Measuring Expatriate Return

on Investment With

an Evaluation Framework

Measuring the outcomes of any human resource
management activity is critical in terms of the acqui-
sition, allocation, development, and compensation
of employees. Although international assignments
and expatriation are important components of most
large companiesO activities, few of thoderms have
developed sound metrics to evaluate the success of
these initiatives. In particular, there is a lack of es-
tablished procedures for measuring expatriate re-
turn on investment (ROI). The experiences of a
large international software development company
in measuring expatriate ROI are used to illustrate
the dangers of over-reliance on common HR mea-
surement techniques. Then, a two-phase approach
to constructing an evaluation framework for expa-
triate ROl is presented. Rather than focusing on that
which is easily measurable, it is designed to direct at-
tention toward the desired outcomes and make the
mobility manager directly accountable for business
results.!c 2013 Wiley Periodicals, Inc.

International assignments and expatriation are ma-
jor (and expensive) activities, yet few companies
have developed sound practices for measuring the
success of these initiatives. In particular, measuring
expatriate return on investment (ROI) has preoccu-
pied the relocation industry for a long time, with a
heavy focus on metrics. This has led many mobil-
ity managers to believe that! nding the right met-
ric would solve all their problems: gauge assignment
success, justify their own job of managing the mo-
bility function, secure continued investments in mo-
bility and more internal funding for global staf ! ng,
and elevate their status as true deliverers of value
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based on unquestionable, rock-solid metrics, as in
accounting. This search for metrics, however, has
distracted managers from focusing on what really
matters: lasting organizational change beyond the
metric.

Metrics are useless if companies do not get the ba-
sics in place! rstNthat is, an expatriate ROl (eROI)
evaluation framework that, in the initial stages, is
actually devoid of measurement criteria. Although
developing metrics is certainly important (it is of-
ten a critical step in implementing ROINif the
right metrics are used), some companies do not
require metrics, provided they have invested suif-
cient time, money, and thought in implementing a
proper eROI culture and developing a sound ROI
evaluation framework.

The ROI Concept

Expatriate ROl is Oa calculation in which the
I'nancial and non- nancial benédts to the !rm
are compared with the ! nancial and non- nancial
costs of the international assignment, as appro-
priate to the assignmentOs purpose® (McNulty &
Tharenou, 2004, p. 73). This dé nition sees ROI
in terms of a comparison of costs and benkts
to the ! rm and/or individual and the competitive
advantage each party subsequently gains. It does
not, however, assume that OreturnO consists only
of the sum total of assignment Obenes,O but,
rather, that the entire Oreturn on investmentO con-
sists of the combination of costs and benkts that
ultimately determine a satisfactory international
assignment outcome.
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A fundamental issue in determining overall as-
signment value is the linking of international
assignment outcomes (for example, the combina-
tion of costs and benéts) to the purpose of an
assignment. Costs include transaction costs (salary,
relocation expenses, pre-departure training), re-
placement costs when assignments fail, labor
turnover during repatriation and the resulting loss
of intellectual capital, and poor cross-cultural ad-
justment leading to poor performance. Benéts in-
clude the internationalization of key managers to
support a global strategy (for example, developing
cultural intelligence and language skills), increased
organizational knowledge through effective reverse
knowledge transfer, and an increase in! rmwide

use of long-term international assignments con-
tinues to be a popular staf ng choice for many
global ! rms.

6. The past decade of Oshock eventsO (for example,
the 2008/9 global ! nancial crisis; acts of terror-
ism, such as those that occurred in the United
States on September 11, 2001; and the 2003
SARS and 2009 H1N1 in" uenza outbreaks) sug-
gests the need for a more comprehensive and
contemporary framework to explore how value
can be gained from international assignments, in
spite of the risk of events that can derail even the
most successful assignments.

competitive advantage. A fundamental issue in determining overall assign-
ment value is the linking of international assign-
ment outcomes (for example, the combination of

Why Measuring Expatriate ROl Matters }
costs and béng) to the purpose of an assignment.

Prior research points to six key reasons why measur-
ing expatriate ROI is important.

1. Despite efforts to understand international as-
signment value, global' rms not only poorly cal-
culate expatriate ROI, but they also do not seem
to widely use it as a tool to reduce expatriate
costs or to improve expatriate performance.

2. The decision to use long-term expatriates can sig-
ni! cantly affect a! rmOs overall performance in
terms of in" uencing its cost structure. The! nan-
cial costs of global stat ng have been shown to
account for as much as 5 percent of total head-
count costs (ECA International, 2007).

