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A HUMAN TOKE BEEPITESE A SZERVEZETI STRATEGIAI
TELJESITMENYMENEDZSMENTBE
— KIHIVASOK ES GYAKORLATI KOVETKEZMENYEK A VEZETO SZEMPONTJABOL

The increasing role of intellectual capital — and its key component, human capital — in corporate value creation has been
one of the most discussed topics in performance management studies in the last three decades. Many scholars and
practitioners agree that these critical intangible strategic resources must be monitored and effectively managed at the
firm in order to achieve corporate performance targets and execute strategy successfully. Integrating human capital into
the strategic performance management system is not a simple exercise though as various organizational factors must
be managed consciously on the way. This longitudinal case study research is focusing on the role of leadership on how
human capital is integrated to strategic performance management, by analyzing various data at a leading financial service
provider for more than 10 years. During this period the senior leadership was changed, which had a significant impact
on both the perceived importance of human capital as well as the way how it was integrated to strategic performance
management at the specific organization.
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Az intellektudlis téke — valamint az annak kulcselemét jelenté human téke — a vallalati értékteremtésben betoltott
megnovekedett szerepének kérdése az elmult 30 év teljesitménymenedzsment-szakirodalmanak egyik leggyakrabban
targyalt témakore. Szamos kutato és gyakorlati szakember egyetért abban, hogy ezeknek a kulcsfontossagu nem targyiasult
stratégiai er6forrasoknak a mérése és hatékony menedzsmentje kulcsfontossagud mind a vallalati teljesitménycélok elérése,
mind pedig a stratégia sikeres megvalésitasa szempontjabél. Ahuman téke stratégiai teljesitménymenedzsment-rendszerbe
valé beépitése azonban korantsem egyszert feladat, hiszen szamos szervezeti kihivassal kell szdmolni a megvalésitas
soran. Ennek a 10 éves longitudindlis esettanulmany-kutatasnak a f6 fékusza annak vizsgalata, hogy miképpen hat a felsé
vezetd vezetési stilusa a fenti kérdésre egy hazai piacvezetd pénzligyi szolgaltaté esetében. A kutatasi idészak soran a
felsé vezetdk cserélddtek a vizsgalt szervezetben, ami szignifikdnsan befolyasolta mind a human téke észlelt fontossagat,
valamint annak megjelenését a stratégiai teljesitménymenedzsment-rendszerben is.
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Although human resources, effective processes and
organizational structures or sustainable market relations
had earlier been already considered and discussed as key
factors in value creation, both Stewart’s article and popular

It was more than 25 years ago when Fortune Magazine
published Thomas Stewart’s (1991) ground-breaking
cover story about the role of intangibles or intellectual
capital (IC) in value creation and corporate performance.
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book six years later (Stewart, 1997), did significantly
stimulate the theoretical and practical discussion about
knowledge capital at the early 1990s.

In the meantime, other well-recognized scholars —
such as Lev, Davenport, Mouritsen and Paloma Sanchez
—, and practitioners from different backgrounds — such as
Edvinsson, Sveiby or Kaplan and Norton —have also joined
in this discussion about intellectual capital management
(ICM) and its role in value creation or executing corporate
strategy and generating performance.

The first period of the related studies was trying to
create clear definitions and practical classifications for
intellectual capital and its components. In parallel, various
measurement methods and tools have been developed to
capture performance, value or strategic contribution of
intangible strategic resources, including human capital.
Many organizations have realized that their traditional
performance management tools and reporting structures
lack proper managerial information about their most
crucial resources, the intangibles. This led to significant
investments to new performance management tools and
projects even if the first ICM initiatives often ended up
with low impact on the organization and its management
practices. This led to most recent times when the scholars
are aiming to understand the way how to overcome the key
challenges what organizations have been facing during
the implementation and use of their ICM tools or when
trying to integrate intangibles and human capital into
their management systems. As various scholars (see, for
instance Bdgel, 2006) emphasize it, if the organization
does not manage its strategic resources like human capital
properly, they face a significant risk of losing a significant
part of their assets. One of the first steps is to be aware and
monitor the key performance dimensions of human capital
and integrating it to strategic performance management
systems of the firm accordingly.

How can senior leadership of the firm influence and
support the organization to overcome the related challenges,
and what are the typical dimensions of human capital being
captured in a strategic performance management system —
these are the key questions of this paper.

When answering these two main topics, this paper
starts with extensive literature review on the role and
management tools of intellectual and human capital. Then
a 10 years longitudinal case study will be described and
used to lead us to our main scientific results and practical
insights. The financial service provider in the center of
this paper is a good example to understand the role of
senior leadership in intellectual capital management in a
knowledge-oriented organization.

