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At a Glance

> No facet of HR remains untouched by digital technologies, and the potential is just emerging.
Applications range from machine learning predicting who will resign to chatbots handling out-
sick notices.

P Yet the digital transformation has not been easy. In Bain’s new survey, three-quarters of HR exec-
utives and managers say their current technologies have not yet achieved optimal performance.

P  Beyond the substantial cost savings digital can yield, respondents cite business outcomes such
as speed, quality and accuracy as the primary reasons to invest.

»  While adopting new technologies, companies should still focus on simplifying and stan-
dardizing processes, data and systems.

In the ongoing battle for top talent, digital technologies play an increasingly prominent role. Seismic
changes in the workforce and workplace, driven by demographics, alternative work arrangements
and various distance-busting technologies, are rewriting the rules of engagement. While digital tools
accelerate that shift, they also offer new ways for human resources teams to attract great talent, then
motivate and equip them.

Employment practices are evolving every which way: from compensation and benefits to total rewards,
from managing the employee population to managing a workforce ecosystem, from lifelong jobs to a
career based on continuous learning, from annual performance reviews to continuous feedback,
from individual achievement to team collaboration, and from personnel administration to workforce
engagement.

Digital technologies form the engine of this transformation. Those HR departments that master the
deployment of technology will create a distinct and lasting competitive advantage in the hunt for talent
in their industries. Bain & Company’s new survey of 500 HR executives and managers in the US, UK
and Germany illuminates how to take advantage of digital’s potential and where the pitfalls lie.

HR departments that find themselves falling behind can take solace in the fact that the digital trans-
formation is still in early stages, so they can still catch up. Some 87% of respondents believe that dig-
ital will fundamentally change HR, but 75% acknowledge that their IT systems and technology have
not yet achieved optimal performance or the business outcomes they desire. The window of time
may be closing, however, as 57% of respondents plan to increase their IT budgets by 1% to 10% over
the next two years, and 25% plan to increase budgets by more than 10% (see Figure 1).

Practical applications abound

Many new technologies appear to have reached an inflection point for broad adoption over the next
two years. HR departments are rapidly adopting new technologies such as recruiting management
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Figure 1: HR leaders are investing to close the gaps in their digital systems
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platforms, workforce analytics and micro-learning platforms. Cloud computing has gone mainstream,
as 84% of large companies are already using at least one software-as-a-service (SaaS) application in at
least one HR process. And blockchain pilots are underway in short-term recruiting, employment
screening, payroll and other areas.

Artificial intelligence (AI), in all its forms from robotic process automation (RPA) to machine learning
to natural language processing (NLP), has already demonstrated promising results. For example,
machine learning can be up to 17 times more accurate than other methods at predicting who will resign.
Al-based candidate screening in talent acquisition can improve hiring accuracy and, at Unilever, cut
the time to hire by 75%. Recruiters at Johnson & Johnson, Atlassian, Twitter and other companies are
using NLP to improve the quality of their job listings to devise a more inclusive workplace. And the
Bain survey finds that roughly half of companies are now using or piloting RPA in at least one HR
process, with adoption expected to reach 74% within two years.

These Al applications just scratch the surface of digital’s potential (see Figure 2). In talent acquisition,
digital technology can personalize the experience of recruiters and candidates while expanding the talent
pool, filtering for candidates with the right skills more efficiently and effectively and helping identify
future talent needs earlier. In workforce planning, technology identifies ideal team compositions and
enhances collaboration among team members. In performance management, technology helps identify
the metrics that truly matter for performance, and supports continuous feedback among employees,
their peers and supervisors. In the realm of learning, technology pinpoints training needs earlier, and
improves reach, engagement and information retention through hands-on, accessible methods.
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Figure 2: Artificial intelligence applications such as these are proliferating in HR
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Talent development

Team fit psychometrics:
Evaluate employees to build
teams with complementary
skills and personalities

Personal coaching: Build
personalized recommendations
for employees based on a
company’s needs, market
trends and employee specifics

Retention and attrition
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data to predict which factors
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Compensation and benefits
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for those missing from
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Compliance

Candidate interviews:
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to check for cheating

Monitoring bias: Use natural
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descriptions to reduce bias
Supervision of employee
activities: Monitor employee
online and communication
activity to assess threats,
such as insider trading

Indeed, the appetite of HR leaders for more digital tools may outpace their ability to absorb the tools.
Depending on the HR process in question, 23% to 31% of HR departments still use manual, Excel-
based or paper-based processes as their primary method for delivering different HR services. These
HR departments, however, are quickly moving off the sidelines. Our survey anticipates a sharp shift
from manual to digital processes over the next two years: for instance, from 23% of HR departments
primarily using manual processes in recruiting to 4%, and from 31% to 7% in career management
(see Figure 3). Some 78% of HR departments expect to use machine learning in at least one HR process
within two years (see Figure 4).

