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This reprint is brought to you by:
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Sure, we're experts in performance, people analytics, learning, and D& —and we're Meet the SeekOut talent intelligence platform: your dynamic skills system.
well-versed in the technologies that support them. But we're also truth-seekers At SeekOut, we believe in a more human and connected workforce powered
and storytellers in an industry often short on substance, and too full of @#3$%. by brilliant minds. We help thousands of leading companies and their people
Our mission (indeed, our very reason for existing) is to cut through the noise and grow together with a platform that uniquely unifies talent acquisition, talent
amplify what's good. We look for the connections (or red threads) between people, management, and talent analytics. Our powerful talent intelligence engine
data, and ideas—even among seemingly unrelated concepts. The result is high- brings together data from your siloed HR systems and external data sources
quality, unbiased, transformative foresight that helps you build a stronger business. to offer a complete, holistic picture of talent with actionable insights.

To learn more, reach out to us at hello@redthreadresearch.com or visit
redthreadresearch.com.
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This report is made possible by the support

of our RedThread Tech Consortium members
M o eightfold.ai

The RedThread Tech Consortium enables industry leaders to partially underwrite
RedThread’s ongoing research on the technologies that support the future of work.

We would like to thank our Tech Consortium members for pledging to support
high-quality, unbiased HR technology research. Thank you for enabling us to
conduct cutting-edge research that will benefit buyers, vendors, and our entire
HR community!

If you would like to learn more about our Tech Consortium, click here or email us
at hello@redthreadresearch.com.
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—~— TL;DR

® The PAT market is at its biggest size yet, but growth is slower. The PAT
market is now $8.1 billion (as of the end of 2023), but its YOY growth slowed to
36% from 50%. The first half of 2024 revenue growth numbers are also lower
than vendors expected at the beginning of the year. Investments and M&A were
down significantly in 2023, with only about half as much activity as in 2022.

® PAT customer Net Promoter Score® (NPS) declined for the third year. The
average score was 44, down from 50 last year. Dissatisfied customers reported
the solutions had too few advanced capabilities, non-intuitive UI/UX, poor
customer service and support, and low return on investment (ROI). Promoters

were 1.8 times more likely to say they would “definitely” renew their subscription.

Thus, these lower NPS scores are likely impacting vendors’ revenue.

© Customer support and ROI are critical to PAT renewal. Customers who
get the support they need are 1.7 times more likely to say they will “definitely”
renew. Further, customers who perceive a high ROI for their PAT solutions are
2.94 times more likely to promote the organization and 1.6 times more likely to
renew. Customers with a high ROl said they had a strong partnership with their
vendor, the solution gave them quality insights, the tech had mature capabilities,
and the Ul/UX was intuitive and flexible.

@ Alis being overpromised and underdelivered and doesn’t drive
subscription renewal. 90% of vendors say they have Gen Al or ML capabilities,
but just 40% of customers agree that is the case. This percentage is even
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lower for those who have had the solution for between 6 and 24 months, likely
reflecting that the Al capabilities do not reflect what was promised during the
selling process. Given this dynamic, it is unsurprising that the existence of Al
does not influence renewal likelihood or perceived ROI by customers.

® About half of vendors invest heavily in security, accuracy, and ethical /
responsible Al. Fifty-four percent of vendors have SOC 2 certification, with the
larger vendors being (unsurprisingly) more likely to have it. Sixty-nine percent
of vendors are enabling Al accuracy via model training and updating, but

only about half of vendors are doing more than that to ensure Al accuracy.

Approximately half of vendors encourage ethical / responsible Al within their own

organizations via employee training and formal development review processes.

® Vendors have changed the type of support they offer customers on
data ethics, privacy, collection, etc. There was a 9 percentage point decline
in vendors supporting customers on data ethics, privacy, etc. by designing
guidelines and policies on data collection, access, and sharing insights. Other,
more generic approaches, like offering education and recommendations, are
now much more common.

® Vendors are enabling greater data transparency. A higher percentage of
vendors enables customers to be more transparent about what happens with
people’s data (roughly 80% versus 70% in previous years). This is especially the
case with European vendors, all of whom enable transparency, versus roughly
3/4ths of North American vendors.



Introduction

PEOPLE ANALYTICS TECHNOLOGY: STATE OF THE MARKET 2024

Over the last year, we finally reached the promised land of being fully post-

pandemic. Little did we know that when, upon reaching this place, we would find:

® Higher interest rates, which led to tighter budgets, lower investments in tech,
and a generally uncertain market that continues now into the fall of 2024

@ A tech talent market correction that saw approximately 250,000 tech workers

laid off in 2023 and roughly 40,000 as of August 2024

® The relentless rise of traditional and generative artificial intelligence (Al) and the
accompanying buzz and fear about job replacement and human extinction (!)

This hurricane of change has not resided idly outside the walls of organizations.
It rushed inside through changing consumer appetite, reorganizations, years

of “efficiency,” and technologies impacting internal practices. It also seeped in
indirectly, with employees bringing their concerns, stresses, and challenges into
the workplace.

This situation makes people analytics—with its ability to provide clarity amid
chaos—more critical than ever. People analytics can help leaders move beyond
anecdotes and emotions to objective and actionable data and insights that are
more objective and actionable.

Yet, people analytics relies on technology — and the market for people analytics
technology (PAT) is anything but straightforward. The above changes directly
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impact the vendors in this space, resulting in changed value propositions, go-to-
market approaches, and technology innovations. In particular, the availability of
generative Al (Gen Al) has dramatically altered vendors’ products and how they
talk about those products. It is hard for people analytics practitioners to discern
what is real and what risks and returns they can expect upon deployment.

