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Abstract 

Article presents human competencies and human resource development (HRD) connection to business 
performance. The paper has two main contributions: firstly, to present the concept of optimal workplace 
innovations and secondly, to present plausible scientific explanation why human resource development may 
increase productivity. 
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1. Introduction 

The article presents plausible explanation why human resource development may contribute better business 
performance through improved human competencies. It has been argued that strategic human resource 
management research lacks a strong theory that integrates the mechanism through which the HR practices 
influences firm performance (see Guest 1997; Becker & Huselid 2006; Fleetwood & Hesketh 2010). The 
interest at human resource management connection to business performance (HRM-P) have increased along 
with the research on business scorecards metrics and their linkages to HR scorecards (e.g. Business Score 
Card and Strategy Maps of Kaplan and Norton 1996 and 2004; HR scorecard of Becker et al. 2001; HCROI of 
Fitz-Enz 2000; IIP of Cascio & Boudreau 2008).  

There is a multitude of HR-practices which have been shown to have a positive correlation with business 
performance, for example: 
- Ichniowsky et al. (1997): innovative HRM practices raised worker productivity 
- Huselid (1995) and Becker & Huselid (1998): High Performance Work Practices improved employee 
performance 
- Guest (1997): HR practices which have good fit with strategy, policy and context, seem to be associated with 
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superior performance 
- Kesti and Syväjärvi (2010): Systematic tacit signal development process helps implementing optimal 
workplace innovations, which contribute better business performance. 

 
However there are found positive correlation with the HR practices and business performance there is lacking 
the comprehensive theory that explains the phenomen. Researchers should try to open up the ‘black box’ of 
the causal relationship between HR components and unit of organizational performance (Becker et al. 2001, 
Fleetwood & Hesketh 2010). Latest studies reveal that the HRD investment’s impact on business is not 
properly evaluated and therefore the management decision-making process lacks this essential information 
(Wang and Wilcox 2006; Swansson 2005; Bunch 2007; Kim and Cervero 2007). Indeed, there is an obvious 
need for managers and executives to comprehend whether the HR development in question will produce a 
change in employee performance and, if so, to what extent? (Becker et al. 2001)  

According to Popper (1968) and Lee (1989) the scientific theory should satisfy the following requirements:  
1) Empirical validity. Do the case studies support it? 
2) Logical consistency. Are the predictions consistent with each other? 
3) Relative predictive power. Is the theory at least as explanatory or predictive as any competing theory? 
4) Falsifiability. Can the theory survive the actual attempts of its falsification? 

 

2. Development process for implementing optimal workplace innovations 

The organization development based on workplace innovations has been under examination in some of the 
European countries for example in Finland, Ireland, Germany, Sweden and Norway (see Alasoini 2009). The 
optimal workplace innovation (OWI) can be seen as collectively agreed and successfully fulfilled 
improvement that best fit for the collective development needs identified at the working society. These 
workplace innovations meet the employee needs for development and thus improve the Quality of Working 
Life (QWL). QWL describes how the employees feel the organization is fulfilling the individual needs related 
to working life (see e.g. Efraty & Sirgy 1988, Ramstad 2009).  

In this article, the QWL is being described by the working society’s collective competencies, consisting of 
leadership, team culture and processes. When these particular competencies attributes are identified and 
agreed on, they are being validated as organization specific drivers of human competencies. 

QWL can be identified at each level of the working group by asking individuals how the competencies 
meet their personal needs.  

Tacit signals measure the development needs using relative inquiry scale with guiding forces (Kesti and 
Syväjärvi 2009). The more there is development need the lower the actual relative competence is. This study 
presents QWL competence measurement using tacit signals method where the guiding forces are that of 
increasing quantity and developing quality. The inquiry is being done by using tacit signal Internet inquiry 
and the result is being visualized by vector analyzing, please see figure 1. 
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Figure 1. Tacit signals at QWL-competence measurement. 

 
Kesti and Syväjärvi (2009) present tacit signal development process for creating and implementing optimal 
workplace innovations. When examining the tacit signal development process, three different phases can be 
found which are needed for creating the optimal workplace innovations (see figure 2). 
 
