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Disclaimer and Copyright Notice 
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content provided by Webster Buchanan Research in this report, or for the results obtained from the 
use of such information or content. Your company assumes the entire risk of the accuracy of such 
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directors, officers, employees, agents, successors and assigns, be liable to anyone for any decision 
made or action taken in reliance on information provided in this report or for any indirect, incidental, 
consequential, special, or exemplary damages of any nature or kind whatsoever, including but not 
limited to lost profits or other economic loss related thereto, even if Webster Buchanan Research 
was aware of such damages.  
 
This report is copyright.  Except as permitted by the Copyright Act, no part of it may in any form or 
by any electronic mechanical photocopying recording or any other means be reproduced stored in a 
retrieval system or be broadcast or transmitted without the prior permission of Webster Buchanan 
Research.   
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Executive Summary 

With the corporate bonus culture under fire and productivity top of boardroom 

agendas, effective performance management is once again a business priority 
across the public and private sector. Yet many organisations measure and 
manage performance in a piecemeal way, often held back by inadequate 

infrastructure and the limitations of their performance metrics.  
 

This Briefing Paper assesses the practicalities of effective performance 
management in HR and payroll, and argues that: 
 

• There’s a gulf between management theory and common practice. In 
principle, performance management is a top-down discipline where 

board-level objectives provide the framework for activity across the 
company. In practice, it’s more often run as a series of discrete, 

disjointed activities 
• Taking a coordinated approach requires a reappraisal of your metrics; a 

coherent infrastructure to manage individual processes and workflows; 

and a vision that sees performance management as one component of 
an overall talent management strategy 

• A performance measurement system is only as strong as the metrics 
that underpin it, and many organisations continue to rely on yardsticks 
that are inward-looking and narrowly focused. For example: 

o In HR, conventional recruitment metrics focus on factors such as 
‘days-to-hire’ – which is important in its own right for trend 

analysis, but serves only a limited purpose unless it’s supported 
by metrics such as direct and indirect costs, quality of hires, or 
first-year retention rates  

o In payroll, cost analysis varies widely, accuracy metrics 
sometimes fail to assess the cause of errors, and assumptions 

around metrics such as quality of service can be misleading 
• While HR and Payroll functions rely heavily on benchmarks, they should 

be approached with some caution, taking account of a wide range of 

contextual factors that can make it hard to compare like with like. In 
addition, it’s not always worth making the investment to pursue ‘world-

class’ benchmarks: in many cases, ‘industry standard’ may be enough 
• The IT infrastructure that supports effective performance management 

needs to scale from individual employee assessment to enterprise-wide 

planning. Vendors’ capability varies in areas such as the richness of 
products and services they offer; how easily they can be adapted to 

meet customers’ specific needs; the ease of integration with other HR 
software or services; and the extent to which they’ve embraced the 
software as a service (SaaS) model  
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Part One: From principles to practicalities 

 
1.1 Coordinated Performance Management 
Among the many disciplines that make up a people management strategy, 
performance management stands out for one quality – the disarming variety of 

ways in which it’s perceived by the different participants.  
 
For individual employees, it can be seen as anything from a much-needed 

opportunity to step back and discuss their career development to a time-
wasting management fad. For line managers, it’s a discipline that in theory 

offers a practical framework for managing and developing team members, but 
in practice tends to be characterised by the size of their in-tray and the volume 
of appraisals they need to prepare for. For finance, it’s typically viewed through 

the lens of revenue or profit targets, with a specific focus on the links between 
performance, compensation and productivity. Even within HR itself, 

perceptions are often divided. Administrators may simply see it as another set 
of workflows to process, while senior HR management will see it as a critical 
component of their workforce management efforts.  

 
In fact, each of these interpretations provides only a glimpse of what effective 

performance management really means. In principle, it’s a top-down discipline 
designed to ensure that board-level objectives provide the framework for 
activity at every tier of the company, and that goals set at a divisional, 

departmental or personal level are aligned with the objectives of the tier 
above. Likewise incentives and rewards need to be defined and adjusted with 

those same top-level goals in mind. And in a high-performing organisation, it 
will be a two-way process: objectives may cascade down from the top of the 

organisation, but at each layer in the corporate hierarchy, constructive 
feedback will be pushed back up to help continually refine realisable goals. 
 

