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Commercial insight is increasingly sought after amongst HR professionals. They
face the challenge of facing in two directions at the same time: one way to
support and facilitate growth and development in the business and the other
to work within the HR function to improve its effectiveness and ensure it has a
modern, forward looking and businesslike approach. They must demonstrate
commercial astuteness both in delivering the HR agenda and in working in
partnership with line colleagues as they deliver their goals.
If we focus first on the role of HR in engaging with other parts of the
organisation, HR professionals must be able to understand the worlds of their
business partners. If they are to be effective they must be able to:
• understand and react to the needs of the business as they develop and
execute their strategies and plans – what we could call the entry level of
HR performance
• contribute to strategic thinking about what the organisation does and how
it does it – this is a more proactive role for HR that many line managers often
have difficulty in recognising
• facilitate difficult conversations between colleagues - not getting overinvolved in the content of business discussions but having some degree of
demonstrable understanding in order to be a credible player.

The right mindset
Senior executives tend to have clear ways of modelling and thinking about
their organisation and the decisions they make. They might use some tools
drawn from the world of strategic or financial management or they might have
developed their own versions of those tools over time and in the face of harsh
experience. What unites them is a simplicity and clarity in what they look
at and why. This ability to analyse commercial information and draw insights
to shape an agenda is what HR managers need to develop for themselves: they
need an approach that is relevant to the business they operate in and which sits
well with their own way of seeing the world. The HR manager needs to have a
strong commercial understanding that sees the business through the eyes of
his and her colleagues.
Being commercial is about being able to answer a series of ‘So, what?’ questions
about the organisation from a business rather than an HR perspective. It is
being able to identify with the needs of the business rather than seeing them
as opportunities to implement the HR agenda. When presented with data and
information about the market or the business, they need to be able to ask ‘So,
what does that mean to us?’, ‘So, what do we need to do?’, ‘So, what impact will
that have on our plans for the year?’ and provide clear and compelling answers.
There are many tools and techniques that can be used in commercial analysis.
Generally they take data and turn it into information. To operate more
commercially or to think more strategically, the HR manager needs to become
skilled in looking at the outputs of that analysis and taking it to the next level.
Through reflection, and usually in challenging dialogue with others, they must
be able to draw out the big issues that emerge out of that information. It is what
we call the commercial praxis. It is about finding your own way of taking some
of the concepts, ideas and theories of business, internalising them and then
developing your personal model of the world. This is especially so where the HR
professional is working closely with line functions as an embedded
Business Partner.
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What are some of the key models and frameworks an effective executive uses
in business planning? What are the key questions to ask over the short, medium
and long term planning horizons in relation to the strategic, operational and
financial management of the business? The challenge is to enable the Business
Partner to first understand the models, tools and frameworks and then to
come to a point where they internalise the style of thinking and behaviour
they imply. A point where they can turn data into information, insights and
judgement. It is about developing a rounded capability to engage in dialogue
with executives on their terms – not about using the tools and models in a naive
and explicit manner. They should simply inform their mindset and vocabulary to
enable effective communication and influence with senior executives.
Experience shows that frequently less is more, that having a small set of tools
used well enables you to engage with a business very rapidly and in an informed
and relevant way.

Starting with value – it is more than the ‘bottom line’
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A good place to start is to look at what drives the value of a business. In a
modern market-based world, most businesses are focused primarily on creating
and capturing value. And creating shareholder value is a key measure of success.
The main benefit of thinking about value-based measures is that they are clear
and simple. They enable you to think about why an investor should invest in you
as a business and why they should stay as investors. At one level, thinking about
value creation gives you access to the mind of the investor.
• How do they calculate the value of your business?
• How do they look at the risk involved in investment decisions?
• How will different options for growth we face affect value in the business?
• What are the variables they are interested in when you present your plans
and proposals to them?
It demonstrates that the goal of a business is not simply to ‘make a net profit’. It
is to make a profit that more than covers the cost of capital. And it needs to do
that in a way that is sustainable over the investors’ time horizons.
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Value measures enable you to spot opportunities and to work through the
impact of external factors on the future of the business. How will a declining
market impact on profitability and value over the coming year? What is the
value to us of entering a new high growth market that might have high volatility
and intense competition?
Finally, thinking about value enables us to track and trace the connections
between the decisions we make about external markets and their impact on
internal resourcing and the behaviours that they require. It makes us focus on
the value drivers in the business. Working with business functions on ‘talent’
can give HR an opportunity for strategic input on what they – line managers
– can aspire to. Building talent is not simply creating a feedstock of present
and future recruits to fill functional vacancies. It serves to develop an engaged
workforce that is aligned to value creation, underpins what is ‘distinctive’ about
the business and builds a reputation in the market place.
If the business wants to pursue growth opportunities in markets that are
adjacent to their existing space, As HR advisers we need to ask whether this
requires a different type of skillset or capability to make it happen. If we can
understand how fast the business wants to grow then we can ensure that
the best staffing and skills are in place and do not create an obstacle to its
ambitions. It is surprising how often we see business plans for even quite
sophisticated businesses that hugely under-estimate the magnitude of the
task to properly staff a new growth initiative. Having HR professionals who are
commercially aware involved at an early stage can reduce a major area of risk.
This is just one simple example of where HR – if it has a strong understanding
of the commercial needs of the business and what drives value within it – we can
contribute proactively in the business planning cycle. HR can move beyond a
traditional operational role to one which starts to add much greater value.
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Aligning the organisation behind the strategy – making
it fit for purpose
Thinking about the value creation capabilities of the business enables us to
ensure we have the right internal resourcing to deliver and execute business
plans. It is one thing to decide which markets to access and why, but quite
another to make sure we execute the plan and do it better and more rapidly
than our competitors.
From an HR perspective, this means understanding the connections between
each part of the business and even how the whole of the business fits together
to leverage value. For example, what is the position of the business within the
industry value chain and what is the logic for what we are doing? How does
each functional area connect to the overall plan? What resourcing needs do
they have? It is here not just a matter of waiting to be told by each part of the
business what they need and by when, but understanding what the business
and business lines are seeking to do and being part of the discussion in a
proactive way.
In this sense, HR professionals need to understand the full range of functional
perspectives and these follow easily from the notion of value. For example,
once we have identified what we want to do as a business, we need to address
issues of:
• Finance – how we measure and monitor success. This is often a weak spot for
HR managers. But the reality is that to have credibility amongst your business
line colleagues, you have to ‘understand the numbers’.
• Marketing – how do we get the message out and create and maintain our
position in the hearts and minds of our markets?
• Operations – how do we set up and resource the right functions behind
the strategy?

