DOCUMENT RESUME
ED 326 697 CE 056 528

AUTHOR Palmer, Teresa M.

TITLE Human Capital: Current Status in tae Fortune £00.

PUB DATE 1 Nov S0

NOTE 15p.; Paper presented at the Annual Meeting of the
American Association for Adult and “ontinuing
Education (Salt Lake City, UT, November 1, 1950).

PUB TYPE Speeches/Conference Papers (150)

EDRS PRICE MFO1/PCO1 Plus Postage.

DESCRIPTORS Adult Education; Continuing Education; =Corporate
Education; Educational Research; Education Work
Relationship; Employer Attitudes; Industrial
Training; Inplant Programs; *Labor Force Develcpment;
=Hanufacturing Industry; =On the Job Training;
Questionnaires; =*Service Occupations

ABSTRACT
An exploratory study examined what the largest and

, most successful manufacturing and service companies in the United
States are doing to address human capital needs through training and
development. A questionnaire was sent to 168 firms from the service
sector and 165 from the manuiacturing sector, as identified by
nFortune"; 81 responded. Findings indica.ed that few organizations
relied on a wholly centralized training function (only 6.5 percent or
service ana 8.6 percent of manufacturing firms). Considerably more
firms reported wholly decentralized training (17.4 percent of service
and 31.4 percent of manufacturing firms). The most common arrangement
was to have both (76 percent of service and 60 percent of
manufacturirg firms). B cle¢. majority of both reported the existence
of a separate training department. Responses indicated that human
resource planning was done at all levels from chief executive officer
and corporate staff to line management. Almost identical percentzges
from the service and manufacturing sectors, 68.S percent and 68.6
percent respectively, indicated that their firms had formal policy
statements recognizing human resources as an essential corporate
asset. Data were collected on kinds of training provided, delivery
systems, and time spent on training. (The questionnaire and 30
references are appendad.) (YLB)
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HUMAN CAPITAL: CURRENT STATUS IN THE FORTUNE 500

Introduction

During the last five years, the press (business and popular) has devoted
increasing attention to the state of the American business and its labor
force. It would be difficult for any literate adult to be unaware of the
collective concern being expressed by business, labor, economists, various
organizations, and the government about the current and future state of human
capital in the United States of America.

What is human capital and what does it mean to invest in it? What are
the factors which affect the labor force needs? What are current labor force
needs? Do we know what future labor needs will be? What is being done to
meet current and future needs? This paper focuses on what is being done to
address human capital needs by America's largest manufacturing and service
companies.

Related Literature

One of the measures commonly used to assess the health of an economy is
its productivity--the value of the goods and services produced--and more spe-
cifically, the growth in that productivity. Historically, economists have
identifiad the factors of production as land, labor and capital; and increases
in produc*ivity have resulted from varying the quantities of these factors
used in production.

From early agrarian times to the present, it has been understood that
investments made to improve the quality of the land (crop rotation, fer-
tilization, drainage, conservation practices, etc.) result in higher yields.
Similarly, the historical expziiances of the industrial revolution demonstrate
clearly that investments in technology and better tools and equipment can also
result in dramatic increases in productivity. Productivity increases trom
labor have traditionally resulted from the addition of more units of labor
(raw labor) and, more recently, from hiring more skilled labor. Investment in
the development of labor skills has been primarily individual investment, with
the returns from that investment accruing to the individual in the form of
higher ¢arnings.

It wasn't until the 1960s and 1970s that economists focused much atten-
tion on the development of human capital. The importance of human capitail
investment has been extensively documented (Schultz, 1981; Becker, 1975;
Mincer, 1970). Schuitz (1981) recognized that "natural rascurces, piiysical
capital, and raw labor are not sufficien* in developing a highly productive
economy. A wide array of human skills are essential...without them the econo-
mic prospects are bleak." Investment in human capital is the commitment of
resources in those "activities that influence future monetary and psychic
income by increasing the resources in people...[that will] improve skills,
knowledge, or health" (Becker, 1975). Two of the activities which contribute
to the acquisition ot human capital are education ard training. Education
includes schooling which precedes entry to the labor force and that which
occurs while individuals are part of the labor force. It may be paid for by
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the individual, the employer, or another entity. Additionally, most employers
offer "training in conjunction with the production of goods" (Becker, 1975).