It seems that while the reasons for it change, the opacity of the PAT market
remains. This cloudiness is a big part of why we write this study every year. As
always, our goal with this research is to help buyers and sellers of PAT understand
the current state of the market and how it is changing. Our aspiration is that this
study will enable better decision-making—whether by those who are buying or
creating the technology—that leads to more humanistic, data-driven approaches
to people enablement.

This year's study is designed to help you answer the following questions:
® How big is the PAT market, and how has it grown in the last few years?

® What do customers think about their PAT vendors? How has this changed over
the last few years?

@ What do customers like about their vendors? What can be improved?

@ What is happening with Al / ML and security / ethics in PAT?


https://www.computerworld.com/article/1617283/tech-layoffs-in-2023-a-timeline.html
https://www.computerworld.com/article/1617283/tech-layoffs-in-2023-a-timeline.html
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If we had to summarize what we learned in a few sentences, it would be this:

The growth of the PAT market has slowed, but not all of that can be attributed
to market headwinds. Customers are less satisfied than before, mainly because
they are not getting the support and ROI they need, which is related to their
likelihood of renewing. Al is making buying — and the associated benefits and
risks — even more confusing, and vendors need to be clearer on how Al is safe,
responsible, and solves business problems.

One note on this year's report: You will notice that almost none of the data cuts
are by vendor category. This is intentional. The market has matured enough that
we will release additional reports that analyze these subcategories (e.g., multi-
source analysis platforms, employee voice, labor market intelligence / workforce
planning). This report covers the high-level themes across the market, while
forthcoming reports will detail information relevant to those categories.

Our aspiration is that if you are a people analytics or HR practitioner, this report
will help you tame the winds of confusion and arrive at a clearer sense of what is
happening in the PAT market and how to get a more significant ROI. If you work
at a people analytics or HR technology vendor, we hope this report will also give
you a sense of what's happening in the market and where you can lean in to
improve your messaging, product, support, and ROI for your customers.

If you have any questions about this research or any of our work, please email

us at hello@redthreadresearch.com. We also invite you to join our research
membership at https://www.redthreadresearch.com, where you can access all of
our people analytics tech and other research and our incredible community of
HR, learning, and people analytics practitioners.
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What is People Analytics Tech?
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The adventures of the last few years — namely the pandemic, return to office, and
the rise of artificial intelligence (Al) — have been a trial by fire for many people
analytics leaders and, by extension, people analytics tech. As such, the market
has evolved significantly in the last few years, and many new folks have joined our
people analytics community (welcomel).

Given these changes, before we get too deep into this year's study, we want to
re-ground us all on a couple of foundational questions:

@ What is people analytics, and what is PAT?
® What vendors are in the PAT market?

® How can you categorize the PAT vendors?

Beginning with the first question, we define people analytics and people
analytics tech as follows:

® People analytics: The use of data (both directly and indirectly related to
people) to generate insights about the workforce.

® People analytics tech: Software that enables people analytics, designed
intentionally to use data about people.
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We often get asked if technologies like Excel, Tableau, or PowerBl are people
analytics tech. Given our definition above, no, they are not. They are powerful
analytics tools with a people analytics use case —and many folks use them for
people analytics. However, it is extremely difficult to accurately estimate how much
is being spent on these tools specifically for people analytics, how people analytics
leaders are using them, and how the capabilities are evolving specifically for
people analytics. Thus, these tools are not included in this analysis.

Let’s turn to the following two questions, which are basically, “Who is who in the
zo0o, and what do they do?” We've shared this information in Figure 1 on the next
page, which provides an overview of the vendors we identified in this research
and their categories. Please note that we have a holistic list of all vendors we've
identified in this study—not just their logos—and have made it available to our
research members. The total number of vendors we identified in this space this
year is 165, 10% more than we knew about last year.

~N - T T

People analytics tech: Software that enables
people analytics, designed intentionally to use
data about people.
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We identified a total of 165 PAT vendors in the market
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Figure 1: PAT vendors in the market; n = 165 | Source: RedThread Research, 2024.
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What'’s happening in the PAT market?

With these critical, foundational questions answered, let’s proceed to the heart of

this year’s studly.

The PAT market has changed significantly over the last year or so. This section
covers market size, growth, revenue growth rates, M&A activity, vendor strategy
adjustments, and growth in 2024.

The PAT market continues to grow, but not quite as fast as before

Let’s start with the overall market size: Our analysis shows the PAT market grew to
$8.1 billion in 2023. We've mapped the market size since 2016 in Figure 2.

Those who follow our research may notice adjustments in numbers from last year.
This is because every year, we re-ask our study participants about the previous
few years’ data, and sometimes numbers change a bit once all the calculations
are done. In addition, we are sometimes provided data that can replace our
previous estimates, resulting in some modifications. The most significant

difference is that we increased the 2022 total market number from $5.6 billion to
$5.9 billion and the 2021 number from $3.2 billion to $3.9 billion.

