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Staff Liquidity - The enabler of business flexibility

There is value in shorter iterations of development. 
Longer iterations are riskier to the business investor who 
is funding the project, because shorter iterations provide 
the investor with more options. And more options means 
more ways to control the project and manage the risks. 
This blog post explains how to achieve a high staff liquid-
ity to enable this business flexibility.

Imagine a project where the investor is prepared to fund 
a year of development of the project. At the extreme* the 
project could either do one iteration and attempt to deliv-
er the perfect project after a year. Alternatively, they 
could create a new working version of the project every 
month, meaning twelve iterations. 

Managing Delivery Risk

In this diagram the solid line represents the delivery risk 
for the situation where there is one iteration. As the 
investor keeps investing money and gets nothing in 
return his risk continuously goes up. When the project 
delivers the risk goes down.
The dotted line represents the twelve iterations ap-
proach. The investor still invests continuously, but at 
each delivery his risk goes down as he sees the results 
and has the opportunity to change direction.**

For the one iteration project, the investor continues to 
invest and only finds out where they truly are when the 
project delivers after one year.
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For the twelve iteration project, the investor finds out 
where they are at eleven points prior to the "final" deliv-
ery.

Which project would you rather invest in?

Flexible projects

The project with twelve iterations is significantly less risky 
because the investor has the following options.

1. Stop investing if the project is not making the expected 
progress.
2. Stop investing if the project delivers the value early.
3. Increase investment if the project is more successful 
than originally thought.
4. Change direction of the project as they collect feed-
back from their users/market.

In order to take advantage of these options, the investor 
needs to be able to change direction quickly. One of the 
hardest aspects in this is the staffing. Depending on 
whether the funding is increased or decreased staff 
needs to be either added to the project or removed. 
In many organizations it can take several months to 
effectively scale a project up or down. In this period the 
opportunity for this project may have been lost or a com-
petitor has already filled the spot. 

We measure this timing gap as staff liquidity. Staff liquidi-
ty is measured as the time it takes from when the initial 
investment is approved to having a fully gelled fully up to 
speed team working on the project. A low liquidity means 
it is hard to move staff around on projects, whereas a 
high liquidity means it is easy to ramp projects up and 
down and do so quickly. This applies to the initial invest-
ment as well as any incremental investments.

In other words staff liquidity is the time needed to:

1. Approve and hire staff.
2. Gel the team.
3. Train the team.
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Sales
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Delivery

Status
Green
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Yellow
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How to achieve high staff liquidity

Achieving high staff liquidity requires deliberate manage-
ment. It does not happen by accident. We create high 
staff liquidity as follows:
No key man dependencies on a project.
Allocate staff with the fewest options first, staff with most 
options last.
Let staff with most options coach and help the staff with 
the least options

Staff liquidity is another name for having options about 
how you deploy your staff. 

1. Key Man Dependencies. Key Man dependency is a 
measurement of how dependent an organization is on 
specific people. These people have specific knowledge 
that is not shared with others. If they quit or if something 
bad happens to them the organization is in serious trou-
ble.

The risk manager for the organization should ensure that 
all departments and groups are aware of their key man 
dependencies and manage them. Managing the depend-
encies properly ensures the organization has real op-
tions, that the organization has more than one or two 
people who can perform each function within the organi-
zation or group. Managing this is simple. 

Each organization or group creates a grid with staff 
names across the top and functions down the side. Each 
person grades himself for each function.
 
"1" means they can perform the basics of the function. 
"2" means they can perform the function adequately. 
"3" means the function has no secrets to them.

Any function with three or more people at level "3" is 
"Green" or "Safe". Any function with two people at level 
"3" is "Yellow" or "At Risk". Any function with one or no 
people at level "3" is "Risk". Here is an example matrix:

Thank you to Kevin Tate for sharing this diagram.
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The risk manager asks the departments to assess the 
risk on a regular basis (e.g. bi-monthly) and track the 
changes. One other important factor is how long it takes 
to train a person in a function. Functions that take longer 
to train are riskier than those that can be taught quickly.

2. Allocate staff. Allocate staff with the fewest options 
first. In the above department, Jones would be allocated 
first. He has the least experience. Placing him in one of 
the areas he has some experience in allows him to 
improve his knowledge and become level "3" over time. 
Harriot would be allocated next. She would probably be 
allocated to "Delivery" to stretch her. Dick would be allo-
cated next. He would "Payroll".

3. Let most experienced staff coach. Tom would not be 
allocated any responsibilities. He should assist the others 
either by training, coaching or otherwise helping them. If 
any issue arises, he is instantly available to address the 
issue. In order to protect our liquidity, Tom addresses the 
issue with Dick, Harriot or Jones so that once the solution 
is identified they take the responsibility for it, and they 
free Tom up to be instantly available to address the next 
high priority issue.

The role of management is to manage the liquidity of 
their area of responsibility. Ideally the team self manages 
their liquidity but in the event that they do not, responsi-
bility lies with the manager. This is particularly the case 
as some team members may make it hard for others to 
learn what they know as they may actually prefer to 
remain the Key Man in order to improve their job security.

How liquid do you need to be?
Like financial markets liquidity does not mean the entire 
organization needs the ability to move project immediate-
ly. Instead a small fraction (5 - 10%) should be liquid. 
This is sufficient to respond quickly and get the rest up to 
speed later. 
However the act of staffing a new project or increasing 
investment in an existing one reduces the liquidity of the 
organization at that time. Action needs to be taken to free 
up this liquidity as soon as possible in order to be able to 
respond to the next situation just as quickly.
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