3. Investments in human capital (such as the train-
ing and development of expatriate employees)
constitute a signi cant portion of the value equa-
tion in human resource (HR) activities.

4. Attempts to assess the value from interna-
tional assignments have not gone far enough
toward capturing the full range of meaningful
costs and benéts to be expected from global
mobility initiatives.

5. Despite the expense and the difculties in attract-
ing people to take international assignments, the
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Why Current HRM Measurement Approaches Do
Not Work for Expatriate ROI

Measuring the outcomes from any HRM activity, in-
cluding expatriation, is critical in improving man-
agersO decision-making capabilities in terms of the
development, acquisition, allocation, and compen-
sation of employees. It also permits a degree of
control in the way they manage their departments
beyond what data from traditional accounting met-
rics may allow. Yet although expatriate ROI is a
hot topic, existing HRM metrics often cannot be
sufl ciently adapted to its measurement. This is be-
cause HRM metrics are often unreliable, with many
based on weak empirical measures and others being
too time-consuming and complicated to implement.
Exhibit 1 on page 20 summarizes the! ve main
HRM measurement approaches.

For expatriate ROI, existing HRM measurement ap-

proaches present fundamental problems in the fol-
lowing ways:
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Exhibit 1. Existing HRM Measurement Approaches

Advantages in Relation to Expatriate ROI

Approach Source
HR Scorecard Becker, Huselid,
and Ulrich
(2001)
ROI Process Phillips, Stone,
Model and Phillips
(2001)

Human Resource Cascio (1991)
Accounting

Human
Performance
Benchmarking

Fitz-enz (2002)

Human Resource
Value Model

Flamholtz (1985)

¥ Many aspects of expatriate performance are not

¥ uses scorecard to integrate! nancial
and non-! nancial measures

¥ links measures to! rm strategy to
manage activities affecting value
creation

¥ uses scorecard to track and monitor
linear impact of six HRM activities:
(1) identify objectives of HR activity;
(2) collect appropriate data; (3)
isolate effects of HR to avoid
misleading outcomes; (4) convert
data to monetary values to calculate
impact in ! nancial terms; (5) identify
intangible measures; and (6) do ROI
analysis using a variety of measures

¥ assesses value of human capital
assets in terms of capitalizing a
future service potential in order to
determine a! rmOs return on
investment from costs incurred

¥ recognizes tangible and intangible
assets

¥ uses measurement ratios to capture
value (for example, human economic
value added, or HEVA, and human
capital ROI)

¥ focuses on inter-relationships of
behavioral and economic variables to
explain employee value

¥ conditional value and degree of
organizational membership
determine expected realizable value

¥ lacks theoretical framework
underpinning conceptual measures

¥ untested theories in terms of
effectiveness and internal consistency

¥ dependence on! nancial measures

¥ has become a generic checklist for any
type of ! nancial and non-! nancial
measuring system; lacks appropriate
application

¥ cannot easily identify intangible,
long-term bene ts

¥ dif! cult to convert data to monetary
values (step 4), as conversion relies
heavily on estimates of value; ROI
analysis can be inaccurate

¥ cannot determine monetary value of HR

¥ untested empirical measures

¥ estimates of value create reliability
concerns

¥ non-! nancial components are
estimates; dif! cult to assess value of
human capital

¥ utilizes too many metrics;
time-consuming, complex, inept at
in" uencing actual human behavior to
achieve desired goal

¥ direction of relationships between
variables is unclear

¥ does not account for external variables
that may in" uence expected realizable
value

impact is easier to measure (for example, assign-

Disadvantages in Relation to Expatriate ROI

easily converted to a monetary value; thus, trans-
lating employee OvalueO intd nancial indicators
and monetary terms often leads to overestimates
of the actual dollar values to be gained.

An overemphasis on calculating! nancial impact
may lead to a stronger focus on, and the contin-
ued use of, global mobility practices for which an
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ment failure), rather than the practices that actu-
ally contribute real value (for example, succession
planning). When companies focus on Omeasuring
only to reportO rather than Omeasuring to learn,0
the outcomes prove only that managers are active,
but not whether their activity is helpful in achiev-
ing broader organizational goals.
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¥ There is a lack of theoretical frameworks under-
pinning HRM measures with very little empiri-
cal testing conducted, thereby raising unaccept-
able reliability concerns about the value of these
metrics in practice.