First of all, there is a planning phase where competencies are being validated. Selected competencies are 
formulated by using competence attributes, usually 10 to 15 items per competence area.  
Secondly, the tacit signal inquiry is being done by collecting group members’ development needs which are 
then analyzed for each group. Four most essential collective development needs are then identified.  
Thirdly, each group will hold a development meeting where the group invents multiple improvement ideas as 
possible solutions from which the group selects the most optimal ones for implementation.  
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Figure 2. The generation of optimal workplace innovations. 

 
In several empirical case studies, the development was carried out so that employees spend 1 % (19 hours) of 
their theoretical yearly working time on the development. About 3 hours is used on the systematic tacit signal 
development process and then each team will use additional 16 hours to implement the agreed upon actions in 
practice. As contingency theory implies, these optimal improvement actions have to come from the group’s 
needs and the circumstances they are in (Hunt 1992; Greenberg and Baron 1995). Studies indicate that 
applying several practices in a complementary way is more effective in organization development than single 
practices (Appelbaum et al. 2000; Kalmi and Kauhanen 2008; Ramstad 2009). 
In the tacit signal HRD empirical case studies a certain correlation was found between effective development 
time consumption, competence improvement and workplace innovations (Kesti et al. 2011). In this 
phenomenon the competence increase has mathematical formula that follows a sin-curve against the effective 
development time. 
  

 

Figure 3. HRD correlation with competencies when new staffs share is 12 %.   

 



261 Marko Kesti  /  Procedia Economics and Finance   2  ( 2012 )  257 – 264 

 

In action research studies the effective development time seems to correspond with the optimal workplace 
innovations (Kesti et al. 2011). Longitudinal research case studies indicate that the optimal workplace 
innovations improve competencies, whereas structural changes in staff tend to decrease it. For example, in 
order to improve competencies from 70 to 75%, the working group in question has to successfully implement 
three to four optimal workplace innovations in each working team. This needs approximately 1 % working 
time on development when that the share of new staff is 12 %. The QWL-competencies seem to determine the 
time division between effective working time and other working time. These findings make it possible to 
create a plausible theory for HRD and business performance connection. 

 

3. Opening the ‘black box’ in HRM-P 

Labor input capacity grows when the amount of total hours worked increase or if the quality of labour 
work increases (Bell et al. 2005). Labor is the single most important factor in organization’s productivity and 
therefore measurement of the hours worked is needed for analyzing labor productivity (OECD 2001). The 
European Commission’s employment report for the year 2002 indicates that better job quality should lead to 
significantly higher labor productivity. 

The study on the quality of Finnish companies indicated that wasted working time was the biggest single 
reason for quality costs (Andersson et al. 2004). Liukkonen (2008) argues that as personnel motivation 
weakens there seems to be tendency for quality mistakes which cause costs increase. 

This has led to the idea, that if the QWL-competencies are improved it will derive more time for effective 
work. The other working time includes PAFF classification for quality work (BS6143-2) that is not actual 
operative work. The abbreviation PAFF comes from the classification of work into Preventive actions, 
Appraisal work, handling of internal Failures and external Failures.  

For productivity measurement purposes, the total amount of working hours is nearly not enough. Firstly, 
the total working hours (paid hours) are different from the hours spent for actual work. Secondly, each 
employee has a different contribution to the organization value-adding process. In addition to the physical 
presence (hours for actual work), the contribution also includes the value of personal human capital – 
meaning that one hour’s input from one person is not necessarily the same as one hour’s input from another 
(OECD 2001).  

Certainly, the hours used for actual work is a significant factor in measuring total capacity and productivity 
compared to costs. Measuring only the total actual working time does not take into account the deepening of 
human capital. Considering the work quality distribution principle the actual time for work can be divided in 
effective working time and other working time (PAFF). In this approach the total capacity is achieved in the 
total effective working time. The problem lies in the measuring of the division between other working time 
and effective working time. Accurate measurement is not possible in real life, since measuring it will change 
the distribution because only the workers themselves know the actual time consumed and time registration 
would increase the other working time (Appraisal part in PAFF). However this division seems to be possible 
to estimate by measuring the QWL-competencies.  

