28

UNIT 3 METHODSAND TECHNIQUES OF
DEMAND MANAGEMENT

Objectives
After going through this unit, you should be able to:

[ the concept of human resource forecasting and the various factors contributing to
demand forecasting,

[ the issuesin demand forecasting and its relevance to the factorsinfluencesto
change,

[ the various techniques used in forecasting human resource requirements, and
[ the creation of an HR/staffing plan.
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3.1 INTRODUCTION

In this unit, the focusis on the understanding of business shiftsin adynamic
environment and, on the basis of such shifts, preparation of estimates of human
resource needs. An understanding of the trends and an estimation of the needs of an
enterprise provide possible cluesto planners on the future, and thereby enablesthem
to take suitabl e steps to bridge the gap between demand and supply. In the absence of
any systematic work in this area, an organisation may face surprises and therefore be
unable to face challenges. The absence of the right resources at the right time, may
prohibit the accomplishment of corporate plans, and also lead to losses because of the
organisations’ inability to cash in on opportunities.

Forecasting of demand of human resource needsisthe first and most important step in
any human resource planning process. This step resultsin an estimation of staffing
requirement of an organisation, for both the short and long term and is, therefore, the
foundation of the planning activity. Here, both the quantitative aswell as qualitative
aspects of human resource requirements are dealt with.

It is pertinent to note at this point that demand forecasting is not avery accurate
exercise over along-term period. For short range planning of lessthan ayear,
afairly accurate forecast is perhaps possible. No processes or techniques exist that
can take into account all the parameters and circumstances required for accurate
long-term estimation of manpower needs. Dynamic business circumstances, rapidly



changing technol ogies and their impact on products and methods of production, Methods and Techniques of
political and social changes and ever increasing competition keep changing the set of Demand Management
circumstances assumed at the time to forecast. Exhibit 1 illustrates the set of

assumptions that a human resource planner has to make at the time of demand

estimation.

In the 1980s, because of international economic competition, staffing planning had to
reorient its contribution to organisations, focussing more on reducing staffing levels
and building in a capacity for flexibility and change. The 1987 report of the

Staffing Services Commission (UK) emphasised  competence, commitment and the
capacity to change’ and drew little on the traditions of staffing planning. More
realistically, therefore, the state of contemporary staffing planning will have
restructure itself and reorient its own values and approach to the regulation of
employment. In a 1990 study, it has been reported that organisations ‘ prefer neither to
use the term “staffing” nor to return to the large and el aborate planning documents
produced by head offices adecade age' . Many organisations are placing the
responsibility for staffing planning with production line managers while maintaining
strategic hold and direction at corporate level as against the earlier practice of
centralised and specialised staffing planning. You will appreciate, no doubt, that
thisis consistent with some of the supposed moves towards human resource
management in general.

Now let uslook at the nomenclature, HR Planning. Traditional practices are giving
way to flexible staffing use, novel formsand contracts of employment, together with
innovative approaches and succession planning. Doestheterm “HR Planning” capture
the essence of contemporary and HR Planning? Bennison and Casson (1984) do not
seem to think so. According to them, planning ‘ belongsto the world of calculation,
computersand big bureaucracies . Many theories recommending that organi sations
seek to devel op strategies and policies that address * [abour shortages and cultural
change rather than hierarchical structures, succession plans, and mathematical
modelling’ (Cowling and Walters 1990: 3).

3.2 HRFORECASTING

What is certain isthe uncertainty of the future. Astime passes, the working
environment changesinternally aswell externally. Internal changesinthe
organisational environment include product mix and capacity utilisation, acquisition
and mergers, and union-management rel ations among many other areas. Changesin
the external environment include government regulations, consumerism, and
competence levels of employees, among ahost of other factors.

HR plans depend heavily on forecasts, expectations, and anticipation of future events,
to which the requirements of staffing in terms of quality and quantity are directly
linked. Uncertainty adds complexity of forecasting. However, change does not obviate
the need for staffing planning, though thisisthe argument raised by those who oppose
the concept. Where the futures are certain, there would be no need to plan.
Justificationsfor planning arethreefold:

[ Planning involves devel oping alternatives and contingency plans.