Value creation and corporate performance
— An increase in role of intangible strategic
resources

The discussion in management sciences about the role
of intangible strategic resources is not a new (see, for
instance Beer, Spector, Lawrence, Mills, & Walton, 1985;
Davenport & Prusak, 2001; Hislop, 2009; Dalkir, 2011;

Gudas, 2012 or Tari, 2019) but still one of the ‘hot topics’
in both performance management and management
accounting studies in the last two or three decades. The
first stage of the intellectual capital management dialogue
in the early 1990’s was intensive and concentrated mainly
on ‘theoretical basics’. From the mid 1990’s and early
2000’s various practical management methods have been
developed, most of them consciously designed to capture
intangible strategic resources and manage them from
various functional aspects in an organization, including
its management control and strategic performance
management systems. After a relatively quiet period in
the mid 2000’s, the research of more recent times has
concerned by a better understanding of the practical
challenges of implementing and using the developed IC
management tools in practice, as well as finding possible
solutions and answers to the significant critiques have
emerged regarding the generic and theoretic approach and
the lack of real practical impacts and implications offered
by the ICM perspective (Bontis, 2001; Juhasz, 2004, 2016;
Kaufmann & Schneider, 2004; Téth, 2008; Dumay, 2009;
Guthrie, Ricceri, & Dumay, 2012; Dumay & Garanina,
2013; Guthrie & Dumay, 2019).

If we apply Gartner’s classic lifecycle model
(Gartner, 2016) to the ICM approach and its practical
use in organizations, the most recent times could be
called the phase of ‘Through disillusionment’. After the
ICM perspective brought up a significant management
topic onto the table but has been not able to fulfill the
high expectations generated previously regarding the
impact and benefits of the developed management tools
and methods, recently both the scientific and practical
management society have been disappointed and started to
discuss the key problems and look for solutions to answer
the practical challenges regarding intellectual capital
management perspective (Dumay & Garanina, 2013).

Despite these challenges and the lower impact of
ICM approach on corporate management practices, most
scholars still agree that intangible strategic resources and
human capital often play critical role in many organizations,
especially in the so-called knowledge industries like
education, financial services, software development,
fashion, consulting or technology innovations. In these but
also in other sectors effective and efficient management of
human capital — or as Austin and Larkey refer to it, talent,
skills and knowledge differentials of knowledge workers —
is extremely critical for success (Austin & Larkey, 2007).

Besides the example above, there are several additional
signs and indications of a significant and increased role
of intangible strategic resources in both corporate
performance and value. These are all emphasizing the
need for such management tools in organizations which
can effectively and efficiently capture and handle these
important strategic resources of the firm. Such trends are
for instance:

* Increasing gap between market and book value.
Share of intangible assets in corporate value is still relevant
(higher than 85%) today as well and not only before the
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as product and technology innovations as the most
important triggers of performance (Teece, 2000).
Most of these components are strongly connected to
intangible strategic resources, and thus emphasize
the importance that should be awarded to intellectual
capital measurement and management.

°In another study, 84% of top managers of US-
based companies highlighted the availability of
highly qualified and motivated human resources
(‘human capital’) as a crucial factor in corporate
value creation and performance. Additionally,
these managers not only believe in the reality of this
situation but expect the trend to become stronger in
the future (Oliver, 2001, in Juhasz, 2004).

° A similar conclusion can also be derived from a
Hungarian research project: in a combined study
implemented by KPMG and Pannon University,
77% of the participating 130 companies in Hungary
categorized intangibles and human capital as critical
strategic resources of the organizations (KPMG
BME Academy & Pannon University, 20006).

° Finally, a comprehensive research approach
was applied by Juhasz, 2016, when the author
consolidated his longitudinal research focusing on
300 financial and top managers of different Hungarian
manufacturing and service firms. According to the
involved managers, in average still 48 to 51% of their
firm’s value depend on intangible strategic resources.
Interestingly, most companies give little attention to
measuring these items correctly.

financial crisis (based on Ocean Tomo LLC, 2015; Mahn,
2015).

* Increased investments into intangible strategic resources
and human capital.

According to Leonard Nakamura’s calculations, the US-
based companies alone have already invested more than
1 trillion dollars into intangible strategic assets between
until 2001 only. The author estimates the long-term
investments balance into intellectual capital by private
companies in the US around 6 trillion US dollars (see, in
Lev & Zambon, 2003).

A most recent study has also reemphasized this trend:
according to Statista Database, organizations consider
their people, brands, customer relations, strategic partners,
innovation and patents, and flexible organization are the
most critical strategic resources and tend to invest into
these assets more actively (Statista, 2017).

* Looking at the phenomenon from a broader strategic,
organizational — and  performance  management
perspective, other significant insights and research
studies can be listed regarding role and impact intellectual
capital on organizations.

° According to commonly referred-to scholars in this
area, experienced human resources, patents, know-how,
software, customer relations, brands, well-developed
organizational processes and innovative business
models play a crucial role in growth and corporate
performance. As the authors emphasize, creating
sustainable value is impossible without the conscious
management and monitoring of these most crucial
intangible components of performance (Lev, 2004).