What matters for expatriate ROl is that, if measure-
ment is a data-driven process to facilitate decision
making, it must also, in some way, if'uence em-
ployee behavior, with measurement systems being
designed with the desired employee behavioral out-
comes in mind. To illustrate what can go wrong, let
us consider the example of a software development
company headquartered in Silicon Valley with sub-
sidiary of! ces in 44 international locations, includ-
ing a 2,500-employee subsidiary of ce in Singapore.

All Metrics, No ROI

In 2010, the Singapore subsidiary of the com-
pany reported an annual staff turnover rate of
28 percent, a signl cant increase on prior yearsO
statistics of around 15 to 20 percent. Although all
employees were treated as OlocalsO from a remuner-
ation and paperwork perspective, the largest num-
ber of those who left were not Ic S
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The head of compensation and benkts at the com-
pany, Audrey Granger, was extremely busy dur-

ing this time approving a large number of applica-
tions from foreign staff to transfer their company-
sponsored Oemployment passO (EP) to the newly in-
troduced Singaporean Opersonal employment passO
(PEP). This new pass was designed to give senior
executive-level foreigners the opportunity to self-
sponsor their employment, thereby eliminating their
ties to one company as the only means of resi-
dency and employment in Singapore. The PEP also
provided a generous six-month transition window
for foreigners wishing to change employers, a more
practical bend t than the 30-day window that the EP
permitted. So when the CEO, in 2011, demanded
to know why the costly medical insurance plan
had not delivered its intended result, Granger de-
cided to delve more deeply into the problem: Did
the recent increase in PEP applications have any-
thing to do with the high number of international
staff leaving the company, and what could be done
about it?

ed

f
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- de! ned metrics, and much more about assessing
how metrics can be used to determine an individual®s
value to a company in terms of the present value of

| a future service that he or she is expected to pro-

vide either on, or after, an international assignment.

It highlights the importance of developing an expa-

d triate ROI evaluation framework.

2]

The problems at the company were numerous: the By focusing only on an isolated factor, such as
use of ill-de! ned measures of staff performance, ob- turnover, the company had placed too muchlempha-

serving only a few factors Wlthm. a Imned contexF sis on staff bens alone, rather than on other wider
(for example, staff turnover), and ignoring the possi- o
organizational and external forces.

ble inter-relatedness of various factors that simulta-
neously in" uence expatriate ROI, including promo-

tion prospects and career planning. Furthermore, by
focusing only on an isolated factor, such as turnover,
the company had placed too much emphasis on

Making Expatriate ROl Work

staff bend ts alone, rather than on other wider or- |f we consider that there is widespread agreement
ganizational and external forces. In consequence, among global !'rms that many will continue to
inappropriate data on their own revealed very lit- invest in expatriation and long-term international
tle about why certain outcomes occurred, as the  assignments, moving toward a measurement ap-
company discovered. proach that can more accurately account for the

value to be gained from expatriation will be cru-

This case shows that existing HRM measures fre- cial. Having established that metrics are important
quently fail to account for what matters when a to many companies, we can now begin to build an
company utilizes global staff. This is a major fail- evaluation framework to guide both the choice of
ing because such a limited focus prevents man- expatriate ROl metrics (vertical ! t/strategic align-
agers from reframing international assignments and ~ Ment), and how expatriate ROl measurement should
global stafl ng initiatives in the broader context of be approached (horizontal ! t/operationalization).
an organization®s overall strategic capabilities. At A key point to bear in mind is that expatriate
best, such Ometrics® encourage the perception that ROl is not so much a measure as a philoso-
measurement is in some way driving the desired ~ Phy, one that requires metrics, and that requires
organizational actions expected from international a robust framework even more. Exhibit 2 out-
staff, even if the impact is not visible or is misleading.  lines two phases and! ve criteria for building an
Atworst, careless measurement may drive thewrong ~ €valuation framework.

actions and create long-term problems of improper

resource allocation and increased costs. Insum, met-  Phase 1 of the Framework: Vertical FitNStrategic

rics that report outcomes only from HR practices in- Planning and Alignment
stead of the consequences of employee behavior add When a clear reason for assessing expatriate ROI
little value. is known, managers will then be able to determine

what needs to be measured, and to manage interna-
This example shows that the proper measurementof  tional staf! ng activities so that appropriate data are
expatriate ROI is less about the adoption of poorly collected and reported to relevant stakeholders.
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Exhibit 2. Building an Evaluation Framework