That’s the principle: the practice is a little different. The varying perspectives 
of the different participants ensure that performance management is less often 

approached as a comprehensive, organisation-wide discipline and is more likely 
to be run as a series of discrete, disjointed activities. The day-to-day minutiae 
of two employees comparing diaries to schedule an annual appraisal is so far 

removed from boardroom discussions about corporate objectives and 
capabilities that it’s hardly surprising the two are rarely connected. Nor is it 

surprising that between these extremes, the different activities relating to 
performance – particularly the incentives that encourage it and the 
compensation that rewards it – are often misaligned.  

 
Achieving some level of coordination between these different components isn’t 

easy, but there are some fundamental conditions that make the path a little 
smoother. Firstly, the belief that performance management is a coordinated, 
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organisation-wide discipline has to be embraced from the top down: it’s a 
mindset issue that requires buy-in at every level. This doesn’t require great 

strategic vision on the part of a junior employee about to undertake their first 
appraisal – but it does mean that everyone involved in the performance 

management cycle needs to be aware how each individual component fits into 
a bigger picture. 
 

Secondly, any performance management system is only as good as the 
measurement system that supports it. As we explain in Part Two, if the metrics 

used to assess departmental performance don’t reflect corporate requirements, 
whole swathes of employees can achieve high ratings for taking the 
organisation off course.  

 
Thirdly, it requires a supporting infrastructure that helps organisations manage 

and integrate the different processes and workflows that make up a 
performance management cycle, from the individual appraisal to the corporate 
goal. By automating many of the process steps, organisations can bake in a 

certain level of coordination (see Part Four). 
 

Finally, just as its various components need to be linked together, so 
performance management itself shouldn’t be approached in isolation as an HR 
discipline. Managing individual performance doesn’t stop at an appraisal – it 

continues through employee development, with training and learning 
opportunities identified during the review process, then executed and reviewed 

at the next formal assessment. Likewise, managing departmental performance 
incorporates team-based HR disciplines such as talent acquisition and 
succession planning. This holistic approach underpins an effective talent 

management strategy, and once again needs to be built on the foundations of 
a common mindset and a common IT infrastructure1. 

                                                      
1
 See ‘The new realities of talent management’, a report published by Webster Buchanan 

Research in December 2008 www.websterb.com/payrollstrategist 
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Part 2: Business-centric metrics in HR and Payroll 

 

2.1 Meaningful performance metrics: a universal issue 
If HR professionals feel a little bruised from the relentless barrage of advice 
they’ve received over the last decade about the need to adapt their metrics, 

they can take some comfort from the fact that as a profession, they’re not 
alone. Almost every business function – from finance to supply chain 

management to customer service – has come under pressure to adapt the way 
it reports on its performance and capability. Typically that means refining its 
operational metrics – the inward-facing measures that reflect how efficiently a 

function performs - and start developing metrics that are more meaningful to 
the broader business, which are often focused around how effectively the 

function contributes to business goals. 
 

Take the call centre industry – a world that’s particularly relevant to HR and 
Payroll shared services centres. While the sector’s image has improved as it 
matures – to the point where in some countries, a call centre role is deemed a 

prestigious position – it’s struggled to shrug off the traditional perception of 
scripted, unskilled labour methodically working through an unending queue of 

monotonous calls. Early industry metrics in customer-facing centres – some of 
which are still widely used – didn’t help the cause. Too many organisations 
focused on simplistic metrics such as call volume (how many calls an agent 

handles per hour) and call duration, pressurising employees to terminate 
customer calls as quickly as they could.  

 
Focusing on call volume may be a good way of improving call centre efficiency 
– which is an inward-looking metric – and could well be appropriate for 

scenarios where speed is important to the customer, such as answering a basic 
enquiry about store opening times. But it runs counter to an organisation’s 

broader objectives in any scenario where the customer experience matters. 
Someone who’s just spent £1500 on a television or PC, for example, is going to 
expect an agent to take the time to talk through any installation problems they 

have.  
 