[ Aslong as survival and success are the main objectives of any enterprise, the
uncertainty future is no excuse for not trying.

[ Science has developed alot of knowledge for the use of mankind. Scientific
management has devel oped operations reearch techniques and statistical methods
to predict the future with accuracy and reliability.
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3.3 FORECASTING DEMAND FOR EMPLOYEES

Economicfactors: Ashusinessisan economic activity, forecasts must consider
economic aspectslike per capitaincome, employees’ expectations of wagesand
salaries, cost and price of raw materials, inflation rate, etc. Fiscal policiesand
liberalisation of tradewill al so influence requirements.

Social factors: Here, we consider the expectations of existing and potential employees
on wages, working condition and government regul ations and future trendsin political
influences and public opinions.

Demographicfactors: Decisively influential upon future requirements, theseinclude
availability of youth, training facilities, women in the active labour force, sex ratio,
facilitiesfor professional education, incomelevel, education/literacy, etc.

Competition: Competitorsstrategies, including advertising, quality of product,
pricing, and distribution influence future staffing in avariety of ways. For
example, if we can only preserve our market share by improving the quality of our
product, we may have to employ conpetent R & D engineersto tackle the product
design.

Technological factors: Technology hasto be statge of the art if company isto survive
the competition. Technology, both in terms of quality and extent to which it isused,
will determine the capital and labour force requirements. Given that our future staffing
needs obviously depend on expected trendsin technology, ‘ technol ogy forecasting’ has
becomeaspecialist field in modern management.

Growth and expansion of business: Future growth and expansion planswill affect
future staffing requirements. Growth is possible through:

I Product diversification
I Increased capacity of production.

Expansion plansareexecuted through:

I Merger

I Acquisition

I Joint venture participation

I Formation of horizontal and vertical integration

I Establishment of national and international value chains.

All these activities require additional staffing with right qualitiesin the right numbers
at theright times.

M anagement philosophy/L eader ship: Top management ultimately decideswhat
levelsof staffing are required. The philosophy of the top management will largely
determinethe policiesthat inform decisions on future staffing needs. In many
developing countries, thereare* public-sector enterprises’ and ‘ private-sector
enterprises . The public-sector enterprises owned by the government very often adopt
aliberal philosophy of employing labour, leading to enterprisesthat are overstaffed.
Managersin the private sector, whose phil osophies are more, determined by economic
and entrepreneurial considerationsthan by social policy, try to employ the optimum
number of employees.

I nnovative management: Ascompetition increaseswith globalization and
liberalization of trade, management needsto beinnovativeto stay afloat and sustain
competitive advantage. Emotionally intelligent workplaces, continuousimprovement,
relationship management, customer, loyalty, economics of variety, etc., arethe



innovationsin management that need to be adopted. Future staffing needswill be Methods and Techniques of
influenced by theseinnovative practices. Demand Management

Managerial Dilemma

Questions that always confront the mnangers are: why should | worry about future
needs when the future is uncertain? Why should | spend my time in human resource
planning when | know for sure that the forecast made today will not survive over the
long term? Examples of giantslike IBM and Digital which had to layoff or retrench
several thousand employeesloom largein the minds of planners.

Exhibit 1 : Assumptions at the Time of demand Forecasting

Assumptions of

social
environment
Assumptions of Business
political Plans
environment /
\ DEMAND
FORECASTING
/ EXERCISE ”’\
Assumptions of Assumptions of
technology labour market
conditions

Assumptions of
economic
trends

Source: Strategic Human Resource Planning, Vivek Paranjpe, Hewlett-Packard, p. 57.

The answer to these and such other questionswill, however, depend on what oneis
looking for in human resource forecasting? Are we looking for an accurate number or
for sometrends that will enable usto take proactive steps? If oneislooking for
accurate numbersin thelong range, no existing human resource-planning model will
help. One can, however, look at the trends which do provide invaluable dataand can
help to prepare an organi sation face possible changes in a proactive manner.