PHASE 1
VERTICAL FIT
Strategic planning l- ASK
e Ask: how does manager intend to use
information resulting from Link measures
expatriate ROI outcomes? to assignment
purpose
Expected Outcomes:
* help determine what needs to be measured
* collect appropriate data
« report findings to relevant stakeholders
PHASE 2
HORIZONTAL FIT
Operationalization 2. MIX 8. USEFULNESS 4, SIMPLICITY 5. TIMING
Coeasiee Use mix of financial Use clear, feasible, Avoid overly Conduct ROI
and non-financial and useful measures prescriptive assessment at
measures measures; avoid appropriate time
Expegted Oubcgmes: measuring every
Expected Outcomes: « clarity = well defined mobility activity Expected Outcomes:
* shifts ROI calculations measures, avoids * enables benefits to be
beyond functional/ ambiguity Expected Outcomes: assessed beyond time
finan.cia.l tl? strategic/ « feasibility = manager . mgasure ovgran impact period when financial )
non-fms..ncla.l focus as can actually collect using a few important 1nvestm:ent occurred (if
appropriate to appropriate data measures based on clear appropriate to purpose of
assignment purpose ) intention for use of assignment)
* non-financial measures : ;;Slzﬂ;::f:; h;:f;g;:;i resulting data and
allow inclusion of : g purpose of the
to manager/firm "
criteria which might assignment
otherwise be overlooked
« non-financial measures
can have greater
predictive power re
long-term profitability
Source: McNulty & Inkson, 2013, p. 159.

Ask. In Phase 1, the verticall t of metrics to a com-

tivity. When metrics are linked to a purpose, two

panyOs broader strategic objectives is key. Before things happen:

deciding on actual metrics, the organization must

! rst determine how senior managers across all busi-

ness units (and not just the HR or global mobil-
ity function) intend to use the information arising
from the chosen metrics. In addition, what purpose
will it serve in the broader scheme of achieving
organization-wide objectives?

The point of Phase 1 is to ensure that the choice
of metrics is linked to a purpose. This ensures
that only relevant data is captured to assess the
costs and benéts arising from any particular in-
ternational assignment or international staf ng ac-
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¥ The accuracy and, by default, the reliability of the
outcome increases, because the metric is appro-
priate to what it is measuring. (The case study of
the Singapore software subsidiary, in which staff
turnover did not re" ect international stafl ng ef-
fectiveness but, rather, a temporary opportunis-
tic behavior arising out of a government policy
over which the company had little control, offers
a good example of poor reliability.)

¥ The metrics help to foster greater strategic

alignment of global mobility to other areas of
the company.
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Exhibit 3. Examples of Metrics

It is not the intention here to develop or promote an extensive list of metrics for expatriate ROI. There are many that can be used,
which are easily available elsewhere. The core message is that metrics are useless if companies do not get the basics in place
I rst. In the case study presented, metrics could not deliver the change that was needed; instead, going straight to the root of the
problemNproper career planning for international staffNwas the likely place where solutions could be sought.

Revenue per FTE de! ned as
Prol t per FTE de ned as
Cost per FTE déned as
Remuneration/cost dé ned as
Human capital ROI del ned as

#FTE = full-time equivalent (employee).
Source: PricewaterhouseCoopers (2006, 2010).

Phase 2 of the Framework: Horizontal Fit/
Operationalization

In Phase 2, the concern is with how to choose met-
rics that can be implemented and used appropriately
on the groundNthat is, horizontally, across business

operationsNas well as how to approach the mea-

surement of expatriate ROI speci cally. Here, there

are four additional criteria to assist in choosing the

appropriate metrics.

Mix. It is essential to use a mix of! nancial and
non-! nancial metrics, ideally a combination of tra-
ditional accounting (for example, salary expenses),
as well as intangibles (for example, development
gains). Metrics could be adaptations of remunera-
tion/costs and human capital ROI (seeExhibit 3).

Using a mix of metrics is critical because a com-
panyOs broader corporate strategy should demand
that a range of global mobility and international
stafl ng activities is used to determine value (includ-
ing ! nancial revenues), successful transfer of tacit
knowledge into explicit knowledge, reassignment
of a successful expatriate to another location for
career-enhancement purposes, or retention of a key
individual for succession planning.