In Figure 3, on the next page, we show the vendors that participated in our study
this year.
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The people analytics tech market is now an $8.1 billion market

$8.1B
$5.98
$3.9B
$2.5B
$1.7B
$1.3B
$833M

$548M I

2016 2017 2018 2019 2020 2021 2022 2023

Figure 2: PAT estimated market size 2016-2023; 2023 n = 165, 2022 n = 150, 2021 n = 135, 2020 n = 121,
2019 n =121, 2018 n = 110, 2017 n = 107, 2016 n = 100 | Source: RedThread Research, 2024.
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A total of 48 vendors participated (1 vendor submitted responses for 4 solutions, bringing the total n to 52) in our study for 2024
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Figure 3: Vendors participating in the 2023-24 RedThread PAT study, n = 52 | Source: RedThread Research, 2024.
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We calculated the 3-year CAGR and the YOY (year-on-year) growth rates (see
Figure 4). The 3-year CAGR is 47% and has been about that level for the last 4
years. Interestingly, the YOY growth rate numbers tell a more dynamic story.
They reflect a rise around the pandemic (peaking in 2021) and a decline that
continues today.

This curve aligns with what we've observed in the market—namely that many
vendors experienced rapid growth, and many small vendors entered the market
and also grew quickly, influencing the average growth rate during the pandemic.
The growth rate slowed as money got more expensive and corporate budgets
tightened in the last few years. It is now just above where we'd expect it to be if
we used the same trend line we observed between 2017 and 2020 (dotted line)
before the pandemic changed everything.

While this slower growth rate can be challenging for vendors, it is not necessarily
a bad thing for customers. More tepid growth means that vendors have to be
clearer about their value proposition and deliver a stronger ROI to customers. If
you are a customer, though, you should be on the lookout for vendors trimming
costs in ways that impact the support or services they provide. In general, we
have observed a trend of vendors shifting support and services costs back to
customers (versus them being included in the software pricing). It is important to
understand the total cost of ownership before moving forward with a contract.
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The 3-year CAGR is stable, but YOY revenue growth rates show high variability

50%

— 47%

~741% 48%
TS~ 36%
2017 2018 2019 2020 2021 2022 2023
—3 year CAGR  —YoY growth rate =~ —=—=— Approximate trend line,

absent the pandemic

Figure 4: PAT market growth rates, YOY and 3-year CAGR 2017-2023; 2023 n = 165, 2022 n = 150, 2021
n=135,2020n = 121, 2019 n = 121, 2018 n = 110, 2017 n = 107, | Source: RedThread Research, 2024.
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We wanted to understand if a specific segment in the market was driving this YOY revenue growth declined for vendors of most revenue sizes
variability in the YOY growth rate. Figure 5 shows YOY revenue growth rates by
vendor size (as measured in revenue).

184%
This chart shows in stark relief the incredible variability we've seen in revenue 167%
growth rates since 2017 and the impact of the market tightening on nearly 133%
all vendors since 2021. The smallest vendors—those in the $1 - $10 million 149%
category—have been on the wildest ride and experienced the sharpest decline
: o) : 0 105% 118%
last year, going from 71% revenue growth to just 27%.
Even the bigger vendors have experienced high variability, with the largest (over 84%
$100 million) dropping from a 56% growth rate in 2022 to a 27% growth rate in 2023. 65% 549 58% 58% 71%
\ 55% \
. o] . . . . . J— 3 40% 42% > ~
This Ia.ck of stability makes it difficult for vendc?rs to.plan for the futgre. This is o 36 — — 5% < 5648%
especially the case for vendors for whom PAT is their only product line (versus the ° o3y ° 28N\ 27%
HCM vendors, for example). 26% \/m 2%
20% 11% 16%

The result of this may be that at least some PAT vendors are less likely to swing

. ) . . . 2017 2018 2019 2020 2021 2022 2023
for the fences when it comes to new product innovation. Big bets require some
underlying financial stability, whereas incremental improvements are much easier
to manage in times of volatility. = Less than $1Tm  e== $1-$10m  e== $11mM-$50m == $50mM-$100m === More than $100m

This may be why we are seeing many vendors adding Al as a “bolt on” instead of

making significant changes to their product. Reworking product -- especially with
g signime S P ¢ gp ¢ P y Figure 5: Average revenue growth rate for PAT vendors by revenue size; 2023 n = 59, 2022 n = 61,

new and experimental technology -- can be risky, and even more so given this 2021 n = 59, 2020 n = 56, 2019 n = 50, 2018 n = 38, 2017 n = 29 | Source: RedThread Research, 2024.
financial picture. However, not adding Al is not an option for many vendors. Thus,

many are taking the middle road of bolting on and seeing how it goes.

@ © 2024 RedThread Research. All Rights Reserved. DO NOT DISTRIBUTE. REPORT AVAILABLE TO REDTHREAD MEMBERS ONLY. 13



This situation also may be why we are seeing customers express concerns about
how much support they are receiving (more on this later). Customer support
often requires real humans -- and they can be the ones who are let go when

times get tight.

Given this background, it is unsurprising that when vendors eyed 2024, they
had lower growth expectations than they had in years past (see Figure 6). A few

things in these growth forecasts caught our eye:

1) Nearly 40% of vendors expected greater than 31% growth in 2024

2) A full 20% of vendors said they did not know what to expect when it came to

growth in 2024

These two data points make clear that vendors, collectively, still had a high

degree of uncertainty as to what to expect in 2024.

Later in this report, we will share how these expectations played out in reality in

the first half of 2024.

“We expect to remain flat in 2024 due to longer sales cycles and lower
conversion rates as customers reduce their investments.”

- An employee network and communications vendor

“2 years ago, we decided to go direct to end users. This has meant a big shift in
how we market, sell, implement, deliver and support customers. In 2024, we will
continue to focus on building up a client base in the end user market, but expect

to remain flat.”