Another issue, which often confronts managers, isthe differentiation between the
annual budgeting exercise and human resource planning. In the annual budgeting
exercise, managers are expected to broadly indicate the number of employeesrequired
during the year. Such input enables the finance group to estimate empl oyee costs for
incorporation in the budget. In the larger, long term context of the business of such an
exerciseisnot only inadequate but is also inaccurate and unrealistic. The mangers
generally have atendency to overestimate their departmental needs during such an
exercise. Thereasonsfor such atendency could be attributed to the following factors
either singularly or collectively:

— Many managers believethat their superiorswill cut down the budgetsin any
case. Such acurtailment is assumed to be anormal trait in order to establish the
locus of power. It is, therefore, considered prudent to over-estimate, so that after
the axefalls on the estimates, the final budget will hopefully be near realistic.

— Absence of forecasting skills may also lead to managers playing safe games.
Excessforecasting, if approve, (in case of expenses and manpower deployment)
cannot create any damage to individual performance, and in fact, could be very 31
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helpful. Managing expenses and deploying staff at levelslower than those
indicated in the budget, while producing desired results, may lead to a pat on the
back of the manager.

— Inthose organisations where job eval uation has some linkage to the span of
control and the number of peoplein the department, the tendency to overstaff
doesexist. If ahigher number of people are budgeted and approved, the chances
of the managerial job getting reviwed for higher level of scoping isexcellent.
Thisleads not only to over-staffing, but also to acrimonious battles and debates
on staffing with hidden agendasin the minds of the warring factions.

— Thehuman tendency to control alarge number of peoplein order to satisfy the
“power need” can lead to over-budgeting and excess staffing in an enterprise.

An annual budgeting exercise which isthe only form of human resource planningin
many organi sations sometimesfailsto consider the qualitative aspects of manpower
requirements and ignoresthelong-term needs of the enterprise. Annual budgeting
programmes get focussed on annual revenue, costs, cash flows and annual
profitability. Thisannual number crunching activity or the activity of counting heads,
popularly known as* headcounts” isaimed at projecting and controlling employee
costs rather than at the finer aspects of the quality of workforce, its deployment, long-
term utility, long-term adquacy, ability to retain and hire etc. In most enterprises,
managers spend alot of their valuable timein negoatiating, demanding and worrying
about numbers rather than the finer, long-term objectives. Enterprises are often seen
approving 0.5 headcount for certain departments and in some cases, they go to
ridiculouslevels of approving 0.25 headcount for a given work, with apromiseto
review in future. In thisnumbers game, theissue of productivity improvement
opportunities, employee devel opment issues, training etc., get side-tracked. The
enterprise’sinability or refusal to focus, beyond the short term, which in turn leadsto
non-recognition of the long term demands of the business, scarcity of the right
resources, finally resulting in compromises“ by re-deployment or by hiring of talents
which do necessarily meet requirements’. One can see several instances of wrong per
holding important positionsin various enterprises. A conservative estimate that at
least 8 to 10 per cent of the positionsin any organisation are staffed by the wrong
persons, making them a drag on the organisation. One of the reasonsfor such a
mismatch islack of planning.

34 ISSUESIN DEMAND FORECASTING

Before discussing possible techniques of human resource demand estimationitis
worth examing related factors that influence the process. In this section some such
factors are discussed, with aview to trigger readersto consider other similar issues
that may influencetheir own enterprises.

Social Factors

It iscommon experience that anumber of well-conceived projects either do not take
off or get delayed dueto social pressures. For example, alarge-scale petrochemical
project might get delayed or even shelved dueto the pressures created for
environmental and other reasons. | n such an event, the human resource demand
forecasts made by the plannerswill undergo substantial changes. Delaysresult in cost
escal ation, changesin technology to accommodate the needs/sentiments of society,
changesin thelocation of the project etc. If careful, conservative hiring is not done by
the enterprise, when such major changes occur, there isapossibility that the enterprise
will be saddled with surplus staff right at the beginning of the project. A change of
location or of technology may result in the non-availability of planned resources and
thereforefurther delay the activities.