° Similarly, another study from the early 2000s
highlights the role of market liberalization and
expansion, better protection of intellectual
properties, enhanced information sharing, the
application of new ICT tools and systems, as well

As the above-mentioned studies already highlight, there
is a practical need to systematically monitor and manage
intangible strategic resources in most organizations.
From a strategic performance management perspective,
this means that the related key success factors and
performance dimensions need to be integrated into the
SPM system — or, based on the context and management

Figure 1.
The House of Value Creation in the 21st Century
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needs, to specific components of it. This observation is
also valid for human capital, as one of the key components
of intangible strategic resources or intellectual capital
(specifically for human capital see in addition e.g. Crook,
Todd, Combs, Woehr & Ketchen, 2011 or Onhon, 2019).
The "house of value creation’ has significantly changed
in recent times, both in terms of type of strategic resources
and the related key management requirements and
activities (see, Figure 1.).
To execute strategy and create value in an organization
having such a resources and activities structure like
the house illustrates, the leaders of the firm need to put
conscious emphasis on selecting and manage the most
important resources and activities as key components of a
comprehensive system: not only the classic tangible assets
have to be developed but even more the intangible strategic
resources such as human capital, corporate relations,
and innovation. Amongst other components, human
capital is a strategic resource, soO management activities
and communication about it should be transparent, its
productivity should be measured, and its contribution to
strategy execution monitored effectively.

Intangible strategic resources and human
capital — A various definitions for a
‘complex organizational concept’

Since this article does not aim to consolidate or provide
a comprehensive list of the different IC definitions and
terminology, the following definitions are only examples
to illustrate the key dimensions of intellectual capital or
intangible strategic resources':

* Intellectual capital is usually defined as a portfolio
of strategic resources with no physical, material or

monetary shape or existence but which still generates
value for the organization (based on Kaufmann &
Schneider, 2004; Arbeitskreis IWR, 2001).

Gu and Lev (2001) additionally emphasize the role of
context and declare that knowledge capital does not
necessarily create value for an organization, but they
turn into value — in the form of profit or better strategic
performance (etc.) — only if they are integrated into the
value adding processes of the firm. The authors refer to
company’s research and development, marketing, human
resources management and IT practices as the most
important intangible drivers of the organization.

In another definition, intellectual capital refers to such
assets of an organization that are based on knowledge.
This approach differentiates between internal and
external attributes of intellectual capital. In the first
category, we can find such components like the expertise
and experience of employees, business processes or the
information system. Amongst external factors the brand
value and the loyalty of customers are highlighted by the
authors (Brennan — Connell, 2000).

Similarly, Pfeil (2004) —based on Edvinsson and Sullivan
— defines intellectual capital as knowledge that can be
converted to value.

Another relevant and practice-oriented perspective was
provided by RICARDIS project funded by the European
Union, where term intangible strategic resources or
intellectual capital refers to a combination of human,
structural and relational capital, and those business
activities of the organization which aims to develop
these three categories (RICARDIS, 2006). In addition to
providing a comprehensive glossary of intellectual capital
management, this project emphasizes the difference
between static and dynamic characteristics intangible
strategic resources, which is an important added value

Figure 2.

General classification of intangible strategic resources — a management accounting and performance
management perspective
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from a performance management perspective (Sanchez,
Castrillo & Elena, 20006).

* Finally, according to Kaplan and Norton (2005),
the developers of balanced scorecard methodology,
intangible strategic resources refer to a combination
of different skills and capabilities of employees
(expertise, talent, motivation), information systems
(IT tools and infrastructure, knowledge management)
and organizational dimensions (culture, leadership,
coordination and team work) which are critical to
generate strategic advantage and provide high-level
services to customers.

Although the list of various definitions of intellectual
capital may be continued?, it is not hard to recognize that
most of these descriptions are too generic for any research
and do not provide a pragmatic framework for performance
management either. To able to identify key success factors
and dimensions of intangible strategic resources and
human capital, and measure their strategic contribution
and performance, we need a more pragmatic and practice-
oriented approach to define intellectual capital.

The following chart (Figure 2.) illustrates such a
pragmatic and comprehensive categorization of intangible
strategic resources.

In this categorization, human capital is considered
as the most critical component of intangible strategic
resources. Amongst others, skills and capabilities,
professional knowledge as well as social competences,
and experience and attitude of employees are in this
category. Briefly, human capital consists of the most
critical (strategic) skills, knowledge and other attributes
of people in the organization which affect productive work
and strategic execution (Sveiby, 2001a, 2001b).

By combining the abovementioned pragmatic
classification of intellectual capital with the previously
mentioned differentiation between static versus dynamic
notion of intangible strategic resources, a pragmatic
management method and tool is created to be effectively
and efficiently utilized to capture and manage strategic
performance or intellectual capital, and its components
(including human capital).

Table 1.
Intangible strategic resources and activities
(a dynamic vs. static view of intellectual capital)
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Source: based on Sanchez, Castrillo & Elena (2006) — modified
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As the Table 1. illustrates as a part of comprehensive
performance management process human capital
management cannot only mean to focus on intangible
strategic resources only, but also on those intangible
activities which are to acquire, develop, improve or
evaluate and monitor intangible strategic resources and
human capital.

If we apply this differentiation between dynamic and
strategic performance dimensions for human capital: not
only the actual status and contribution of human resources
are relevant for corporate performance management,
but the activities as well which help the organization to
maintain the necessary high alignment of human capital
to strategy or even develop it further.