Likewise, focusing on speed often comes at the expense of sales opportunity. A 
well-trained agent who engages with the customer may be able to identify 
upselling or cross-selling opportunities, which starts to turn the call centre 

from a pure corporate cost centre into a cost centre with potential revenue 
generation capability. In fact, someone who’s spent £1500 on a TV may be 

more inclined to pay an additional annual service fee if their first experience 
with a call centre is a positive one. 
 

In these cases, a far more nuanced set of metrics is required, borrowing from 
sales incentive schemes as much as from a conventional operations 
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environment. The metrics shift away from operational efficiency – speed and 
volume – to outputs, such as customer satisfaction ratings and leads 

generated. 
 

Similar trends apply to HR, and to a lesser extent, payroll. The HR community 
has traditionally been focused on inward-looking efficiency metrics – and even 
then, in many cases, has made a poor show of providing data on cost. For the 

broader business, however, what’s required is a mix of efficiency, cost-
effectiveness, and impact on business objectives.2 This is what Webster 

Buchanan Research terms ‘Workforce Business Impact Analysis’. 
 
 

2.2 Business-centric performance metrics in HR 
The shift from inward-looking, operational metrics to business-centric metrics 

resonates across the entire HR function. Take training, for example. At an 
operational level, measuring how many training courses have been delivered to 

the employee base provides one level of insight on training performance. 
Demonstrating which employees have been on what courses is also a core 
metric in highly-regulated industries such as pharmaceuticals, or to meet 

Health & Safety and other compliance requirements. And analysing the volume 
of training courses delivered versus cost – compared perhaps to historical 

performance – gives better insight into efficiency. 
 
These are largely quantitative metrics. A qualititative approach might involve 

getting employee feedback on the value of courses they’ve attended – again, 
something that’s made more meaningful if it’s combined with a cost analysis.  

 
Going a step further, a useful business-centric metric would be to assess 
whether the training has had any noticeable impact on the employee’s 

performance, both in the employee’s eyes and in their line manager’s. This is 
easier to do with knowledge-based or strictly vocational courses than it might 

be with softer skills-based training, but it takes the training measurement to its 
logical conclusion. 
 

Similar contrasts can be made in recruitment. Traditional recruitment metrics 
focus on factors such as time (‘days-to-hire’). This is important in terms of 

trend analysis – if the average hiring time slips significantly year-on-year, for 
example, it may be indicative of a problem with the HR or recruiting function, 
technical problems with a website or process problems among line managers. 

It’s also important as a barometer for individual hiring, particularly if extreme 
aberrations from standard (160 days to fill one middle-ranking job versus an 

                                                      
2
 See ‘People-based Business Intelligence’: from HR efficiency to business trend analysis’, a 

report published in July 2008 by Webster Buchanan Research, available at 

www.websterb.com/hcinsider       
 



W E B S T E R •••• B U C H A N A N •••• R E S E A R C H   

Webster Buchanan Research © 2010 9 

average of 70) help to identify specific people or process issues. But again, as 
performance metrics go this largely reflects operational efficiency – and only 

one dimension. Other useful operational metrics focus on factors such as: 
  

• Direct and indirect costs (including HR and line management time). This 
helps to highlight specific areas of recruitment where the resource drain 
is high, perhaps indicating that a fresh approach may be more 

profitable. It also provides useful context for analysis of the cost of 
employee attrition  

• The effectiveness of different channels to market in terms of both 
volume and quality of applicants generated  

• The cost of these sources, cross-analysed against volume and quality  

• How quickly new recruits became productive (a function of effective 
onboarding, the first post-recruitment activity) 

 
In addition, it’s possible to measure HR’s performance as a recruiter in the 
context of the business impact. For example: 

• What quality of people were hired? 
• What was the first-year retention rate (in other words, how many new 

hires left within the first year?) 
• What is the business impact of letting specific vacancies remain unfilled 

– is there an impact on productivity, for example, or customer service?  

 
 

2.3 Barriers to adoption 
HR has been relatively slow in making this transition to more business-centric 

performance management, although there has been significant progress in 
recent years. When Webster Buchanan Research surveyed 100 HR directors 
last year3, almost three in five (57%) believed they were providing the 

necessary level of business-relevant information to line managers and the 
board, although almost a third conceded that it needed to be significantly 

improved. As an example of the divide between operational and business-
centric reporting, 84% of respondents said they were good at reporting on the 
number of vacancies (an HR operational metric) but only 57% said the same 

about reporting the business impact of unfilled vacancies, such as the impact 
on productivity, with over a third (36%) describing themselves as average. 