More examples can be seen in the form of product formulations, which are Methods and Techniques of
unacceptable because of religious or cultural reasons, such as the unacceptability in Demand Management
the Indian market of food products using fat extracted from beef.

Technological Factors

Rapid changesin technology many atimes adversely affect human resources
forecasts. From the time aproject is conceived to the timeisimplemented, substantial
time lag may occur during which, changesin technology may make the entire project
unviable. Businessesthen haveto quickly catch up with new technology in order that
the losses are minimized. Several examples of this can befound in the electronic
industry.

Political Factors

Unforeseen political factors might make considerableimpact on the business plans of
enterprises. Thisistrue especially for those organisations which depend mostly only
on international markets either for the sourcing of their raw materials or for selling of
their products and services. Several examples can be seen in the recent past. Indian
enterprises were dependent on the export market to the erstwhile USSR. With the
changed political scenario, the market suddently vanished, compelling some
enterprises to either close or restructure their business. The Gulf War similarly made a
major impact on some enterprises, which were dependent on the construction business
in that part of the world.

Economic Factors

Economic factors often result in several planned activities being forced to undergo
considerable change. Recent examplesarefound in India, with economic reforms
being introduced in the early nineties. Thetraditional concept of manufacturing
everything indigenously, evenif it meant just assemble at the component level had to
undergo substantial change and several organisation that had set up or werein the
process of setting up manufacturing activities suddenly found local manufacturing an
unviable proposition. Thisresulted in major changesin business strategies and for
some enterprises, even the threat of closure.

Demand Gener ation

Before dwelling on demand forecasting techniques, it isessential to examinethe
reasonsfor the creation of employee demands. Thiswill help usfocussing only on
those factors that create demands.

Growth

Growth, in traditional business, may |ead to demand for higher levels of production,
salesvolumesand services. If al possible productivity technique are already applied
and there isno further scope of improvement at that relevant time, simple statistical
models discussed in the later part of this chapter can be applied to forecst future
manpower needs of an enterprise.

Employee Turnover

Employee turnover or attrition isanother reason for generation of manpower demands

in an organisation. Exhibit 2 showsamodel of the trends employee turnover of certain

jobs and the resultant demand that gets created in an enterprise. Whileit is necessary

tolook at the trends of employee attrition, it might not be appropriate to simply make

aforecast based on the trends. Changing business scenario and environment haveto

be considered before any assumptions on future turnover of employees can be made.

Toillustrate this point, in India, till the end of the eighties and before the opening of 33
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the Indian economy, aturnover of not more than 5-6 per cent amongst the profession
and managerial personnel is stable, well managed organisations could be safely
assumed. This picture, however, changed with the economic reforms, which brought
several new multinational sinto the country and woke up traditionally managed Indian
business houses. Past trends of low turnover have now changed to moderate and might
go up still further. Such changesin employee turnover trends vary from profession to
profession and skill to skill depending on the demand and supply position. In Exhibit
2, based on business forecast and the analysis of employee turnover, agap between

Exhibit 2: Demand Generation due to Employee Turnover and Business Growth

Job Category Employe Turnover Level of | Require- Expected Normal Cap**
Rate(%) Employ- | mentas | Turnover 1996 | Retitre- | (B +A) +
mentas | of 1.1.97 ments C+D
1993 | 1994 | 1995 Rate | Number
of 1.1.96 (B)* during
% (©)
(A) 1996 (D)
Manager in Sales and 9.5 10 | 11 13 14 12 15 1 3
Marketing
Sales Executives 8 12 | 14 100 120 15 16 Nil 35
Advertising and 10 13 | 14 15 16 15 | 2.25 1 4
Marketing Services
Professionals
Managers in 10 12 12 17 18 11 | 1.87 3 5
Application
Engineering Group
Application 22 20 | 21 70 79 20 14 Nil 23
Engineers
Hardware Enginers 2 4 6 20 22 6 12 3 6
Commercia Clerks 2 25 4 25 26 5 1.25 4 6

* As per businss projections.
*  Rounded off to lower whole number
Source: Strategic Human Resource Planning, Vivek Paranjpe, Hewlett-Packard, p. 61.

the existing inventory of skillsand future demand isworked out for certain jobs. Such
an analysis gives ampl e time to the staffing group to fill the vacancies.