Case studies indicate certain causal relationship between tacit signals based HR-development and 
organization performance improvement (Kest et al. 2009; Kesti & Syväjärvi 2010). An illustrative example of 
calculation explains clearly how productivity is derived from human resource competence development. In 
this particular case the problem of the theoretical ‘black box’ can be demonstrated as follows: 

The example company makes 100 M€ revenue, variable costs are 60.0 M€, staff costs 15.0 M€ and other 
fixed costs 15.0 M€. Organization invests 0.75 % from total working time on effective HR development. 
Company has 364 employees so this means 1900 * 364 * 0.75/100 = 4841 hours. Each working team 
succeeds implementing average 3 optimal workplace innovations in one year. The average QWL –
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competencies increase from 70.1 % to 75.0 %. How to explain the ‘black box’ where HR-development seems 
to increase QWL-competencies, leading to 7 % better revenue and 28 % increase in EBITDA? 

The example company manages to improve its competencies from 70.1 % to 75.0 % by implementing 
average 3 optimal workplace innovations at each working team. In this simplified example, the cost structure 
is not changed, meaning that fixed costs remain the same and variable costs depend on the revenue change. 
This analysis does not take account that HR-development tends to decrease staff costs through reduced 
absence and staff turnover. Variable costs do change because they are dependent on the revenue. However 
percentual variable costs may slightly decrease in practice because work quality improvements reduce the 
degree of wasted materials and purchases.  

It is now easy to calculate HR-development meaning for the business in Revenue and EBITDA (earnings 
before interests, taxes, depreciation and amortization). The example company improves its QWL with 7 % 
(percentual increase). In favorable business circumstances the company can utilize the effective working time 
increase for making revenue. The company gain 7 M€ more revenue (X) and 2.8 M€ (28 %) more EBITDA 
(x). 

 

 
 
Figure 4. Example illustrates QWL and HRD connection to business performance. 

 
The HRM-P phenomenon could go as follows: workers feel development needs because they feel their 

value adding contribution gets somewhat wasted. Tacit signal HR-development process will help them to 
implement optimal improvements which increase the QWL-competencies. These improvements will reduce 
the wasted working time, thus increasing the effective working time. However, abovementioned applies only 
if workplace development was effective enough to contribute excess. Increasing effective working time makes 
it possible to produce more revenue with the same cost construction, leading to improved productivity. The 
phenomenon is logical and seems to explain the empirically grounded findings.  
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Organization’s operation capacity and productivity are derived from effective working time. According to 
the case experience it seems that the tacit signal development process has a tendency to improve the 
competencies, contributing to the organization’s productivity and capacity increase. Several studies also 
indicate a positive effect on job quality as the employees’ absence has decreased significantly (e.g. Telma 
2010). These practical findings are explained by using hermeneutic deduction and mathematical equations 
which form causal-explanatory HRM-P theory that are included in the human capital scenario-analyzing tool 
(Kesti et al. 2011). 

4. Discussions 

Boudreau and Ramstad (1999) point out that measurement framework is needed for developing theoretical 
logic to support the inference that investments on human resource strategies lead to organizational success. 
This article presents the theory that when working groups implement optimal workplace innovations it will 
improve the QWL competencies and increase business productivity, but only if the HR-development actions 
are being executed effectively enough.  

The article suggests that the employee quality of working life can be measured by working unit collective 
competencies consisting leadership, team culture and processes. However, these competencies and attributes 
should be first validated for each organization environment, situation and strategy. This is essential because 
effective HRD process has to focus on the development of organization specific human drivers of 
performance. This seems to be vital for generating optimal workplace innovations. 

The article suggests that HRD, QWL, structural human resources and business outcome need to be studied 
in combination to get answers on the HRM-performance connection. The article presents logical mechanism 
for QWL and HRD connection to business performance. The presented HRM-performance theory enables the 
calculation of HRD meaning for business scorecards (see http://demo.humancapital.fi). Action research case 
studies at Finland seem to support the theory; however more research studies are needed to verify whether this 
theory is applicable at more general use.  
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