Points of aggravation

That’s a hugely ambitious program. HR executives may be overconfident in how quickly they can make
the shift, given how rocky the road has been so far in most HR departments. Which issues have caused
the most aggravation? Respondents cite too many digital tools, especially unintegrated tools; interfaces
that users find difficult to understand; and tools that are missing critical functions (see Figure 5).

Now, combine those problems with the most commonly cited reasons for increasing IT spending:
replacing older systems, upgrading existing HR management systems (HRMS) and adding new function-
ality from current vendors (see Figure 6). In fact, a significant share of HR leaders are planning to buy
more technology through HRMS suites rather than through third-party standalone tools or custom,
in-house tools (see Figure 7). Not only do these responses signal big expectations of HRMS vendors,
they suggest that HR departments could face even more complexity as they adopt new applications,
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Figure 3: HR departments plan a major shift from manual to digital processes
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Figure 5: HR departments most often struggle with unintegrated tools and data sources, lack of
functionality and a poor user experience
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unless they make a concerted effort to integrate functionality into their existing HRMS. The challenge
will be to integrate all of the new technology on top of already disparate tools.

Leading HR teams have found ways to navigate these challenges. Their experiences, combined with
insights gleaned from our survey, suggest how companies can take the reins of their digital transfor-
mation, rather than be overwhelmed by it.

Measure success based on business outcomes. Historically, HR used its technology to improve the
productivity of HR processes. Today, the role of technology in HR has become more prominent. Com-
panies turn to technology for reasons far beyond cost savings. In fact, for areas other than payroll and
recruiting, reducing process-level costs is a much lower priority than broader business outcomes such
as speed, accuracy and quality (see Figure 8).

Bring rich, consumer-grade experiences to the workplace. HR’s customers across the lifecycle—in-
cluding candidate, new joiner, retiring employee, manager and contractor—increasingly expect an ex-
perience as easy, convenient and personalized as they encounter with the best retailers or service pro-
viders. Leading companies are using digital technologies to meet these expectations. In 2016, Ford
launched the HRRev program to streamline its people processes with technology. A seven-person
People Lab gathered input from employees and devised experiments to improve processes. Multiple
digital initiatives flowed from the experiments, including development of user-friendly HR tools,
multichannel interaction models with HR, and real-time feedback tools.
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Figure 6: Most companies plan fo invest primarily in replacing older systems and upgrading their
HR management systems

Key factors for increasing IT spending in the next 2 years, by share of respondents
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Source: Bain HR Decision Maker Survey, May 2018 (N=500)

Figure 7: HR departments plan to buy more technology through HRMS suites and move away
from custom, in-house tools

Percentage of HR departments using a technology approach for a process, currently and — in 2 years

Workforce Performance Compensation
Recruiting planning management and benefits
Integration with
HRMS suites ()~ O - ) — O -
22% 41% 25% 36% 20% 36% 24% 40%

standatons O-0 0-0 O-0 O-0

24% 22% 16% 21% 22% 20% 19% 19%

&u::::::é developed O e O O e O O g O O - O

19% 17% 18% 18% 22% 19% 20% 17%

Source: Bain HR Decision Maker Survey, May 2018 (N=500)



BAIN & COMPANY (O

HR’s New Digital Mandate

Figure 8: HR is turning to digital for reasons beyond cost savings
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Raise the game on analytics. Analytics is proving to be a critical means of informing HR decisions.
Google fields a dedicated People Analytics team to improve decision making in HR. People Analytics
has helped Google on numerous HR issues, such as how to contain the number of required candidate
interviews; what the best size and shape of a given department should be; how to reduce defections af-
ter maternity leave; and how to spot hidden gold in the millions of engineer candidate applications.

Test and learn. Companies can get a lot of mileage out of technologies even at the experimental
stage. Take chatbots, for instance. Online retailer Overstock relies on a bot named Mila to field
notifications from call-center employees who are too sick to come to work. Mila passes on the
information to managers and adjusts schedules automatically. This system replaced an outdated
call-in hotline, saving Overstock time and money on lengthy phone conversations. The Marriott
hotel chain deploys MC, a chatbot for initial interactions with job candidates over Facebook
Messenger. MC responds to typical questions, matches candidates’ interests with open posi-
tions and educates on company’s culture and values. Marriott reported that more than 60% of
candidates who interact with MC return later to initiate new conversations. While limited in
functionality today, chatbots could become a viable way to communicate in many situations.