Rice (1989) presented empirical evidence that the distribution of physi-
cal capital in U.5. manufacturing is more complimentary to human capital in
the form of educated labor than to raw labor (uneducated labor). Companies
seeking locations for new facilities make no secret of the fact that one of
the important requirements of a good site is access to an adequate pcol of
well-educated, trained laber.

Workplace learning is recognized today as a major contributor to growth
in productivity. In the period from 1980-1990 such learning was responsible
for more than a 1% increase in the national product, a greater share than ny
other individual factor. Employers spend $210 billion per year in training
and development, $30 billion of that on formal training programs. Employee
training by employers is the largest delivery system for adult education in
the United States (ASTD, 1986). Approximately 30% of workplace training
goes to the technical workforce, which comprises about 18% of the total
American workforce (McKenna, 1990). Management today recognizes that
training, both technical and non-technical, is an essential part of corporate
strategy. In addition to apprenticeship and technical training, Ford prepares
for the launch of 2 new vehicle or component by using a launch training team
which begins work two years before that launch (McKenna, 1990).

The current business and social environment has significantly increased
pressures to address concerns about the adequacy of our human resources.
Demographic projections indicate that the U.S. population in 2080 could be
smaller than it is today. Three-quarters of Americans who will be working in
2000 are aduits today, but nearly a third of them may be deficient in basic
skills (Rhodes and Horner, 1990). Almost two-thirds of the new entrants to
the 1abor pool in the next 10 years will be women. Only abcut 15% of new
entrants will be white nales. The remainder will come from a variety of
racial and ethnic minorities. (Cross, 1989).

One of the most serious problems facing the changes ahead is the mismatch
between future jobs and the people available to fill them. It is estimated
that 30% of new jobs in the year 2000 will require college degrees compared to
22% of current jobs. The functional 1iteracy rate among adults is PU. today
and approximately one million teenagers drop out of school each year, 70% of
them functionally illiterate (Cross, 1989). The U.S.. is replacing jobs at the
rate of about 10% a year and the half-l1ife of useful information in technical
fields is about 5 years (Rhodes and Horner, 1990). Current expenditures on
training made by the business sector are significant b.: not enough to meet
our societal needs. Bishop's (19£9) empirical study states that employers
provided training for two kinds of skills, general and specific. General
skills raise the employee's skills both within and outside the organization,
while specific skills raise productivity within the organization. The study
suggests that the training firm can accurately measure the amount of general
training received by its worker, but that other employers cannot. One of the
results of this is that there is a tendency to underinvest in general training
which is positively related to the separation rate and related negatively to
the ability of other firms to predict the amount of general training provided.
Workers themselves underinvest in' the training because their discount rate is
high and the higher returns that they can expect to receive from additional
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training are taxed at higher rates. From society's point of view, both
employers and employees underinvest in training.

If we, as a nation, are to remain productive and capable of surviving ir
the competit:ive marketplace of the future, one of the things which will be
essential to success is major commitment to the development of human capital.
Training is essential if our labor force is to be abie to adapt to changing
workplace needs.

This exploratory study was conducted to address the research question,
What are America's largest and most successful manufacturing and service
companies doing to address human capital needs through training and deve-
lopment?

Population and Sample

The population included the largest 500 manufacturing and service firms
as identified by Fortune. A sample, consisting of six service industries and
eight manufacturing industries, was selected to represent a cross-section of
each sector. The largest 30 firms (or all if there were fewer than 30) in
each seiected industry were selected. Total sample size was 333 firms, 168
from the service sector and 165 from the manufacturing sector.

Data Collection

A questionnaire was developed to generate data on the importance of
training within the organization. Kinds of training done, delivery systems
used, decision-making about training, quantity of training provided, and
expenditures on training and development. The questionnaire was reviewed by a
group of professionals in human resources and communications and their feed-
back was used to revise the questionnaire. The revised questionnaire,
(Appendix A) with a cover letter and a self-addressed, postpaid return enve-
Tope was mailed to the Director of Human Resources at each of the 333 firms.