The bend t of using a mix of metrics is that it pushes

managers to capture international staf ng value be-
yond just the (much easier to measure) nancial
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Revenue/total FTEs

Prd t before tax/total FTEs

Total costs/total FTES

(Total compensation+ bene! ts)/total costs

(Revenue$ non-wage costs)/(total compensation+ bene! ts)

costs associated with deploying expatriates, thereby
allowing them to assess criteria that might otherwise
be overlooked. This is particularly important for as-
signments where the main purpose is to achieve in-
tangible or OsofterO results, such as acquiring inter-
cultural capabilities or enhancing leadership skills.
Because the inclusion of non-nancial metrics does
not restrict perceived assignment value to only the
period in which the corresponding outlay of invest-
ment (expense to fund the assignment) occurs, it
also provides greater predictive power in relation to
longer-term pro! tability.

Usefulness. A third criterion to consider when choos-
ing metrics that can be implemented and used ap-
propriately on the ground is to choose metrics that
are clear, feasiblg and useful. Clarity requires that
any ROI metric be well de! ned and avoid ambigu-
ity, trivialization, or irrelevance through the use of
too few, too many, or the wrong metrics. Feasibil-
ity assesses whether a manager can actually collect
the required data that a metric demands in a sys-
tematic and chronological manner. As seen in the
case of the Singapore software subsidiary, one of
the main barriers managers face in making progress
on expatriate ROl measurement is the reactive na-
ture of mobility decision making, which often arises
from a lack of available time and resources to see
the bigger picture. Usefulness implies that outcomes
stemming from the expatriate ROl metrics can be
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utilized effectively. Here, the concern is with strate-
gic! t: If an ROI metric has clarity and is feasible, but
the outcome will not tell a company what it needs
to know about the value gained from international

assignments or international staf ng activities, then
the metric has little meaning.

Simplicity. It is necessary to avoid being overly pre
scriptive by attempting to measure the impact of ev-
ery global mobility activity or every outcome ex-
pected from international stafl ng activities. This is
important because mobility managers are often busy
people, frequently overworked and understaffed,
with few resources and signi cant time constraints.
Therefore, it makes more sense to measure carefully
selected mobility and international staf ng activi-
ties using just a few key metrics, ensuring a greater
likelihood that there is a clear intention for the
use of the resulting data, given that lessNbut more
importantNdata will be collected.

Timing. The ! nal criterion is to measure expatriate
ROI at the appropriate time, recognizing that the
outcomes to be expected from international staff
may not be fully realized for several years. This
is particularly true for assignments and activities
where predominantly non-! nancial bend ts are ex-
pected, such as in building leadership and succession
pipelines and talent management programs. Assess-
ments of expatriate ROI also can be made at more
than one point in timeNfor example, during the as-
signment (via performance reviews), at the immedi-
ate conclusion of the assignment, during and/or af-
ter the point of repatriation (if appropriate), and in
subsequent years as the behés accrue. Timing is
critical, because it shifts the measurement of ROI
beyond the traditional accounting approach that ex-
pects assessments of value to be conducted in the
same period in which the initial ! nancial investment
occurs. Instead, expatriate ROl can and should be

assessed when the value that is gained is expected to

be most apparent.
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A key bendt of the evaluation framework out-
lined here is that it elevates the mobility man-
ager from an internally focused and program-based
advisory role, and makes him or her account-
able for business results. By capturing and com-
bining hard outcomes, such as sales and ptds,
and soft outcomes, such as developing expertise and
building leadership, the accuracy of expatriate ROI
assessments improves, thereby improving global
stafl ng decisions.

This evaluation framework also proposes a
paradigm shift from using only one ObestO measure
to assess outcomes from every type of assignment
or international staf! ng activity to, instead, using

a mix of metrics that better suit the purposes and
expected outcomes of each type of activity. By
accounting for differences in purpose, including
different assignment types (short-term, long-term,
commuter, and so on) and different types of inter-
national staff (those sent from headquarters as full
expatriates versus localized assignees), the resulting
expatriate ROl outcome is far more accurate.

Furthermore, a focus on evaluating, rather than
measuring, is likely to avoid metrics that are not rel-
evant, timely, or useful. After all, it is not the mea-
surement of expatriate ROI itself that matters and
drives business performance but, rather, what an or-
ganizationOs leaders do with the insights gained from
the measures.

By capturing and combining hard outcomes, such
as sales and pt®, and soft outcomes, such as
developing expertise and building leadership, the
accuracy of expatriate ROl assessments improves,
thereby improving globdlregafecisions.

In summary, measuring expatriate ROl may be less
relevant overall than strategically managing ROI
within a guiding framework. Although frameworks
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such as the one presented here do not presume
to solve all the global staf ng problems that man-
agers face, they can, nonetheless, be useful in de-
veloping core strategic principles about the oper-
ationalization and management of expatriate ROI

in practice.
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