 
Part of the problem is access to data, which in most organisations tends to be 
distributed across multiple systems, some of them manual. Almost four out of 

five respondents – 78% - agreed that “the difficulty of getting relevant data 
together undermines my reporting and analytical capability.” In addition, 62% 

                                                      
3
 
3
 See ‘From managing information to managing change: how HR is coping in today’s challenging 

economy’, a survey published in May 2009 by Webster Buchanan Research, available at 

www.websterb.com/hcinsider       
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of respondents said they do not have the software tools they need to do 
anything beyond basic HR reporting, and almost half agreed that even if they 

did have the right software tools to carry out more sophisticated reporting and 
analysis, they don’t have sufficient analytical skills within the HR function to 

take advantage of them (see Part 3). 
 
 

2.4 Understanding payroll performance 
The performance management equation in payroll differs markedly from HR, 

given the inherently transactional nature of payroll’s work. Here, the 
performance metrics that payroll has conventionally relied upon largely focus 

on operational expertise, and for good reason – payroll’s primary objective, 
after all, is to ensure employees are paid as accurately as possible, on time, in 
accordance with corporate policy and legislative requirements, and as 

efficiently and cost-effectively as possible. Core metrics therefore include 
timeliness (the percentage of pay slips delivered on schedule), compliance with 

both legislative and internal corporate requirements, and accuracy (percentage 
of pay slips produced without errors). For most mature payroll functions, the 
performance metrics for the first two – timeliness and compliance – are 

targeted at 100%, while accuracy is typically targeted at near-perfect (99.x%). 
 

In addition, payroll will typically deploy two additional metrics with a more 
business-centric perspective - the cost of delivering the payroll service, and the 
level of employee satisfaction with the quality of service provided by payroll.  

 
While at face value these metrics appear to be straightforward, in practice 

there are subtle but significant differences in the way that organisations use 
them to measure performance. Firstly, there are big variances in the 
components that organisations measure. Take cost. Some organisations 

measure cost simply in terms of payroll salaries and the fees paid to third 
party providers. But a comprehensive cost analysis should include all 

associated payroll employee costs (National Insurance, benefits, training etc) 
as well as additional support costs such as payroll-related IT (including 
hardware, software licenses, software maintenance fees) and telecoms costs. A 

more exhaustive analysis – useful more for strategic analysis than day-to-day 
operations - might also include time data collection costs outside payroll, and 

allowances for the one-off costs associated with implementing in-house 
systems or outsourced services. 
 

Secondly, the objectives enshrined in the metrics need to be seen in context, 
not as absolutes. Most payroll managers will take 100% compliance as a given, 

for example. But in some cases, it may cost more to make the changes 
necessary to comply with a legislative change than it costs to simply pay the 
associated penalty. This is not good practice – but on rare occasions, it might 

make good business sense.   
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Thirdly, metrics themselves can be misleading. If you ask an employee to rate 

the quality of service they received from payroll, their response may be 
determined less by payroll’s performance – speed of response, accuracy of 

answer, helpfulness – than by the nature of the answer they received. An 
employee who’s been told that they have misunderstood their overtime 
allowances and will receive less pay than they expected is unlikely to rank 

payroll’s service favourable, however good the quality. 
  

Finally, as with any measurement system, metrics should be viewed as a 
catalyst for change, not as a goal in their own right. When they’re measuring 
accuracy, for example, many organisations focus – reasonably enough – on the 

employee experience, measuring the percentage of pay slips generated without 
error, whether processed in-house or through an outsourcer. But this simply 

generates a statistic – and when performance goals are missed, the important 
issue is to establish why. That’s why some high-performing organisations 
introduce additional accuracy metrics such as the origin of payroll errors, which 

establishes whether responsibility lies with payroll, the outsourcer, or the 
business (for example, by providing inaccurate data or missing payroll 

deadline). By analysing the root cause of errors, payroll frees itself from blame 
for mistakes that were outside its control and more importantly, helps to point 
to potential data management and process improvements outside the function. 