Data Analysis

07 the 333 questionnaires sent, 81 were returned within the time 1limit
in usable form, for a total return rate of 24%. The overall return rate from
the service sector was 27% with the individual return rates within industries
ranging from 14% to 48%. The overall return rate in the manufacturing sector
was 17%, with the industry return rates ranging from 13% to 30%. Data from
the returned questionnaires were analyzed using both quantitative and qualita-
tive techniques. Quantitative techniques included sums, percentages, and
ranking of frequencies. Qualitative analysis was used on the responses to
open-ended questions and included symbol counts and identification of similar
themes. Return rates were too low within industries to aliow for inter:.i-
dustry comparisons.

Findings

The data in Table 1 clearly indicate that few organizafions rely on a
wholly centralized training function. Only 6.5% of the service firms and 8.6%
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TABLE 1
Administration of Training within the Organit.tion

Centralized Decentralized Both
n  Number/Percent _ Number/Percent  Number/Percent
A1l Service 46 3 6.5% 8 17.4% 35 76.1%
A1l Manufacturing 35 3 8.6% 11 31.4% 21 60%
Combined 81 6 7.4% 19 23.4% 56 69.1%

of the manufacturing firms reported such an arrangement. Considerabiy more
firms reported wholly decentralized training, including 17.4% of service firms
and 31.4% of manufacturing firms. By far the most common arrangement for the
administration of training within organizations was tc have both centralized
and decentralized training. Seventy-six percent of service firms and 60% of
manufacturing firms reported such an arrangement. When the data from the two
sectors was combined, 7.4% indicated that training was a centralized furction,
24.4% showed training as a decentralized function, and 69.1% reported both
centralized and decentralized training activity.

A clear majority of firms in both the manufacturing and service sectors
reported the existence of a separate training department, as siown in Table 2.

TABLE 2
Sep.rate Training Department

Yes No
Service 84.8% 15.2%
Manufacturing 73.5% 26.5%
Total 80% 20%

Eighty-four percent of service firms and 73.5% of manufacturing firms indicated
such an arrangement. When the sectors were combined, 80% indicated the
existence of a separate department responsible for training while 20% lacked a
separate department. Twenty percent of all firms responding reported that

they did not have separate training departments, including 15.2% of the ser-
vice firms and 26.5% of the manufacturing firms. In the service sector, the
enly industry having more than one firm without a separate training department
was the utilities industry. In the manufacturing sector there were two
industries with multipie respondents indicating no separate training depart-
ment, chemicals and the food and beverages.

Of those organizations with separate training departments, the
overwhelming majority report to the vice presidential level, with some
reporting to the senior vice presidential level. A few reported to the head
of the company or division, and a few to an assistant vice president, director
of HRD, director of personnel, direct~r of management development and suc-
cession planning, or manager (level urspecified;.




Responses indicate that human resource planning is done at all levels
from CEO and corporate staff to 1ine management, with many firms indicating
that HR planning is a function in which many different levels are involved.
There did not appear to be any distinguishing trends in responses which dif-
ferentiated among industries or between the manufacturing and service sectors.
The one ccmmonality across all categories was the high rate of participation
at the vice presidential level or above.

Almost identical percents of respondents from the service and manufactur-
ing sectors, 68.9% and 68.6% respectively, indicated that their firms had
formal policy statements recognizing human resources as an essential corporate
asset (see Table 3). If respondents are representative of all large manu‘ac-
turing and service companies, these figures suggest that almost ona-third of
our large corporations have not yet formally recognized the value of human
capital to the extent of incorporating it in their formal written policy
statements.

TABLE 3
Formal Policy Recognizing Human Resources
as an Essential Corporate Asset

n Yes No
Service 45 68.9% 31.1%
Manufacturing 35 68.6% 31.4%
Both 80 68.8% 31.3%

Nine of the 13 industries included in the study had more than half of the
firms responding indicate that their corporate policy related to human resour-
ces changed within the last five years. Several themes emerged from the com-
ments on the nature of human resource policy changes:

1. Increased recognition of the importance of human resources to the
achievement of business goals;

2. More decentralization in human resources decisions;

3. More formal policy statements related to human resources;

4. Increasing recognition that human resources is an important element
to strateyic.planning;

5., Elévated reporting status of the human resource function.