Technological Shifts

Changesin technology makes an impact on an enterprise in more than one fashion.
Thismay change the methods of manufacturing, processes and techniques, selling
strategies could also become different and in the office, automation could bring about
amajor changein the nature of work. Such changes may result in aredundant and
surplus workforce and might also bring about shortagesin the new skillsrequired to
manage the technol ogy. A technological change in an enterprise does not happen
overnight but is always forewarned, over ashort or long period of time. Hence,
whenever any shift is planned, either on the basis of previous experience with similar
technology or on the basis of the experience of other enterprises, ademand forecast
can be made of the skills that might soon bein short supply internally.

There are several good reasons to conduct demand forecasting. It can help:

(i) quantify the jobs necessary for producing a given number of goods, or offering a
given amount of services, (ii) determinewhat staff-mix isdesirablein thefuture;
(iii) assess appropriate staffing levelsin different parts of the organisation so asto
avoid unnecessary costs; (iv) prevent shortages of people where and when they are
needed most; and (v) monitor compliance with legal requirementswith regard to
reservation of jobs.



Activity A

Suppose HR planners estimate that because of several technological innovations, your
company will need 25 per cent fewer employeesin three years. What action would you
taketoday?

Activity B

Why should HR plan be integrated with the overall organisational strategic plan? How
can thisintegration be achieved?

3.5 FORECASTING TECHNIQUES

Forecasting techniques vary from simpleto sophisticated ones. Before describing each
technique, it may be stated that organi sation generally follow more than one technique.
Thetechniquesare:

1. Manageria judgement

2.  Rato-trend analysis

3. Work study techniques
4. Déphi technique

5. Flowmodels

6. Others

M anagerial Judgement

Thistechniqueisvery ssimple. In this, managers sit together, discussand arrive at a
figure, which would be the future demand for labour. The technique may involve a
‘bottom-up’ or a‘top-down’ approach. In thefirst, line managers submit their
departmental proposal s to top managers who arrive at the company forecasts. In the
‘top-down’ approach, top managers prepare company and departmental forecasts.
Theseforecasts are reviewed with departmental heads and agreed upon. Neither of
these approaches is accurate — a combination of the two could yield positive results.
Inthe ‘ bottom-up’ and ‘top-down’ approaches, departmental heads are provided with
broad guidelines. Armed with such guidelines, and a consultation with the HRP
section in the HRM department, departmental managers can prepare forecasts for
their respective departments. Simultaneously, top HR managers prepare company
forecasts. A committee comprising departmental managers and HR managerswill
review the two sets of forecasts, arrive at a unanimity, which isthen presented to top
managers for their approval. Exhibit 3isatypical forecast prepared using this
technique. Needlessto say, thistechnique isused in smaller organisations or in thos
companieswhere sufficient databaseisnot available.

Methods and Techniques of
Demand M anagement
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Exhibit 3 : Saff Forecast Form

the period

Feruary, othersto be
programmed |ater.