 
This kind of contextual analysis can be extended in multiple ways. Take 

accuracy. Many HR and Payroll managers would contend that 99.x % accuracy 
is a reasonable target, but the resource and effort required to achieve that 
level of performance varies signficantly depending on the nature of the payroll 

function itself. The degree of automation and outsourcing is clearly a factor 
here: there’s a big difference between manually processing payroll and running 

it on a well-configured on-premise system, or handing processing over to an 
outsourcer. So is the size of the employee base: it’s easier to achieve 100% 
accuracy in a manual payment run for ten employees than for 100. Time itself 

is a factor, if measured in terms of qualified resource allocated to payroll 
processing – you can still achieve 100% accuracy in a 100-strong manual 

payroll run, but you’ll need to devote sufficient resource to it. In other words, 
while it might be desirable to achieve 99.x % accuracy, environmental factors 

mean it may not be achievable at an acceptable cost. 
 
Working with leading payroll practitioners, Webster Buchanan Research has 

identified nine different contextual factors that impact performance in this way. 
The findings form part of Webster Buchanan’s Payroll Performance Scorecard, 

a set of tools designed to help Payroll, HR and finance managers and other 
senior executives measure payroll efficiency and effectiveness.4 

                                                      
4
 See ‘Webster Buchanan’s Payroll Performance Scorecard, a toolset for measuring single country 

and multi-country payroll performance’, available at www.websterb.com/payrollstrategist  



W E B S T E R •••• B U C H A N A N •••• R E S E A R C H   

Webster Buchanan Research © 2010 12 

Part 3: New perspectives on benchmarking 

3.1 Putting benchmarks into perspective  
One other key concern in measuring HR and payroll’s performance is to ensure 

that the metrics are both relevant and contextualised. HR functions are 
accustomed to comparing their own performance against industry benchmarks, 
but these comparative exercises need to be handled with some care.  

 
To begin with, you need to ensure that you’re comparing like with like. 

Benchmarking your organisation against an average assumes similarities 
between all participants that may not actually exist. Size of employee base can 
distort metrics, for example - serving larger employee bases often enables you 

to enjoy economies of scale, which might be reflected in a smaller relative 
proportion of HR or payroll administrators.  Roles also differ – organisations 

split responsibilities differently between HR, Payroll, Finance and other 
functions, and the nature and volume of tasks undertaken will impact metrics 

such as cost and headcount.  
 
None of this is to say that comparisons with benchmarking are meaningless, 

but it’s important to assess whether any contextual issues are impacting 
performance against averages. 

 
 

3.2 Balancing cost and performance 
It’s also worth pausing to assess whether departmental objectives truly reflect 
corporate objectives. One key area is the difference between ‘world-class’ and 

‘industry standard’ metrics. If you take payroll accuracy, world-class 
performance might be measured as 99.98% accuracy, and industry-standard 

at something nearer 99%. HR and payroll managers might instinctively strive 
to deliver world-class performance – but for the business, the extra investment 
in resource required to improve the quality of service may not be justified by 

the return. This is particularly true if the errors being tackled are of negligible 
value to the employee – such as a small £5 error in an overtime calculation 

that can be adjusted in the following pay cycle.  
 
In these instances, corporate objectives may dictate that investment in 

improving performance needs to deliver a tangible business benefit – which in 
the case of forestalling a £5 error, it wouldn’t – and HR and payroll needs to 

align their own objectives to these goals. 
 
The same principles apply to employee service5. While instinctively HR and 

payroll employees will strive to provide rapid response to employee queries, 
both in terms of simple requests and complex cases, quality of service is 

                                                      
5
 See ‘Balancing cost and service quality in payroll’, a report published by Webster Buchanan 

Research in March 2009 www.websterb.com/payrollstrategist 
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determined in large part by the degree of investment in resource.  It may be 
irritating for employees to have to wait longer for their queries to be tackled 

than they would like, but if expectations are managed upfront and the end 
result is accurate, the damage to the employee experience will be limited.  