Sample responses to this question (question 6, Appendix A) included:

“Will be regarded as an essential aspect of the corporate business
team."

"Decentralized, instituted fiexible benefits."”

"Developed strategic HR plan, HR Director elevated to report to
Pres. of Div."

"Significant increase in use of HR for strategic planning."

"places additional responsibility on operating companies to make
development happen and to set aside resources for T & D,




"pefinitive statement re: importance of HR to achieving our business
goals."

nWe actually developed a policy statement that relates to all key
areas of HR--staffing, comp. & benefits, T & D, etc.--we never had a
written policy prior to that."

uMore awareness on value of people in achieving corp. goals."
Of the total responses to the question “Do }ou anticipate that it [corporate
policy] will change in the near future?," 52.6% said yes and 47% said no.
Ther» was little difference between the manufacturing and service sectors.

Table 4 shows the kinds of training provided most often in the service
and manufacturing sectors. Percents reflect the percent of those responding

TABLE 4
Kinds of Training Provided

Service Manufacturing Both
New Employee Orientation 95.7% 74.3% 86.4%
Current Job Needs 91.3% 77.1% 85.2%
Preparation for Organizational Change 41.3% 54.3% 46.9%
Customer/Client Relations 87.0% 65.7% 77 .8%
Employee Involvement 43.5% 51.4% 46.9%
Future Job Needs 32.6% 43.9% 37.0%
Personal Develcpment 80.4% 65.7% 74.1%
Technological Change 80.4% 68.6% 75.3%
Global Marketplace 17.4% 31.4% 23.5%
Other 6.5% 20.0% 12.3%
Respondents could check more than one catgory.

to the questien who indicated offering the kind of training for each sector
and then for both of the sectors combined. It appears that the manufacturing
sector provides slightly less training overall than the service sector in most
categories.

The decision about what training an employee will engage in is made in
very similar ways in the service and manufacturing sectors, as shown in Table
5. Most commonly it is a joint decision, with the next most common being a
decision made by the supervisor. The third most common arrangement was for
the employee to make the decision to engage in training.




TABLE 5
Who Makes the Training Decision

Service Manufacturing Both
Employee 37.8% 34.4% 36.4%
Superviso: 51.1% 46.9% 49.4%
Management 22.2% 31.3% 26.0%
Training Department 22.2% 21.9% 22.1%
Joint Decision 71.1% 75.0% 72.8%
Other 4.4% 3.1% 3.9%
Mor2 than one response was possihle.

A1l industries used a wide varivty of delivery systems to provide
training for their employees (see Table 6), with six of the seven kinds of
programs identified on the questionnaire offered by more than half ov the
respondents in both manufacturing and service. Almost all firms in both sec-
tors reported offering programs developed in-house. College/university
tuition reimbursement programs were also very common, although the manufac-
turing sector was almost twice as likely to offer in-house college/university
programs as the service secter. In addition to delivery systems identified in
the questionnaire, respondents identified executive development programs at
university centers, vocational/technical training, comouter-based training,
and self-study programs as belonging to the "other" ci .egory.

TABLE 6
Delivery System for Training by Sector

Service Manufacturing

Rank % Using Rank % Using

Programs Developed In-house 1 95.7% 1* 96.8%

College/University Tuition Reimbursement 2  89.1% 1* 96.8%

Purchased Programs, Delivered In-housf 3  78.3% 5 83.9%

External Consultant 4 73.9% 4 87.1%

Custom Training-Vendor 5% 69.6% 6 80.1%

Open Enroliment Programs - External 5% 69.6% 3  93.5%

College/University In-house 7 28.3% 7 48.4%
*Tied for rank.

Responses to the question 2sking how much is spent on training were dif-
ficult to analyze, as expected. The most common response was "no response.”
The next most common was that the answer was "unknown.® A variety of explana-
tions for this lack of data were offered, including:

"data untracked--each department pays for own training our of their
operations budget (no separate line item)."

Centralized training budget is microscopic but doesn't reflect amount
actually spent.”

“No specific data."




"because of decentralization HR doesn't track what depts. do."
"have not been tracked."