- A workforce planning vendor
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Vendors expected slower growth in 2024 than in previous years

Stay the same

1-5% growth

6-10% growth

11-20% growth

21-30% growth

37%
More than 31% growth 39%

55%

Don't know

W 2024 expectations M 2023 expectations 2022 expectations

Figure é: % of vendors with revenue growth expectations, 2024 vs 2023 vs 2022; 2023 n = 52, 2022
n =52: 2021 n = 43 | Source: RedThread Research, 2024.

14



Investments and market activity slowed again

In addition to this challenging broader economic environment, the PAT market
also experienced a slowdown in investor and M&A activity. As you can see in
Figure 7, just 13% of vendors in our survey took on new investments in 2023.
Further, only 12% went through M&A or some other ownership change and
included acquisitions such as:

® Culture Amp acquired Orgnostic (Q1 2024)

@ Glickon acquired Teamsight (Q1 2023)

® Lightcast acquired Gazelle (Q1 2023)

® Qualtrics was acquired by Silver Lake (Q2 2023)

® Quantum Workplace acquired TalentKeepers (Q4 2023)
® QuestionPro acquired Pathos.ai (Q2 2023)

The implications of this—plus the slower revenue growth numbers—are that
some vendors were likely running tight on cash and broadened or changed their
approach to marketing and product development. This was an attempt to bring
revenue in the door, but it also increased buyers’ confusion about vendors’ value
propositions in an already confusing market (more on this later).
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Investments and M&A activity were down significantly in 2023

47 %

30%

25%
21%

Investments Mergers, acquisition, or other
ownership change

W 2023 W 2022 2021

Figure 7: % of vendors who received investments or underwent mergers, acquisitions, or other
ownership change in 2023 vs. 2022 vs. 2021; 2023 n = 52; 2022 n = 52; 2021 n = 43 | Source:
RedThread Research, 2024.
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Vendors focused on improving product / market fit Most vendors focused on product roadmap, marketing, and new markets

To respond to this environment, the vast majority of vendors made a range of
changes, as shown in Figure 8:

90%

Adjusted product roadmap 67%
57%

@ Nearly all vendors (?0%) adjusted their product roadmap, a stark increase over 819%
79%

Adjusted the marketing strategy

67% of vendors doing the same in 2022

® 81% adjusted their marketing strategy, an approach 79% had started the year
before

@ 71% targeted new industries / sectors / geographies, which was much more
than the 54% that did it in 2022

PAT vendors also jumped in on the Al craze, with 80% saying they built new Al /
ML (nhon-LLM) products and half of vendors telling us they built new LLM / Gen
Al-based solutions or products.

This amount of change is part of what makes the PAT market so confusing for
buyers. Vendors have a range of new features — many Al-related — and how they
market them changed. In addition, close to 3/5th of vendors adjusted their sales
or pricing model. Further, as you can see, over 2/3rds of vendors moved into new
industries / sectors / and geographies, meaning that what was likely an already
crowded market got busier. It is no wonder that buyers struggle to make heads
or tails of it all.

Built new Al/ML (non-LLM based /
non GenAl) solutions / products*

Built new solutions / products

Targeted new industries
/ sectors / geographies

Offered greater technical
and admin support and resources

Changed sales / pricing model

Built new LLM and / or GenAl
based solutions / products*

Expanded to other
talent management areas

Reduced technical and admin
support resources to customers
as part of their subscription

45%

57%

24%

42%

31%

42%

24%

52%
44%
35%

22%

15%

8%
5%

54%

B Changes made for 2024  m Changes made for 2023 Changes made for 2022

Figure 8: % of vendors who made business changes for 2024 vs 2023 vs 2022; 2023 n = 52,
2022 n = 52; 2021 n = 43; *Did not collect data prior to 2023 | Source: RedThread Research, 2024.
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Typically, we publish this study in the early part of the year, so we wouldn't know
the impact of these changes. However, this year, we are publishing a bit later
than usual, which gives us a rare opportunity to see if all the changes highlighted
in Figure 8 helped vendors.

In late August 2024, we conducted a quick poll of the study vendors to
determine what growth rates they had experienced in the first half of 2024.

We compared those responses to the expectations vendors stated at the
beginning of the year. The results are in Figure 9 and show that many vendors
have not yet achieved the significant growth (which we classify as 31%+ growth)
for 2024 they were hoping for.

Some of the specific numbers that jumped out at us were:

@ Only 13% of vendors expected 11-20% revenue growth in 2024, but as of the
end of the first half of 2024, 43% were at this growth rate

@ 37% of vendors expected to grow faster than 31%, but only 23% have
achieved that rate

@ 40% of vendors reported growing faster than 21% in the first half of 2024,
which is still strong growth, but just not as strong as in the past

Based on these data, we can see vendors are growing more slowly than they
anticipated despite making significant changes to their product roadmap, go-to-
market approach, and introducing more Al capabilities.

Let’s turn to what is happening with customers, which can help explain why
vendors are seeing this slower growth.
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Revenue growth was much slower than expected in the first half of 2024

1-5% [ 3%

6-10%

11-20%

219300 T 7%

[e)
vore than 31% 1NN 23

37%

B Actual TH2024 revenue growth Expected 2024 revenue growth

Figure 9: % of vendors with revenue growth rates for their PAT solutions for 1H2024; Expected 2024
n =52, Actual 1TH2024 n = 35 | Source: RedThread Research, 2024.
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Customers: More support and ROI are needed

This year, we focused our customer analysis on a few topics: NPS, renewal
likelihood, and what drove both of those.