Vision and Mission
Corporate Strategy
Strategies of Business Units (Strategies of product divisions orregions)
Functional Strategies (Strategies in single part of value chain)

R&D

Purchasing

Production

Sales /
Marketing

Human Resources Strategies
Strategies for processes across the organisation
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All this means that HR Business Partners need to be able to have conversations
that demonstrate their understanding of the needs of their partners if they
are to engage and challenge their thinking. HR partners need to be to be part
of their colleagues’ worlds and their discussions, exercising discipline against
being drawn into excessive operational detail. They will then be better able to
do things such as advise the business on what the ‘people’ section of the annual
business plan should look like in a contemporary, highly commercial
and leading-edge business.

It is about context
The context that HR operates within is an important variable. Context for us has
two main dimensions. These are:
• The business context: this is to do with the kind of business you are part of
and where you are positioned in it. In large and complex corporates, there
is the need to have a much more systematic approach than can be used in
smaller more entrepreneurial businesses. A small or mid-sized business will
most likely not have the scale to warrant highly specialised HR structures and
systems. Much of the role of HR will be fulfilled in a highly personalised way
with relationships dominating the way in which the role interacts within the
business. In larger corporates, systems and processes are used more extensively though even here networks are key in getting the work done. The way
in which you interact with business colleagues and the kind of issues you deal
with will vary across this space. At board level the access to high level strategic
issues is much greater than at an operational business level and needs to be
reflected in the conversations you have.
• The market context: this is to do with the industry or sector you are in. Is it
highly regulated or free of such controls? Is it global or national in profile? Are
you a commerical business, a government service or part of the not-for-profit
sector?
Depending on the context, while the underlying principles may be the same,
HR needs to manifest its ability to be commercial in subtly different ways.

Commerciality in government and not-for-profit
sectors
Looking outside the commercial world, it is also relevant to talk about value
creation. A trend over the last two decades has been to seek ways of introducing
‘commercial methods’ into government and not-for-profit organisations. There
are indeed many ways in which some of the classic disciplined techniques and
ways of working in successful businesses can transfer to non profit
sector organisations.
More fundamentally, however, we have to look at value more broadly;
and that is an area where we see that ‘thinking commercially’ can have
significant application.
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Adapted from ‘Creating Public Value’. Moore and Khagram, 2004

In government and NFP organisations, there is one key issue that marks them
apart from ‘commercial’ businesses. The latter seek broadly to meet the needs
of two sets of stakeholders – customers and shareholders – and arguably
seeks to maximise returns to just one of these – the shareholders. By contrast,
the former are explicitly answerable to a much wider set of stakeholders. In
addition, organisations in these sectors either do not operate in anything that
is recognisably ‘a market’ or else the market is highly disjointed and separates
the roles, for example, of consumer from the agents that pay for the products
or services provided. They operate in quasi markets.
It is not that the commercial model of value creation then becomes irrelevant.
In fact, it becomes a richer and more complex set of simultaneous needs that
are met. In place of shareholder value, we must think about how we meet and
optimise stakeholder value. In place of market demand, we think about gaining
legitimacy and support for our actions. What is held in common is a set of
organisational resources that need to be deployed so as to be fit for the current
and future purpose and goals of the organisation.

The post recession world?
At this time what are the critical drivers of business decisions? The big pressure
is for cost cutting as we face – in the West – a long and slow recovery from
recession. In this context, HR needs to be able to help in identifying where the
knife falls and the consequences. And the knife needs to fall within HR too. But
that can be done in smart ways. Many companies have taken the chance to
explore new and more flexible employment contracts that enable employees
to take a break from their job and do other things and provide a guarantee of
a place in the future. There are many tough decisions being taken but ones
that provide ample proof that cuts can be made without losing the long term
commitment of the staff that you may want back in due course. The role of
commercially aware HR has been significant in driving this trend.
Talent management is likely to become much more critical in the post recession
world. There are some emerging trends which will make the next decade rather
different to the one we have just lived through. There is a lot less room for error
in the new emerging reality. Businesses must be much more lean and tight. They
will have to position themselves more securely in defining their distinctiveness.
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The past two decades felt tough and competitive, but, with much lower growth
in many markets, the next decade will make the last two look cash rich and easy
to prosper in by comparison.
The moment is ripe for HR to act in a more commercially minded way, engaging
more effectively with business issues to contribute to the creation of both
financial and social value for their organisations.
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