Several respondents indicated that the information was confidential. Of those
who provided a measure of spending for training, figures ranged from .1% of
sales to 1% of revenues, from $420 per empioyee per year to $1,000 per
employee per year, to 1% of departmental budgets. It was apprrent that there
is no uniformity of reporting of such figures within firms.

The average annual number of days of training per employee, by industry
and sector are presented in Tables 7 and 8. Responses from both open-ended
categories were omitted from the calculation of the industry averages. Within
the service industry, the range extended from 2.55 in the utilities industry
to 6.00 in the retailing industry. That range was even wider in the manufac-
turing sioctor, from 2.00 in the pharmaceutical induscry to 6.00 in the
industrial industry. Clearly there is a great deal of variation in the
average quantity of training provided te employees among industries. The

TABLL 7

Average Annual Days of Training Per Employee
Service Sector

Industry X (days)
Insurance 5.14
Recailing 6.00
Transportation 5.50
Utiljties 2.55
Service 4.89
Financial 3.67
A1l Service 4,63
TABLE 8

Average Annual Days of Training Per Employee
Manufacturing Sector

Industry X (days)
Chemicals 5.20
Computers 3.00
Food & beverage 5.43
Industrial £.00
Pharmaceutical 2.00
Publishing 5.00
Textiles 5.00
A11 Manufacturing 4.52

ok
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figures shown for "all service" and "all manufacturing" were caiculated using
the means for the industries within each sector. The numbers -suggest that
there may be a difference between the two sectors in the investment in human
capital in the form of training.

Conclusions and Implications

This study raises far more questions than it answers. That is a function
of both the exploratory nature of the study and the relatively small number of
~esponses. There are two general conclusions which appear to be warranted by
the data:

1. We are in a *time in which corpcrations have been and are in the pro-
cess of re-evaluating the importance of human capital to the
achievement of organizational goals. The recognition of that
inci-eased importance is shown through changes in policy statements
and higher levels of reporting for the human resource area within the
organization.

2. Formal mechanisms for identifying and tracking investments in human
capital investments are sketchy at best in most industries.

Additionally there are several implications suggested by the data which would
require further studies to substantiate, including:

1. The administration of the training function appears to be more
decentralized in manufacturing than in service.

2. Manufacturing appears to provide more training linked to future job
needs than service.

3. The service sector appears to provide more training per employee than
the manufacturing sector.

Further examination of these and other issues raised or suggested by this
study should provide information useful to corporatioas, industry groups,
labor, providers of education and training, ard society in general for deter-
mining how well we are meeting the challenge of today's competitive world
marketplace.
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APPENDIX A
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TRAINING & DEVELCPMENT QUESTIONNAIRE

Please answer the foilowing questions about training and development within
your organization,
Is training activity __centralized __ decentralized __beth

Does your organization have a separate department responsible for training?
__yes __ no

To what level does the training department report?

At what ievel is human resource planning done?

————

Does your organization have a fermal policy which recognizes human resour-
ces as an essential corporate asset? __yes __ no

Has corporate policy related to human resources changed within the last S
years? __yes _ no

Please comment on the nature of these changes

Do you anticipate that it wiil change in the near future? ___yes no

Piease comment on the nature of expected changes

For which of the following does your company provide (or pay for) training?
(check all that apply)
____orientation to company for new employees

current job needs (skills and knowledge)

preparation for organizational change

customer/client relations

employee involvement

future job needs

personal development for employces

training related to technological change

training related to competing in a glcua) marketplace
other - s:ease specify

———
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9.

10.

11'

12.

Who makes the decision about what training an employee will engage in?
the employee

the employee's supervisor

management

tratning department

it 1s a joint decision
other (please specify)

1

Which of the following methods does your company use to deliver training te
its employees? (check 311 that apply)
_____programs developed in-house
purchased programs, delivered by your staff in-house
customized training purchased from vendor
external consultant
send employees to open enroilment programs
college/university credit programs offered in-house
—_college/university tuition reimbursement prcgram
other {specify)

.

i

||

Approximately how many days annually is the average employee engaged in
training and development activities?

less than 1 day

1 to 3 days

3 to 5 days

% to 7 days

7 to 9 days

9 to 11 days

11 to 13 days

13 or more days Approximate number of days __

i

1

what percent of revenues are spent annually on the training and development
of human resources in your company? Use whatever terms your organization
uses to report such data.