Customers’ NPS declined again

The decline in vendor revenue growth rates is not only due to a tighter economic
environment: Customers are less happy with their PAT vendors than before. Our
data indicate that customer Net Promoter Score® (NPS) for PAT vendors declined
for a third year, as shown in Figure 10.

To put this in context, 44 is technically still a good score, especially if we look at
the SaaS$ industry benchmark which was around 40 for last year. However, the
drop of over 20 points over the last 3 years is still concerning. This is especially
the case since the market has been maturing in terms of capabilities and
products during that time.
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PAT customer NPS has declined to an all-time low

2023 2022 2021 2020
In 2023, 5 vendors scored > 70
44 50 58 In 2023, 10 vendors scored >30

-100 100
[ I I i J
Needs improvement (-100-0) Great (30-70) Excellent (70-100)

Total vendors with the minimum
required customer responses to
report average NPS =15

Figure 10: Average NPS for vendors for 2023 vs. 2022 vs. 2021 vs. 2020; 2023 n = 113, 2022 n = 95,
2021 n = 116, 2020 n = 132; Only vendors with 5 or more customer responses were included
| Source: RedThread Research, 2024.
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You might be tempted to say something like, “NPS is such a fuzzy metric, | am PAT customers who plan to renew are more likely to be promoters

not even sure this decline matters.” We wondered the same thing, so we decided

to test it.

For the first time this year, we collected customers’ likelihood to renew. This is a Will definitely 9%
powerful metric as it reflects the value the organization is willing to continue to renew

give versus a recommendation, which can be provided freely or be caveated by
specific situations (e.g., “This solution worked great for us, but | don’t know if |
would recommend it to everyone,” which was a common comment in the free
text responses).

May renew

As you can see in Figure 11, there was a strong relationship between renewal Not decided yet

likelihood and NPS status. Specifically, promoters represented 65% of customers
who “will definitely renew.” Will not

/ unlikely
Those who were promoters were 1.8 times more likely to say they would to renew

“definitely” renew.

Therefore, this decline in NPS is likely related to the lower revenue growth rates
we saw in the previous section.

B Promoter M Passive Detractor

Figure 11: % PAT of customers with their likelihood to renew by their likelihood to recommend the
solution to others; n = 151; “I don’t know” responses were dropped| Source: RedThread Research, 2024
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Given that last year’s decline in NPS represented the beginning of a downward
trend, we wanted to investigate customers’ experiences more. In this year’s study,
we asked customers why they gave the NPS response they did. We then coded
those data to understand better what was happening.

Looking specifically at negative comments, we found:

® Too few advanced capabilities. 32% of those customers who gave negative
feedback did so because they felt the solutions were acceptable for basic
reporting on transactional data but lacked advanced capabilities for mature
users and did not provide additional insights. A few called out the need for
solutions to grow their capabilities.

® Poor customer service and support. 16% of those who gave negative
feedback did so because of poor customer service and support and a lack of
proactive guidance.

® Low ROI for the organization and individuals. 11% of the negative
comments highlighted that getting value out of the solution required a
significant investment from the organization (financially) and the user (time)
to understand the data and figure out how to implement the solution across
the organization effectively. For some, the costs are higher than the benefits
realized from the solution.

® Not user-friendly and non-intuitive UI/UX. 29% of those who gave negative
feedback said their solutions are not user-friendly or reliable and can be
challenging to use due to lack of customization and flexibility. Some of
them mentioned the unreliability of the connectors. They also called out the
solutions’ poor UI/UX and lack of intuitiveness.
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We'll examine most of these points in more detail with our quantitative survey
data as they illuminate some of the challenges vendors and customers face in
this space. Unfortunately, we didn't ask a question about Ul / UX in the customer
survey, so we don't have quantitative data on that topic.

One point on this topic: While we will certainly include it in next year’s survey,
we also believe Ul / UX will likely become less important over time. Gen Al

will enable more people to query PAT in natural language — and increasingly

in locations outside a vendor’s platform, like Slack, Teams, or an enterprise Al
copilot — thus rendering the vendor’s Ul / UX less critical for the non-technical
user. We are closely monitoring this area and expect to hear more about it in the
forthcoming months.

“We are extremely satisfied with the platform from a functional perspective, but
we do feel there can be some improvements to the support process.”

- PAT customer for an HCM solution

“I think it is a good basic solution, but enhancements around transformations and
integrating code to build models are needed.”

- PAT customer for a multi-source analysis platform solution

“Still lacking in some areas like action planning reporting and summary from an
organization level. For example, how many managers created an action plan is still
not something that can be easily identified.”

- PAT customer for an employee voice solution
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Advanced ca pabilities The value of people analytics tech often shifts with organizational maturity

As we have said for the last few years, the use case for PAT is maturing from this
tech being a way to quickly get the organization’s people analytics capabilities off Phase 1 Phase 2 Phase 3
the ground to it also being a people insights delivery mechanism for the entire
organization (see Figure 12 for how we see this maturation happening).

Data Scalability

Data exportation

stream

Many PAT vendors built their systems to handle a large number of relatively
straightforward base cases so that many companies could adopt the tech quickly.
In talking with our people analytics members about this situation, they told us
that PAT tools are very effective at getting an organization’s people analytics
capabilities up and running and are increasingly good at scaling insights to non-
technical stakeholders (HR, HRBPs, business leaders, etc.).