Intangibles in corporate strategic
performance management — The typical
performance dimensions to capture human
capital and its contribution

Strategic performance management (SPM) systems play
an important role in 21st century organizations. They
are designed, implemented and used fo provide the
necessary information about performance and the status
of strategy execution in an organization. As Franco-
Santos and his colleagues claim, ‘today, contemporary
performance measurement systems comprise the
use of financial as well as non-financial performance
measures linked to the organization's business strategy’,
and ‘are frequently recommended for facilitating
strategy implementation and enhancing organizational
performance’ (Franco-Santos, Lucianetti, & Bourne,
2012, p. 79). Accordingly, the main objectives of SPM
systems is enhancing performance by aligning people’s
behavior to strategy, as well as developing the necessary
capabilities the organization may need to implement
strategy successfully. One of the most important
aspect of this latter, is providing relevant managerial
information to leadership and support their decision
making in organizations effectively.

According to De Waal, one of the most frequently
referred authors of SPM literature, ’strategic performance
management is ’the process in which steering of the
organization takes place through the systematic definition
of mission, strategy, and objectives of the organization,
making these measurable through critical success
factors and key performance indicators to be able to take
corrective and preventive actions to keep the organization
on track to great performance’ (De Waal, 2013, p. 5).

If we translate and apply this and link it to the current
state of organizational value creation (Figure 1.) and the
enhanced impact of intangible strategic resources on
corporate performance, integrating intangibles (including
human capital) into strategic performance management
is vital to manage performance of the firm effectively.
Amongst others, this has been one of the main goals of
developing the various intellectual capital management
methods in the last decades: fo understand strategic
objectives and business model better, support managerial
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decision making and create better transparency about key
performance of the firm (RICARDIS, 2006; Serenko &
Bontis, 2013; Grimaldi & Rogo, 2013).

This is an especially relevant objective of the so-
called scorecard methods of intellectual capital
management, where the main goal is to identify the
most critical components and performance dimensions
(success factors) related to intangible strategic resources
of the organization, and design such functional key
performance indicators which are used later to monitor
the status of the most important aspects of these
resources (Bontis, 2001; Roos, Pike, S. & Fenrstrom,
2005; or Juhasz, 2004; Harangoz6, 2007; Boda, 2008;
Toth, 2008; Stocker, 2012; Németh & Doéry, 2019).
By identifying critical success factors and strategic
resources of the firm, as well as measure and analyze
their impact on strategy execution and performance
regularly are crucial to manage intellectual capital and
its components successfully.

The overall SPM cycle of intangible strategic resources,
including human capital, is summarized on the Figure 3.

Figure 3.
Key steps of strategic performance management and
monitoring of intellectual capital

e e o oo Utilization & development
Corporate Strategy intangible strategic assets

Key strategic objectives peasurcment

l Key performance dimensions specified by
indicators/measures

T

Organizational
A capital /
Human ~ Relational
capital capital

| |

Source: based on De Beer & Barnes (2003, p. 19) — modiified

Critical success factors

|

Critical strategic
resources

Analysis/ Testing

l

One of the first steps in the ICM-cycle is to understand the
corporate strategy and identify those components which
are the most critical to implement strategy and achieve
performance targets. These factors are to be monitoring
by properly selected key performance indicators and
reported to management regularly. Since intangible
strategic resources are embedded into corporate strategy
and context, the related key strategic performance
indicators must be also derived from corporate strategy.
There no ‘one best’ set of performance dimensions for

human capital.

Nevertheless, after analyzing 15 various scorecard
and managing
performance ofintangible strategicresources, with aspecial
focus on human capital, the following key performance
dimensions can be identified in the literature. These
represent the most critical and typical six performance
dimensions which shall be theoretically integrated into

methods designed for measuring

strategic performance management system.
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Table 2.

Key strategic performance dimensions of human capital

Overall Static performance Dynamic perfor-
category dimensions mance dimensions
Skills and * Degrees & education- | » Training (volume,
competences | allevel coverage, spending

* Proportion of core & | per employee)
support staff » Knowledge shar-

* Experience ing & experience
(knowledge) building

Attitude and |+ Employee satisfaction | * Training in social
loyalty » Absenteeism competencies

* Loyalty (years)/ ¢ Team building
Average age in the
organization

* Social competencies

Diversity * Flexible employment | ¢ Fluctuation of key
(forms, coverage) target groups

» Women in different |+ Hiring/ Employees
positions (manager, from key target
core, support) group

» Gender structure * HR support for

* People with disabilities | diversity (projects,

services, etc.)
HR stability |e Positions filled/ open | Fluctuation/
and growth |+ Organizational image | Turnover of staff
(in the targeted labor |+ Hiring/ New
market segments) employees

* Application trends * Employees leaving
for the organization / Resignations ver-

* Experience (years) sus dismissals

* Retirements
HR effective- |+ Value added/ Profit per employee
ness (as total or per HR employee)

* Customer satisfaction (with employees,
with HR services) — internal & external
stakeholders

» Achievement level of HR targets & strate-
gies (corporate level, and at the level of HR
Department.