Category of Staff......cccooviiiiiiiii e Year....ccoooeeneeiieaieeienns
S.No. | Saff Members and Movements No. of staff to | Remarks
be provided
1. Number of staff at 1.1 Agegroups:
(excluding known resignations) B - Under 25 30
25-34 20
35-44 15
45 and over 10
2. a) Expected retirements, (dates to be specified)
transfers out and promotions
during year 8
b) Less expected transfersin
promotions and new
appointments already made 3 5
3. a) Number of staff required on Increase in number to
1 January, next year 80 be substantiated by
b) Less present sfaff 75| 5 O & M report
4, Expected staff losses due to Estimated by age
normal wastage of existing staff groups:
15 Under 25 12
25-34 2
35-44 1
45 and over -
5. Expected losses of staff to be 5 5 Short service staff
recruited in the period turnover at 20% of 25
(events2 + 3 + 4) above)
6. Total staff to be provided during 30 5 to be recruited by 1

Sour ce: Handbook of Personnel Management by Armstrong

Ratio-trend Analysis

Thisisthe quickest forecasting technigue. Thetechniqueinvolves studying past
ratios, say, between the number of workers and salesin an organisation and
forecasting future ratios, making some allowance for changesin the organisation or its
methods. Exhibit 4 shows how an analysis of actual and forecast ratios, between the
number of routine proposalsto be processed by an insurance company’s underwriting
department and the number of underwriters employed could be used to forecast future

requirements.
Exhibit 4 : Demand Forecast — | nspectors
No. of Employees Ratio
Year Inspector: Production
-3 1500 150 1.:10
Actual -2 1800 180 1:10
Last year 2000 180 1:11
Next year 2200* 200** 1:11
+2 2500* 210** 1:12
+3 2750 230** 1:12




Work-study Technique Methods and Techniques of
. ., . Demand Management
Work-study techniques can be used when it is possible to apply work measurement to

calculate the length of operations and the amount of labour required. The starting
point in amanufacturing company is the production budget, prepared in terms of
volumes of salable products for the company as awhole, or volumes of output for
individual departments. The budgets of productive hours per unit of output are then
multiplied by the planned volume of unitsto be produced to give the total number of
planned hoursfor the period. Thisisthen divided by the number of actual working
hoursfor anindividual operator to show the number of operatorsrequired. Allowance
will have to be made for absenteeism and idletime. Following isahighly simplified
example of thisprocedure:

1. Planned output for next year 20,000 units

2. Standard hours per unit 5

3. Planned hours for the year 1,00,000

4, Productive hours per man/year (allowing normal 2,000
overtime, absenteeism and idle time)

5. Number of direct workers required (4/5) 50

Work-study techniquesfor direct workers can be combined with ratio-trend analysisto
forecast for indirect workers, establishing the ratio between the two categories. The
same logic can be extended to any other category of employees.

Delphi Technique

The Delphi techniqueisamethod of forecasting human resource needs. It isa
decision Making tool. It is been used in estimating personnel needs from agroup of
experts, usually managers. The HR experts act as intermediaries, summarisesthe
various responses and reports the findings back to experts. The experts survey again
after they get thisfeedback. Summaries and surveys are repeated until the experts
opinions begin to agree. Thisagreement reached isthe forecasting of the human
resource needs.

Flow M odels

Flow modelsarevery frequently associated with forecasting personnel needs. The
simplest oneiscalled the Markov model. In thistechnique, the forecasterswill :

1. Determinethetimethat should be covered. Shorter lengths of time are generally
accurate than longer ones. However, the time horizon depends on the length of
the HR plan which, in turn, is determined by the strategic plan of the
organisation.

2. Establish categories, also called states, to which employees can be assigned.
These categories must not overlap and must take into account every possible
category to which an indivdual can be assigned. The number of states can neither
be too large nor too small.

3. Count annual movements (also called ‘flows') among statesfor several time
periods. These states are defined as absorbing (gains or 10sses to the company)
or non-absorbing (changein position levels or employment status). L osses
include death or disability, absences, resignations and retirements. Gainsinclude
hiring, rehiring, transfer and movement by position level.

4. Estimatethe probability of transitions from one state to another based on past
trends. Demands a function of replacing those who make atransition.
37



Basics of Human
Resosurce Planning

38

There are alternativesto the simple Markov model. One, called the semi-Markov,
takes into account not just the category but also the tenure of individualsin each
category. After al, likelihood of movementsincreaseswith tenure. Another methodis
called the Vacancy Model, which predicts probabilities of movement and number of
vacancies. Whilethe semi-Markov model hel ps estimate movement among those
whose situations and tenure are similar, the vacancy model produces the best results
for an organisation.