Data
integration

Adoptability

Dashboarding

Data
collection

Vendor tool usage

However, many pointed out that the advanced capabilities and flexibility required
by very mature people analytics teams can often be better served by a data lake or
warehouse and writing code on top of it (e.g., in Python).

Organization’s level of people analytics sophistication

In the future, PAT vendors will have to decide if they want to enable these more
technical use cases. Alternatively, they may instead want to focus on serving (the
vast number of) less mature organizations that need to get up to speed quickly and
scale data insights across the organization.

PA practitioners e Bysiness, HR, and people leaders

Figure 12: How PAT vendor tool usage changes with people analytics sophistication| Source:

We guess that most vendors will take the latter option, given the larger (and more RedThread Research, 2022.2024

scalable) market opportunity and the ability for Al to help make insights more
accessible (more on this later). Therefore, some vendors might need to

re-set expectations on their value proposition related to their advanced analytic
capability with potential and current customers if they want to see those higher
NPS and renewal rates.
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Customer support 47% of customers feel they receive the support they need to use their PAT successfully,
while 26% do not

Let’s next tackle the topic of customer support. As we mentioned above,

16% of those who gave negative comments did so because of poor customer
service and support and a lack of proactive guidance. We also saw this in the
quantitative data: 26% of survey respondents did not feel their organization fully
received the support necessary to use the solution successfully.

2%

Despite this, it is important to recognize some good news on this front:

@ 47% of respondents felt they did receive the support they needed “to a very
great extent”

® 58% of vendors said they made changes at the end of 2023 to offer greater
technical and admin support and resources (see Figure 8)

“Hard to reach support and it takes months to get help on issues.”

- PAT customer for a multi-source analysis platform

“I think on balance it is likely the best solution for our needs, however could be
much more valuable with more proactive, advanced guidance and support.”

- PAT customer for an employee voice solution

Not at all To a small M To a moderate To a significant W To a very
extent extent extent great extent

Figure 13: % PAT of customers who said they received the support necessary for using the solution;
n = 161 | Source: RedThread Research, 2024
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Despite that good news, given that more than half of customers reported they
did not receive the support they needed “to a very great extent,” we wanted
to investigate this finding more. We hypothesized there might be certain
times in the contract when customers were more or less likely to get help and
investigated that in Figure 14.

We found customers were generally more satisfied with support at the beginning
of their contract. Unfortunately, by the time customers had the solution for more
than 24 months, about a third felt their organization did not receive the support
necessary to use the solution successfully.

This problem of a lack of later-tenure support is not new. In last year’s study, we
identified that “Yet many vendors fail to provide the support customers may
need after implementation.” Based on this year's data, we have not seen this
issue addressed.

“Very helpful platform for current stage; however it’s fairly expensive and
customer experience is highly variable depending on customer support
resources.”

- PAT customer for a multi-source analysis platform
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Necessary support for solutions declines with time

Pre-deployment 38%
0-6 months 17%
g 4%
E I_'
8 6_1 2
o)
£ months
- — 5%
12-24
months 19%
L .5%
More than
Lo
Not at all To a small M To a moderate
extent extent

28%

63%

To a significant M To a very
extent great extent

Figure 14: % PAT of customers, by time since deployment, and the extent of the support they
receive to use the solution successfully; n = 161 | Source: RedThread Research, 2024
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And yet, vendors need to take action on this. As shown in Figure 15, close to 84% When vendors provide the necessary support, customers renew
of customers who said they would definitely renew said they received the support
they needed to successfully use the product to a very great or significant extent. 2%

Customers who received support “to a very great extent” are 1.7 times will de‘::gz 14% 259, 509
more likely to say they would “definitely” renew.

Of the questions we tested, the level of customer support was the item most
predictive of renewal. Addressing the support issue is one sure way to improve
customers experience and drive better renewal rates — and thus revenue
numbers.

May renew | 7% 40% 27%

Not decided yet |59, = 11% 28%

“We receive great contact and support from the vendor, very intense analysis

options, and added value from the survey results analysis.” Will not
/ unlikely | 13% 38% 13% 13%
- PAT customer for an employee voice solution to renew

The customer support‘ is not very helpful. Also the solution is outdated Not at all Toasmall B Toa moderate Toasignficant M To avery
compared to new solutions on the market.” extent extent extent great extent

- PAT customer for an employee voice solution

Figure 15: % PAT of customers, by renewal status, and the extent of the support they receive to use
the solution successfully; n = 161 | Source: RedThread Research, 2024
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Return on investment

ROI was the final theme arising from the qualitative comments for which we

have quantitative data. In the survey, just over a quarter of customers said they
received a return on investment “to a very great extent,” and a further 32% “to a
significant extent,” for a total of 59% of customers reporting they received high
ROI from their solutions (see Figure 16).

This means that 41% of customers do not strongly believe they get a high ROI
from their solutions, which is a far greater percentage of customers than those
who mentioned it in the comments. This indicates that ROl is an especially salient
topic that needs to be addressed.

“Perhaps the most compelling evidence of success comes from assessing the
outcomes of decisions made based on insights from the solution. We've seen
improvements in various areas, including productivity, operational efficiency, and
overall business performance. These outcomes validate our investment in a data-
driven HR approach, demonstrating that informed decisions lead to better results

for our organization.”