HR efficiency | * Personnel costs (per employee or compared
to total costs)

* Total costs of HR Department
(per employee or compared to total costs)

* Operational efficiency of HR processes and
services (time, quality, costs)

Source: based on own analysis and consolidating 15 relevant IC

measurement methods

Since the specific indicators in an organization need
to be defined according to corporate strategy (Figure

2.), the Table 2. is to be considered rather as a potential
benchmark and practical guideline to generate ideas
and potential KPIs to capture human capital. From
a practical perspective both corporate strategy,
various organizational (size, sector, etc.) and other
factors like data availability (see, e.g. Kremer, 2018)
or ‘soft’-organizational factors (see Harangozo, 2007
and later in this paper) may also have a significant
influence on the performance dimensions of human



capital, and the way of implementation and utilization
of them during strategic performance management of
the firm.

Typical organizational factors influencing
performance management systems and
their use for intangible and human capital
purposes

Implementing  strategic  performance management
systems is not an easy task on its own. There are various
organizational and behavioral factors which can support,
substitute or neutralize the impact and beneficial use of
corporate performance management systems (for more
details, see amongst others in Ginzberg, 1980; Gabris,
1986; Burns & Scapens, 2000; Kennerley & Neely,
2002; Kasurinen, 2002; Bodnar, Harangozd, Sziics, &
Danko, 2009; Harangozo, Bodnar, Sziics, & Danko, 2010;
Alsharari, Dixon, & Youssef, 2015; Vajda, 2019).
According to Pandey (2005), for example, the success
or failure of strategic performance measurement systems
depends on the following organizational prerequisites:

* top management commitment and support,

e ability to determine critical success
(objectives),

e translation of critical factors
objectives and measures (metrics),

* linking of performance measures to rewards,

* installation of a simple monitoring and tracking
system,

* setting up a sound communication system to
harness the advantages of the system inside the
organization,

* enhancement of allocation of resource and linking of
strategic planning to new performance management
system.

factors

into measurable

The author also highlights that SPM systems need to be
changed and focus on intangibles and intellectual capital
in an enhanced manner compared to recent practice. In
addition to focusing on the non-financial performance
dimensions of the firm, creating a better understanding
of strategy and business model, linking strategy to day-
to-day operations, or introducing professional tools and
practices for performance review and feedback — these
are all important requirements for a modern strategic
performance management system.

Another study classifies the influencing factors on
successful SPM implementation into two groups (Islam &
Kellermans, 2006):

* Organizational factors, including elements such as
norms, pressure from customers or competitors, and
the availability of necessary organizational resources.

* Individual-level factors such as perceived ease of use,
perceived usefulness, or the management’s awareness
and intentions to use the SPM system — all these may
play a crucial role in success.

STUDIES AND ARTICLES

As the authors state, both socio-psychological, economic
and resource-based factors can significantly influence
SPM systems, and cause them to deviate from their
original goals and functions.

Finally, in his already mentioned model, De Waal
(2004) describes and highlights the following — mostly
behavioral — factors with a significant role in increasing
the probability of any successful strategic performance
management system implementation and change:

* understanding of organizational members regarding
the goals of the strategic performance management
system,

* positive attitude of organizational members towards
performance management,

 the SPM system is aligned with the responsibilities
of employees,

* existence of a performance and development-oriented
organizational culture,

* clear leadership focus on performance management.

The author also claims that leadership is one of the most
important factors, and important leadership-related
attributes — such as Accountability, Appropriate leadership
style, Action-oriented communication, Integrity, Ability to
lead, Content, and the Aligned division of responsibilities
— have critical impact on the implementation and use of
strategic performance management.

Altogether, amongst other factors leadership support
is acritical factor in implementing and using performance
management system in organizations. This plays an even
more important role when the object of measurement,
for instance intangibles and human capital, is hard to
be measured and more effort needed from both the
management and organization. Since the probability that
a performance management system fails is significantly
higher if (1) the perceived subjectivity of measurement is
high, or (2) perceived ability of the system and trust in
metrics to capture performance is low (Ittner, Larcker, &
Meyer, 2003), the leadership needs to invest more effort
to integrate intangibles and human capital into corporate
SPM system.

The impact of subjectivity and role of leadership support
in implementing and using performance management
tools designed to capture intangible strategic resources in
organizations have been studied by various scholars from
both practical and theoretical aspects. Briefly, majority of
scholars have discussed and agreed that one of the most
relevant practical challenges of performance management
is integrating intangibles and human capital performance
in an effective, efficient and beneficial manner, is
their ‘intangible’ character and the missing practical
experience in defining of proper ‘objective’ indicators to
measure and monitor performance of intangibles (see, for
comprehensive overview, for instance, Harangozo, 2007;
or Serenko & Bontis, 2013). From many aspects, this is
normal though. Since KPIs are tools to support corporate
management in strategy execution and provide them with
relevant information on status of intangible resources
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and activities, they must be aligned with the context and
business model, as well as the strategy of the firm. The
strong embeddedness of intangible strategic resources
and human capital into context makes it challenging to
understand and compare organizations with different
context, size, strategy or business model. One next step
forward could be for instance to reach a deep understanding
of a selected organization, and build a comprehensive
research model accordingly. This latter might be analyzed
by using quantitative statistical methods and tested in a
broader a sample.