Markove analysisis advantageous because it makes sense to decision makers. They
can easily understand its underlying assumptions. They are, therefore, likely to accept
results. The disadvantagesinclude: (i) heavy reliance on past-oriented data, which
may not be accurate in periods of turbulent change, and (ii) accuracy in forecasts
about individualsis sacrificed to achieve accuracy across groups.

3.6 OTHER FORECASTING METHODS

Asin other fields, mathematical models are used in human need forecasting too. One
such widely used techniqueisthe one given below:

En = (Laggy, + G)™
Yy

where, E_ isthe estinated level of personnel demand in n planning periods (e.g. years).
Lagg isthe overall or aggregate level of current business activity in rupees. G isthe
total growth in business activity anticipated through period nin today’s rupees.
Rupees.

x isthe average productivity improvement anticipated from today through planning
period n (e.g. if x=1.08, it means an average productivity improvement of 8%).

yisaconversion figurerelating today’s overall activity to personnel required (total
level of today’s business activity divided by the current number of personnel). It
reflectsthelevel of business activity per person.

The main purpose of thismodel isto predict E_, thelevel of personnel

necessary in n periods. Prior to applying this model, estimates of G, x and y must be
made. Such estimates may be based on the previous experiences of management, as
well as on future strategic choices to which the organisation’s decision-makers are
committed.

3.7 CREATION OF AN HR/STAFFING PLAN

Now that you have been exposed to the techniques employed in HR planning let’slook
more closely at those factors— both internal and external —which contribute to or
influencethefinal outcome of the staffing plan.

Internal Considerations

As people areleaving the organisation, we often will haveto replace them. In small
organisations, a person’s departure will be more evident than in alarge organisation.
Staffing plannerswill be concerned with the average number of employeeswho leave
and therefore need replacing just in order to maintain a constant number of employee
resourcesin the organisation.

WastageAnalysis

In large organisations, it requires afar more rigorous calculation of ‘wastage’ than the
rule of thumb and management-owner discretion in smaller firms. The simplest way of
calculating wastage is through turnover analysis that reviews features such asthe



positions being vacated, the average ages of the people who are leaving, the type of
skillsthat are being lost, etc. Such an analysis gives only a broad picture of the
current state of employeesand it is usual to consider a 25% turnover rate as
acceptable in modern large organisations. If the turnover analysis approaches 30-35%,
then the situation warrants deeper analysis.

There are features that the turnover analysiswill not reveal, so you may prefer an
alternative calculation called the Labour Stability Index. Thisindex is calculated from
thefollowing formula:

Number of employee exceeding one year'service
Total number of employeesone year ago

x100=y%

3.8 SUMMARY

The best business plans are subject to change in today’s dynamic world and no matter
how well aplanner considers the various contributing factors, there always exists a
certain amount of uncertainty and chance. Thisrequiresthat instead of attempting to
forecast the precise number of people required by an organisation, the trends be
studied, in order to understand the possible changesin the business and evolve a
strategy to cope with an emergent scenario.

It may be prudent to make two different forecasts:

[ A forecast of manpower requirements as per the business plan. Here the
assumption isthat the planswill go through without any major changes.

[ A forecast needs, which is conservative. Here, the impact of various negative
factors on the business can be considered.

When it comesto actual advance hiring, itiswiseto hire people against only the key
positions of the first forecast and the balance staff based on the second forecast. Such
astrategy will enable an enterprise to sail through without any major problems. Here,
key jobs are defined as those where skills are scarce and therefore require alonger
lead timeto hire, or those jobs where skills are not available in the market, therefore
requiring the organisationsto invest training where once again thelead timeis
considerable.

3.9 SELF-ASSESSMENT QUESTIONS

1) Explainthe concept of human resource forecasting. Discuss various techniques
used in forecasting human resource planning.

2) Explaintheissuesin demand forecasting. Discussthe different factors
contributing to demand forecasting.
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