- PAT customer for a multi-source analysis platform
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59% of customers perceive a high return on investment, while 41% do not

1%

T

Not at all To a small M To a moderate To a significant W To a very
extent extent extent great extent

Figure 16: PAT customer ROI, n = 147; “N/A” responses were dropped | Source: RedThread
Research, 2024.
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The role of ROl in NPS and renewal There is a relationship between ROl and being a promoter

So, how important is ROI? We |looked at several variables (deployment time,
time to value, etc.), and ROI proved the most predictive of NPS and close to the

most predictive of renewal (that award goes to customer support, as noted in the (ngtofc’]"t Eﬁ)/'
previous section). Specifically, we found a strong relationship between high ROI to a small extent)

and high NPS: 69% of folks who reported high ROl were also promoters
(see Figure 17).

If someone reported high ROI, they were 2.94 times more likely to be a Medium RO
promoter of the vendor.

“We're undergoing a complex analysis [to assess the value from the solution]. High RO

The full delivery of the project will help us evaluate the success and a possible {to a significant /
| very great extent)
renewal.

5%

- PAT customer for an employee voice solution

B Promoter M Passive Detractor

“It took a bit to ensure data accuracy from our integrations so if we do not renew,
it would have been a waste of the implementation time and cost.”

' . Figure 17: PAT customer ROI by the likelihood to recommend the solution, n = 146; “N/A” responses
- PAT customer for a multi-source analysis platform were dropped | Source: RedThread Research, 2024
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While promoter status is important, the likelihood of renewal is even more There is a relationship between ROI and intent to renew
important to vendors looking to drive revenue. Therefore, we decided to analyze
ROI by renewal status, which resulted in an even clearer story.

As you can see in Figure 18, of those with high ROI, 72% said they would Low ROI
definitely renew, and 20% said they may renew, for a total of 92% of high ROl o Srf]r;ﬁtea;tzlr:t;
respondents being likely to renew.

Specifically, those who reported a high ROl were 1.6 times more likely to say
they would definitely renew.

Medium ROI
Even a medium level of ROl results in decent returns: 53% of customers with that
level of ROI said they would definitely renew, and 23% said they may, for a total
o . .
of 76% being likely to renew. High RO 49

]

(to a significant /
very great extent)
“The solution provides a unique dataset that provides a lot of value to our

organization.”

- PAT customer for an employee network and communications solution , o , , ,
B Will definitely renew M May renew Not decided yet Will not / unlikely to renew

“My organization is unlikely to renew the subscription once it ends. The solution
is not designed for employee experience and clearly favors customer surveys.
Downloading survey data into usable powerpoints, organization structure data,
and action planning are all very limited.”

Figure 18: PAT customer ROI by the likelihood to renew the solution, n = 140; “N/A” and “I don’t
know” responses were dropped | Source: RedThread Research, 2024

- PAT customer for an employee voice solution
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One of the ways we hear vendors say they try to prove ROI is through quick
time to value, another metric we collected for the first time this year. As you can
see in Figure 19, 85% of high ROI customers reported receiving value within the
first 12 months (and 63% within the first 6 months). By contrast, just 47% of low
ROI customers reported their solution’s time to value as being within the first 12
months (and 29% within the first 6 months). Thus, time to value appears to have
an important relationship with ROL.

“The solution subscription includes Data Scientist Consultant hours as well. This
helps us supplement our team'’s time. They are more of a partner than a vendor
and really want us to succeed.”

- PAT customer for a multi-source analysis platform

“We are yet to decide if we will renew our subscription once it ends. The system

is missing several critical features that could greatly enhance the user experience.
The absence of initial training was severely inadequate, and the decision to phase

out benchmarking features, which were a major reason for our initial selection of
the solution, is disappointing.”

- PAT customer for a HCM solution
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Customers who reported high ROI also reported fast time to value

Low ROI
(not at all /
to a small extent)

35%

Medium ROI 8%
High ROI
(to a significant / 22% — 1%
very great extent)
L. 2%

B 0-6 months 6-12 months M More than 24 months 12-24 months We didn't receive
value from this
solution

Figure 19: PAT customer perception of time to value and ROI, n = 136; “I don’t know” “N/A”
responses were dropped | Source: RedThread Research, 2024.
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Finally, given this relationship, we tested if there was a relationship between Time to value does not directly drive renewal likelihood
time to value and the likelihood of renewal. This analysis revealed something
super intriguing: A short time to value of less than 6 months AND a longer time
to value of more than 12 months could both be related to a high likelihood of

0‘6 o, o,
renewal. months 8% 4%
Specifically, 66% of those with a time-to-value of 6 months said they would
definitely renew, and 22% said they may renew, for a total of 88% being likely to 6-12 oo
o . . months
renew. By contrast, though, 75% of those with a time-to-value of 24 months or
more said they would definitely renew, and 25% said they may renew, for a total S
of 100% saying they were likely to renew. : 12-24 .
° months I
Thus, while time to value is important to ROI, it does not directly drive £
renewal likelihood. Instead, the relationship seems to be time to value >
T More than
ROI > renewal likelihood. 24 months

Based on our conversations with customers, we believe what is happening here

is a matter of expectations: Customers who believed they'd get some quick wins We didn't
within the first 6 months and did get them were likely to renew. Customers who receive value

expected a longer time frame (typically more complicated deployments) and got
value at that time were also likely to renew. However, customers who expected
qUiCker time to value and didn't get it (those in the 6-12 month bUCket) or those B Will definitely renew M May renew Not decided yet Will not / unlikely to renew
who didn’t get value at all were less likely to renew.