This paper is focusing on the first step at this stage
though, and aims to provide brief but practical insights
the way intangibles (and especially, human capital) are
integrated into corporate performance management
of the firm. The selected case study organization is a
leading financial service provider in Hungary?, where
human capital is considered as a crucial strategic
resource with high relevance for senior management and
strategy execution. The longitudinal and explorative case
study research has started in 2008 and has continued for
more than 10 years by now. In addition to the various
managerial interview rounds (2008, 2010/12 and 2017/18),
all strategy and performance management documents
have been also analyzed, and most of the organization has
also filled a qualitative survey (2018) where the focus was
to understand corporate SPM practices and the way how
human capital performance is measured and managed by
the firm. The results of the survey were also discussed
in a focus group to gather additional information and
stories, and reach a better understanding of context and
role of leadership.

Case study — Human capital’s integration
into corporate strategic performance
management at a leading financial service
provider

Based on literature in such a knowledge-intensive
organization like the financial service provider in our
case human capital specifically shall play an important
role in strategy and performance. After consolidating the
results of the last 10 years’ empirical data collection (incl.

3 in-depth interview rounds in 2008, 2012 and 2018, as
well as qualitative survey filled by all members of the
firm and focus group with the management in 2018)
at the case study organization, the following strategic
resources are identified as the Top 5 most critical success
factors:

1. Professional knowledge and experience,
2. Motivation,

3. Market appearance and network,

4. Organizational culture and leadership,
5. Access to market information.

The first and second dimensions are directly, while the
fourth is indirectly linked to human capital (this is also
highlighted at the Figure 4. summarizing the results of the
qualitative survey).

If human capital is perceived and communicated as
a key strategic resource, the next step is to analyze how
is it covered by the firm’s performance management
systems. Since the Financial Service provider introduced
a balanced scorecard (BSC) based corporate strategic
performance management system in 2007, the first focus
point has been that. As the Table 3. summarizes, the
corporate SPM system of the Company has consisted
10 strategic KPIs to capture and monitor human capital
performance. This is one third of the 31 indicators in the
corporate BSC in total.

If we compare Table 3 to Table 2 above, where the
usually measured strategic performance dimensions of
human capital are listed according to literature review, it is
clear how strongly the Company’s corporate performance
management system focuses on effectiveness and
efficiency dimensions of human capital rather than Skills
and competencies, Attitude and loyalty, Diversity or HR
stability and growth. This is a result of the firm’s strategic
focus on these two in general, but also strongly influenced
by data availability and low ability of the firm to measure
the other four dimensions.

In addition, there is a contradiction at the case study
organization between the important and regularly
monitored strategic performance dimensions of human
capital (see, Figure 5.).

Figure 4.

Perceived importance of knowledge and human
capital at the Financial Service Provider

Relative importance of the key components of
knowledge capital

How important is human capital concerning the
performance of the Company?

100% 100%
83%
80% 80%
60% 60% Rather not important
46% 46% ul cannot decide
40% "
40% mRather important
20% mVery important
20%
0%
0% CEO1 CEO2 Personal
Human capital Relational capital Structural capital view

Source: own analysis based on Survey (2018) — cross-checked with interview and focus group results

VEZETESTUDOMANY/ BUDAPEST MANAGEMENT REVIEW
LI. EVF. 2020. 05. SZAM/ ISSN 0133-0179 DOI: 10.14267/VEZTUD.2020.05.05

58



Table 3.

Human capital indicators integrated into corporate
SPM of the Financial Service Provider

Category

Skills and
competences
Attitude and
loyalty
Diversity
HR stability
and growth
HR effective-
ness

Static (stock) perfor- Dynamic (flow) per-
formance dimensions

* No of trainings
(per employee)

mance dimensions

* No of conference presentations
(per employee)

* No of publications (per employee)

* Planned knowledge sessions conducted in
distribution network (No, %)

* Provided training days per
distribution FTE

* Training satisfaction of
distribution network

« Satisfaction of distribution network
(support, operations) V@

HR efficiency

* Coverage of new incentive system (%)

* No of transactions per FTE ®

* No of corrections and cancellations per
FTE ®

Source: based on own analysis
— Note: @ Applied for Back-office only.
@ It also strongly impacted by system/ IT quality)

According to the organizational members personal view,
Attitude and loyalty, HR stability and growth, and Skills
and competencies are more important and should be
measured and integrated into corporate SPM more actively,

STUDIES AND ARTICLES

rather than HR effectiveness and HR efficiency which are
in the focus of the corporate BSC. The perceived level of
measurement of these three human dimensions is lower
than the organization members would recommend it.
Besides, there is also a difference in focus in case of
the two CEOs as well. During the team interviews and the
focus group session the following additional details were

highlighted:

* During the time of CEO1 Attitude and loyalty, Skills
and competencies and Diversity were relatively more
important, while

e For CEO2 Stability and growth, as well as HR
Effectiveness and HR Efficiency have been more

critical.