 
 
 

Part 4: The IT infrastructure 

 

4.1 Individual performance management  
Just as effective performance management is built on a layered model that 

scales up from individual employees to the boardroom, so the infrastructure 
that supports it can best be viewed in different tiers.  

 
At an individual employee level, the software and services that support 

performance management are typically designed to automate administration of 
the appraisal process and help capture the outputs. Capabilities include: 
 

• Individual objective setting, carried out not as a standalone exercise but 
in the context of departmental, divisional and corporate objectives 

• Management of 360 degree reviews, bringing together formal feedback 
from managers, peers, direct reports and individuals who regularly 
collaborate 

• Managing relevant personal data, such as recording notes of appraisal 
meetings. The capability of different software and services varies, but 

this will usually be done either by submitting data through an online 
form or by attaching documents (such as PDF summaries). Either way, 
entering data online during the appraisal process itself may prove 

intrusive, and these outputs are often entered after the event  
• Pre-populated forms to reduce data entry 

• Automated workflows that drive the appraisal process, including 
reminders for when appraisals are due and sign-offs  

• Triggers to lauch related events – for example, alerting the HR/training 

department when a development need is identified during an appraisal  
 

Much of this capability is underpinned by employee and manager self-service. 
Self-service enables employees and managers to access parts of the HR 
system over the internet to retrieve information – such as benefit entitlements, 

past pay history or vacation days - and carry out transactions, from changing 
their bank account details to uploading information. This infrastructure is also 

the enabler for managers and employees to upload and view performance 
management data and related information6. 

                                                      
6
 See ‘Beyond Efficiency: building a broader business case for HR self-service’, a report published 

by Webster Buchanan Research in November 2007 www.websterb.com   
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In addition to their functional capability, performance management systems 

can be differentiated by characteristics such as: 
• Ease of configurability, meaning that the system can be adapted to meet 

the specific needs of your organisation or individual departments 
• Quality of reporting tools for individual and aggregated performance, 

including the breadth of pre-packaged reports and the ability to provide 

custom-built and ad hoc reports 
• Flexibility: some heavily-featured systems carry a heavy administrative 

overhead, so there may be a pay-off between functionality and ease of 
maintenance 

• Scalability to handle increasing volumes of employees – or conversely, 

to manage a decreasing employee population in a cost-effective way 
 

 

4.2 The bigger picture 
Just as effective performance management is a combination of individual 
measurement exercises and corporate initiatives, so the supporting IT 
infrastructure needs to link the individual to the wider organisation. Ease of 

integration with other HR software or services - including employee 
development and training, succession planning and competency systems – is a 

key factor. Data and process integration may be pre-built where performance 
management capability is included as part of an integrated HR management 
system: providers may also offer pre-built integration to third party software 

and services, including hosted services (see Part 4.3) 
 

In addition, part of the value in performance management comes not from the 
gathering of data, but from the way it’s distributed. Over the years, the 
software industry has developed a number of techniques to better distribute 

information to managers and employees, including executive and employee 
dashboards that provide snapshots of information about individual, 

departmental and corporate performance and enable recipients to drill down 
for more detail, subject to permission settings. In some cases, these systems 
will generate alerts to team leaders and senior executives when pre-set 

performance parameters are breached.  
 

This kind of performance management, based on a combination of near real-
time data and trend analysis, marks a huge step forward from traditional 
management reporting that relied primarily on production of monthly reports. 

It also provides a means of incentivising employees: if you see a personalised 
performance snapshot each time you access your employee portal, it has far 

more immediacy and impact than a quarterly review. 
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4.3 Hosted services 
As well as providing performance management software as a conventional on-

premise software system, a growing number of vendors now offer the 
capability as a hosted service, otherwise known as software as a service 

(SaaS). A form of software outsourcing, in a SaaS set-up the vendor runs and 
manages the software on its own IT infrastructure, while the customer 
accesses it over the internet to use in the same way it would work with an in-

house server. As well as removing IT hassle, this approach has the advantage 
of enabling customers to spread the cost of purchasing software, compared to 

a typical on-premise project which typically involves a large upfront licence fee. 
 

SaaS does not need to be an either/or option: performance management 
software can be provided as a standalone service, integrated with a 
conventional HR Management System. 
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