Build ecosystems, not islands. As employees increasingly expect access to best-of-breed content,
services and networks, HR departments no longer can staff all activities themselves. Instead,
they are turning to partners outside the organization. Mastercard partnered with Degreed to
create a learning platform for employees to discover, curate, share and track internal and exter-
nal resources on thousands of topics in a variety of formats.
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Fix and simplify processes, data and systems. RPA and machine learning have a broad range
of valuable applications. Often, though, it would be better if companies could simplify and stan-
dardize underlying business processes, data and systems. Take offer letter administration. RPA
can conveniently draft offer letters for new employees that are tailored, accurate and compliant,
by automating manual checking of data across diverse databases and regulations. However,
some companies write offer letters in such a way as to create more questions than they answer,
and there may be too many versions of the letter. Redesigning the offer letter template and
moving to fewer versions, or to a single one, would reduce the manual work in need of automa-
tion through RPA in the first place.

Similarly, machine learning can screen resumes from a large applicant pool in less time and
with more accuracy than manual resume screening by human recruiters. However, a machine-
learning algorithm works only as well as the quality of the data. First, machine learning needs a
large volume of data to learn how to screen resumes as accurately as a human recruiter. Second,
since machine learning finds patterns in past behavior, any human bias in the current recruiting
process will need to be uncovered and removed when constructing an algorithm. Without ad-
dressing data governance and quality, algorithms have limited value.

While artificial intelligence can provide new capabilities that traditional technologies cannot,
these new technologies do not eliminate the need to address the root causes of inefficiencies. In
some cases, such as with machine learning, the technology might not even function unless
these root causes are addressed.

For HR leaders committed to getting more selective in their digital investments, and doubling down
on those that hold the greatest potential, it's useful to answer several key questions.

« Do we understand exactly where our digital strengths and gaps lie? Based on that understanding,
do we have a clear and compelling digital blueprint, supported by competitive investment levels?

« How will we ensure that digital initiatives create a better experience? For example, in onboarding,
how can technology improve the experience of new joiners and hiring managers? How will we
deliver broader business value, such as reducing time to acquire talent, in order to avoid disap-
pointment?

«  Should we consider adopting a cloud-first policy across HR technologies?

« How will we contain the sprawl of applications that could result from trying all the new tools
available?

«  Which organizational capabilities do we need to shore up to achieve our digital goals?

To be sure, a chatbot or algorithm cannot address all HR issues. Human judgment remains valuable
for assessing and motivating people. But the range of applications for digital continues to grow, and
the mandate for HR executives is clear: They have an opportunity to create a portfolio of digital bets
that will transform the workforce experience, make better talent decisions through analytics, automate
processes, free up time for higher value activities, reduce costs and, most important, improve busi-
ness outcomes.



Shared Ambition, True Results

Bain & Company is the management consulting firm that the world’s business leaders come
to when they want results.

Bain advises clients on strategy, operations, technology, organization, private equity and mergers and
acquisitions. We develop practical, customized insights that clients act on and transfer skills that make
change stick. Founded in 1973, Bain has 57 offices in 36 countries, and our deep expertise and client
roster cross every industry and economic sector. Our clients have outperformed the stock market 4 to 1.

What sets us apart

We believe a consulting firm should be more than an adviser. So we put ourselves in our clients’ shoes,
selling outcomes, not projects. We align our incentives with our clients’ by linking our fees to their
results and collaborate to unlock the full potential of their business. Our Results Delivery® process
builds our clients’ capabilities, and our True North values mean we do the right thing for our clients,
people and communities—always.



For more information, visit www.bain.com

AMSTERDAM ¢ ATIANTA ¢« BANGKOK « BEIJING ¢« BENGALURU « BERLIN « BosTON « BRUSSELS « BUENOS AIRES « CHICAGO ¢ COPENHAGEN « DAL1As « DoHA « DuBal
DtsSELDORF « FRANKFURT « HEISINKI « HONG KONG « HOUSTON o ISTANBUL + JAKARTA ¢ JOHANNESBURG + Kuaia LuMPUR « Kyiv « LaGos « LONDON « Los ANGELES
MADRID « MELBOURNE  MExIico CITY « MIIAN « Moscow « MUMBAI « MUNICH « NEW DELHI « NEW YORK « OsLo « PALO ALTO « PARIS « PERTH « RIO DE JANEIRO
RiyADH « ROME ¢ SAN FRANCISCO + SANTIAGO  SAO PAULO ¢ SEATTLE « SEOUL « SHANGHAI ¢ SINGAPORE ¢ STOCKHOLM s+ SYDNEY  Tokyo « TORONTO
WARSAW o WASHINGTON, DC « ZURICH