* In both cases HR Effectiveness is more important
than HR Efficiency.

* In both cases, HR Effectiveness and HR Efficiency are
the most measured human dimensions.

Finally, in the interviews with them the top management
of the firm has usually emphasized Stability and growth,
Skills and competencies and HR Effectiveness as the most
important human dimensions for successful strategy
execution and performance of the organization. This
also underlines the conflict between communicated and
measured dimensions of human capital, as discussed in the
earlier chapters. Shortly, even if both the organization and
its management perceive these latter human dimensions
as the most critical ones for the firm’s success, HR
effectiveness and HR efficiency indicators are easier to be
measured, so the Company tends to implement and use
them more actively.

Low dataavailability and perceived reliability of human
capital indicators is only one reason of the contradiction
between the high communicated importance and low level

of human capital at the Financial Service Provider

Importance and measurement of human dimensions

100%
80%
60% —
40% =
20%
0% l - -
5 o & © © & © © % 5 o &
g 8 = 8 & > 18 B = & & >
™ ™ ™ ™
= c = s
o o o o
< 8 8 B
o o o o
a o a a
HR stability and Skills and Attitude and loyaity Diversity
growth competences

H Importance = Measurement

CE0l -

CEO2

:
=
™
<
2
3]
o

HR effectiveness

Figure 5.

Perceived importance vs. measurement practice of the various performance dimensions

o~
o
w
o

ceot ||

Persond view l

HR efficiency

Source: own analysis based on Survey (2018) — cross-checked with interview and focus group results
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of integration into corporate performance management
integration. At least four additional organizational and
contingency factors have also significant impact at the
case study organization:

* First of them is the senior managers’ leadership
style and attention on corporate strategic
performance management system. The first CEOs
(CEOL1) authoritative leadership style (based on
Goleman, 2000), and interest in professional and
formal management systems. This gave a push
to corporate BSC and performance management,
and to use it as a tool to mobilize people and
organization towards strategy. The recent CEO
(CEO2) is a dominantly pacesetting leader with
additional characteristics of affiliative leadership.
His leadership characteristics and focus and
interest in a formal and comprehensive SPM
system, the overall performance management
practice in general but also for human capital has
moved from the corporate level to two specific
components, namely management-by-objectives
system and a mainly financial performance-focused
bonus calculation system. This latter focuses more
on people than the firm, and create the room for
the CEO to manage its people without a formal
corporate performance management system.

* Second, the perceived functionality and maturity
of the performance management system itself have
a significant impact on its use in general and for
monitoring intangibles. For both CEOs, enhancing
decision-making function of corporate performance
management has been an important factor. In
addition, for the previous CEO (CEOI1) generating
psychological guidance was also important when
implementing a formal corporate SPM system. For
the recent CEO (CEO2) performance measurement
is also relevant. Since the overall maturity of SPM
is perceived low at the case study organizations,
to satisfy his need for performance measurement
without putting the pressure of a whole corporate
SPM system on the organization, two components
of a performance management function are actively
used by the recent CEO, namely the bonus and
management-by-objectives system. These are also
strongly focusing on intangibles performance and
human capital.

* The third factor is related to the availability and use
of the most relevant management functions at the
firm. From a strategic and human capital perspective,
the two most relevant corporate functions are (1)
Strategy and (2) Human Resource Management.
According to the case study analysis both has low
maturity at the firm and have a significant impact on
the use of strategic performance management system
in general, and the way of human capital’s integration
into it.

* Finally, the case study analysis also highlights e
importance of change management and the attitude

of the firm towards the performance management
system. Regarding this a clear pattern can be identified
at the case study organization which had a significant
impact of the use of SPM in general and for intangible
purposes. At the beginning despite the organizational
members fear and stress from new, the strong trust in
the CEO and the positive curiosity positively supported
the active use of corporate performance management
system, and made it as a social norm at the case study
organization. The timing of the new SPM system
had also a supportive role at the beginning, until
the times when the impacts of the global financial
crisis came in 2008/2009. Being a financial service
provider, the Company had to manage this on a day-
to-day basis which shifted the focus from intangibles
and human capital to the financial measures and
markets. The personal involvement of organizational
members has decreased, together with their trust in
the applicability of the system itself. Because of all
these components to use of the corporate SPM tool
has decreased significantly and got to be replaced by
the above-mentioned two performance management
components — i.e. management-by-objectives and
bonus system — only. These appear though to be
functional for the case study organization and its
management to monitor performance intangibles and
human capital.

