the overall costs.

Provides the ability to measure the impact on personnel, costs and returns of possible
management strategies addressing these issues.

Enables upper management to understand, measure and manage the trends in its
workforce.

In order to manage towards the goal of job retention, it is necessary for an organization to
have a formal business process with continuously updating reports and Key Performance
Indicators and informing management about the workforce. This requires:

Collecting solid information about the labor force, its costs and the changes in key
factors such as average job duration and productivity.

Experimenting with multiple labor management strategies with a goal of increasing the
average job duration and productivity.

Tracking and measuring the impact of the various initiatives in order to select and
optimize those that have the desired effect.

More importantly, by successfully implementing the programs to reap the productivity
opportunities, it will also reap significant increases in the quality of its work product and its
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customers’ satisfaction. A general relationship is that productivity opportunities are almost
always directly linked to quality improvements. This will lead to more ongoing business from
current customers as well as provide it the track record to continue its growth with new
customers.

Primary Matters and its Services

Primary Matters specializes in creating the business processes, providing the software tools
and/or the outsourced services that give management the reports and Key Performance
Indicators enabling companies to manage the evolution of their workforce. Our customers
receive accurate information on which they can make decisions. They are then able to track
and manage the progress and results of their initiatives; thus, ensuring that they achieve the
desired business goals.

The company excels in measuring and forecasting organization’s budgets, establishing
capacity planning business processes and providing a detailed focus on revealing the costs,
productivity and attributes of the employee workforce. The company uses its software and
services to provide a range of Key Performance Indicators to management.

Primary Matters’s experience and software also is designed for estimating and measuring the
business impact of various initiatives, whether they consist of changing personnel strategies,
business process re-engineering, or the introduction of technology, such as converged
networks or Voice over IP.

When working with Primary Matters, a management group will understand, in detail, the
behavior of its organization and measure the benefits of its tactics and strategies to improve
productivity and quality.

These benefits are accomplished via a combination of Primary Matters’s practice expertise, its
Outsourced Services and use of its software tools, the core of which is The Primary Matters
Guide, an Activity-based, Business Analytics and Capacity Planning solution.

The Primary Matters Guide™

The Guide™ (www.primarymatters.com) is the foundation of the business analytics provided
by Primary Matters. It is a software product and solution that is a powerful activity-based
integration planning and budgeting tool. When deployed to create budgets and resource
requirements, or used as a diagnostic probe, a change management counselor, or a forward-
looking planning tool, The Guide is the foundation for providing the business analytics and
extensive reports used to support strategic goals and plays an important role in the
management of organizations.

The Guide is a sophisticated planning tool. Yet it addresses the biggest problems with tools of
this nature--that of complexity, long time to benefit, high expense, and lengthy training
requirements. It has been designed so that the user focuses only on the factors that will make
a material difference to The Guides' results and its ability to support critical business decisions.
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Many organizations who decide to acquire and use The Guide themselves receive formal
training and, literally, within three to five days, are obtaining significant business benefits from
the environment.
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