Thank you very much for taking the time to complete this questionnaire. If
you would like to receive a .inmary of the data analysis, please provide a
mailing address below.

Teresa H. Palmer

Business Educatfon & Administrative Services
I114nois State University

Normal, IL 61761

13




BIBI.IOGRAPHY

ASTD. (1986). Serving The New Corporction. The American Society for Training
and Development, Alexandria, VA.

ASTD. (198S). Training America: Learning To Work For The 21st Century. The
American Society for Training and Development, Alexandria, VA,

Becker, G. (1975). Human Capital: A Theoretical and Empirical Anaivsis, with
Special Reference to cducation, second edition. The University ot Chicagu
Press, Chicago.

Blaug, M. (1970). Economics of Education, second edition. London.

Canabal, M. »~d tarson, D. (1990}. Teenager's labor force experience. Paper
presented at the Annual Meeting of the American Council on Consumer
Interests, New Orleans, March.

Cross, L. (1989). The changing workforce. Graphic Arts Monthly, 61(6), 38-45.

D'Amico, R. (1984). Does employment during high school impair academic
progress. Sociziogy of Education, 57, 152-163.

Greenberger, E. (1986). The perils of teenage employment. U.S. News and World
Report, 101, 94.

Greenberger, E. and Steinberg, L.D. (1986). When Teenagers Work. New York:
Basic Bocks, Inc.

Hallet, J.J. (1987). Our most important asset? Personnel Administrator,
32,(12), 22-25.

Klein, E. (1990). Tomorrow's work force. D&B Reports, 38(1), 30-34.
Lloyd, T. (1589). Winning the budget battle. Training, 26(5), 55-62.

Manzi, P. (1987). Job stress in teenage employment. Vocational Educational
Journal, 62, 20.

McKenna, J.F. (1990). Take the 'A' training. Industry Week, 239, 22-29.

McNeil, L. (1984). Lowering Expectations: The Impact of Student Employment on
Classroom Knowledge. Madison, WI: Wisconsin Center for Educational
Research.

Meyer, K.A. (1987). The work commitment of adolescents: Progressive attach-
ment to the work force. Career Development Quarterly, 36, 140-147.

Mincer, J. (1970). The distribution of labor incomes: A survey with special
reference to the human capital approach. Journal of Economic Literature,
8(1), 1-26.

National Manpower Institute (1978). Mork and Service Experience for Youth.
Work-Education Consortium. Washington, D.C.: U.S. Government Printing
Office.




13

National Panel on High School and Adolescent Education, (1976;. The Education
of Adolescents. Washington, D.C.: U.S. Government Printing Office.

Peters, J.F. (1987). VYouth, family, and employment. Adolescerce, 22, 465-473.

Rhodes, F.H.T. and Horner, L.D. (1990). Education, human capital, and the
public agenda. Chief Executive, 50-54,

Rice, G.R. (1989). Capitol-skill complementarity and the interregional distri-
bution of human capital in US manufacturing. Applied Economics, 21(8),
1087-1098.

Schultz, T.W. (1981). Investing in People: the Economics of Population
Quality. University of California Press, Berkeley.

Stein, B. (1990). Human capital: A chilling fable for America. Business
Month, 135, 10-11.

Stein, J. (1989). The high cost of not training. Computerworld, 23, 124.

Steinberg, L.D., Greenberger, E., Garduque, L., Ruggiero, M. and Vaux, A.
(1982). Effects of working on adolescent development. Developmental

Psychology, 18(3), 385-395.
The Fortune 500. (1989). Fortune, 119(6), 380-383, 386-387, 389, 392-393.

The Service 500. (1989). Fortune, 119(9), 360-361, 370-371, 358-359, 382-385,
376-379.

UNESCO (1968). Readings in the economics of education. United Nations
Educational Scientific and Cultural Organization, Paris, France.

Williams, F.L. and Prohofsky, S. (1986). Teenagers' perception of agreement
over family expenditures, employment, and family life. Journal of
Adolescence, 15(3), 243-257.