Discussion

Altogether, corporate strategic performance management
systems are designed and used in organizations to capture
the key success factors and critical strategic resources of
the firm and support the management in developing and
monitoring their dynamic and static characteristics in a
regular and structured manner. Based on both theoretic
and practical experiences, SPM systems are designed in
alignment to the context and strategy of the organization,
to support management in its decision-making processes
with relevant information on performance of the firm.
Nevertheless, to implement such systems is not easy task,
especially if we consider the changes in value creation and
performance, especially the increased role of intangible
strategic resources in recent times. The classic strategic
performance management systems usually struggle to
handle and integrate intangibles. Why is this the case and
how leadership of the organization can influence this, that
has been discussed in this paper.

The answer to this question is complex indeed,
and it is hard to step forward from the current state of
‘through disillusionment’ of ICM perspective without
better understanding the role of management and
organizational factors in successful implementation of
performance management tools used to capture intangible
strategic resources and human capital. In general, to
capture the strategic intangible resources of the firm,
their measurability and data availability are also much
lower than in case of classic financial, market related or
operational indicators. This creates several difficulties
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in identifying and specifying the most critical key
performance dimensions of intellectual capital, and
measure them by appropriate indicators in general.

In addition, various leadership and context related
factors may have also significant impact on how
intellectual capital management tools are implemented,
and how one of its key components, human capital, is
integrated into corporate performance management
system. This has been the focus on this paper and the
longitudinal case study research conducted at a leading
financial service provider in Hungary. According to
results of this explorative case study research, even if the
organization perceives human capital as an important
and critical strategic resource of the firm, organizational
factors such as lack of data availability for human capital
indicators, missing trust in the performance management
tool itself, or an extra need for leadership to focus and
handle external contingency factors (in this case,
financial crisis for instance) can easily neutralize and
substitute the senior management’s original intention
to implement and use a comprehensive performance
management system and integrate human capital into
it. This is aligned with the previous performance
management studies and scholars (see, e.g. Simons,
2002 or Anthony & Govindarajan, 2009) and appears to
be even more relevant in case of intangibles and human
capital (based on the case study results at least).

One of the most important factors influencing the
effective and efficient performance management of
human capital is leadership attention and support indeed.
Practically, even if the overall corporate SPM system is
designed properly it can easily fail in the organization.
Nevertheless, if the senior management of the firm wants
to monitor and manage its human capital performance
effectively and on a regular manner, it will find a solution.
Our case study organization is a good example for this,
especially if we consider that the CEOs have replaced
corporate BSC with two separate management tools to
manage human capital and its performance in a transparent
but also motivating way. The management-by-objectives
process in a combination of a proper bonus calculation and
incentives toolset can function as a successful performance
management framework, even if no comprehensive
corporate strategic performance management system is
used in the organization.

These results are highly context and organization
related components indeed. What is functional in our case
study organization, it could be completely dysfunctional
in another case. So, to test our case study results and reach
more generalizable insights, further research is necessary.
Based on the deep understanding our one case in the last
10 years, our research questions and model can be updated
and studies in a broader sample. The broad sample could
mean a direction with wider quantitative statistical
analysis, or a pattern with extended number of interviews
in various organization and cases. Dependent on the
researcher’s perspective, but both can lead to additional
and more generalizable results during the potential next
steps of this explorative research project.

STUDIES AND ARTICLES

Limitations and future research directions

As highlighted in previous sections, the generalizability of
the results derived from this case study research is limited.
This was not the goal of it indeed, rather achieving a deep
understanding of a specific organization and its human
capital performance management practices. Human
capital is embedded to strategy and context, so are the
related strategic performance management practices.

One of the potential directions for future research is to
develop andimplement a more quantitative research model
with broader statistical analysis and methodology. Such a
research could focus on a sample of companies from the
same sector (here: financial services), or overall an even
broader selection of organizations from various industries
where human capital is significant based on relevant
literature. Both ways apply classic statistical methods
and lead to more generalizable results: in the first option
with deeper understanding of a specific sector, while if the
second model is implemented, that could deliver results
to be potentially used for multisectoral comparisons (e.g.
financial sector versus education, consulting or others).

Another direction can be fo integrate additional
organizational behavioral factors rather than leadership
only. This latter was a conscious choice in this research,
however, the potential impact of other “soft” factors such
as corporate culture, attitude, team or power might be also
integrated into the case-study based explorative research
model (see, for instance, Harangozo, 2007).

Finally, analyzing role of leadership in other firms
from the same industry or context, and comparing
each local result to each other, would also enrich the
researcher’s understanding of how leadership influences
the way human capital is handled in an organization and
integrated into corporate performance management. If the
number of organizations is significant enough, it may also
lead to more valuable practical lessons-learned for similar
organizations.

These are only examples of future research directions,
by using this research as the basis. The ways forward are
not limited to these ones.

Notes

! For a comprehensive overview of definitions, see Haran-
20z6 (2007).

2 Since the most relevant Hungarian literature mainly fol-
lows the international mainstreams regarding intellectual
capital, no additional Hungarian authors have been listed
above (for more details on Hungarian scholars and re-
search results, see e.g. Juhdsz 2004; Szabd, 2005; Boda,
2008; Stocker, 2012; Martin, 2013 or Tirnitz, 2015).

3 Based on the request of the Company’s top management,
the name and additional details of the firm must be hand-
led anonymously.
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