Figure 20: % of PAT customers’ perception of time to value by likelihood to renew, n = 142; “l don't
know” and “Other” responses were dropped | Source: RedThread Research, 2024.
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Given the importance of high ROI (in addition to promoter status), we analyzed
high ROI customers’ comments on what they liked about their vendors. These
customers reported the following:

® Quality insights: About 18% of these customers said they receive valuable
insights from the platforms that help them make better and safer decisions
and see them as effective solutions

@ Mature capabilities: About 17% feel that their solutions are reliable and
mature. They highlighted the innovative approach of the vendors and
appreciated the capabilities that cater to those users with advanced data skills

@ Partnership with the vendor: 16% of those who said they received high ROI
mentioned that they have a solid partnership with the vendors and receive
excellent customer support

(® Efficient, intuitive, and meets the needs: About 15% of them said their
solutions were easy to use, intuitive, and saved them time, and a similar
percentage found them to be flexible and customizable while meeting the
company’s current needs

If you are a vendor or a people analytics practitioner, you need to:
® Determine early the problem you are trying to solve
® Chart your path to and align on the appropriate time to value

® Be clear on how you can generate a high ROI

By doing these things, you can build that strong partnership that leads to better
outcomes for all.
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Al/ML: The best is yet to come

As we all know, artificial intelligence (Al) and machine learning (ML) have been Compared to vendors, far fewer customers believe their solution has Al

among our industry’s top focus areas for the last 18 months or so. In this section, we

analyze Al from both vendors’ and customers’ perspectives, Al's impact on renewal, To vendor: Does this solution To customer: Does this

and what vendors do today to enable Al's accuracy, safety, and ethical use. include Gen Al and / or solution include Gen Al and / or
ML capabilities? ML capabilities?

Al/ML: A disconnect between vendors’ and customers’ reality

Looking around our industry, every HR Tech vendor claims to have Al / ML or
generative Al (Gen Al) capabilities. Our survey of vendors reveals the same: 90% of
PAT respondents indicated they have these capabilities (see left side of Figure 21).

This gets interesting, though, when we compare those responses to those
vendors’ customers (right side of Figure 21). Specifically, just 40% of customers
were confident that their solution has ML or Gen Al capabilities within it, while
32% said their solution does not have them, and 28% said they don’t know. There
is a disconnect between what vendors say in the market and their customers'’
perceptions of reality.

M Yes M | don't know No

Figure 21: % of vendors who said their solution includes ML and or Al (left) and % of customers
who believe the solutions they use have or do not have the Al capabilities (right); vendor n = 52,
customer n = 161 | Source: RedThread Research, 2024.
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To better understand what is happening, we analyzed how long customers had Once customers deploy solutions, far fewer say it has Al
their solution and whether they thought it had Al capabilities. As you can see

in Figure 22, approximately 60% of customers in pre-deployment or their first 6
months of usage said their solution includes Gen Al or ML capabilities, compared

to 32% of those who had used it for over 6 months. Pre-deployment 20%
We hypothesized that this difference may be because those who had the solution
were Igss aware of its capabl!ltles since they‘ were furtber from the sales process ) 0-6 months B
(which is where a lot of the discussion of Al is happening). We were wrong. S
£
>
Instead, our people analytics members told us that what was really happening here ?:l i
was that many vendors’ Al capabilities were not the same in reality as they were g onthe 28%
promised in the sales process. Specifically, once they had completed much of the £
initial deployment, they found that the generic Al capabilities did not do what they £
expected or were not adequately configurable to their needs. - 12-ti4 37%
montns
Therefore, in the minds of folks later in their contracts, the Al didn't really exist—at
least not in the way they'd been told it would. This mismatch between expectations
More than 22%
and delivery may be another reason for those lower customer NPS scores. 24 months
“Gen Al is a new field. Customers are reluctant to use it and put their M Includes Gen Al or / and ML Does not include Gen Al or ML | don't know

information in the Al consciousness. Right now the competitive advantage is to

have somethlhg that cus?omers can _u.se in a beta / experimental mode as they Figure 22: % of solution users with different usage tenures who believe the solutions they use have
answer questions on their cyber policies around Gen Al. Customers need to or do not have the Al capabilities; n = 161 | Source: RedThread Research, 2024.

know that we are on the journey with them and can show them the way.”

- A workforce planning vendor
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That said, there may be lots of Al capabilities built into the technology that are

not abundantly clear to those customers. As excited as we all are about Al at

this moment, Al has been a part of our HR tech products and industry for the
better part of a decade. Yet, many folks are not directly aware of it within their
technology. Therefore, this discrepancy may also be due to an understanding gap.

Of those customers who said their vendor solutions have Al:

@ 28% said they use the capabilities for cluster, text, or sentiment analysis of
comments and feedback

® 18% referred to the Al helping with ease of access and speed to insights and
key metrics

@ 11% said they use Al for forecasting or prediction analysis

As has been said many times, we are just at the beginning of understanding and
developing Al’s capabilities. However, vendors must address the challenge of
overpromising and underdelivering in the coming months and years if they are
going to improve their NPS and renewal numbers.
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Al / ML: The value is yet to come for customers The existence of Al does not impact renewal likelihood

Given that so few customers know about or understand the extent of Al in their
tech tools, it is perhaps unsurprising that the existence of Al is not a factor in
customers’ renewal decisions. As you can see in Figure 23, Gen Al or Al / ML Will definitely

. ;- . renew 29%
appears to have no impact on customers’ likelihood to renew, as the percentages
are the same across all the renewal likelihood categories.
- . . : . , M %

We ran additional analysis to see if the existence of Al impacted customers wyrene 3%
perceptions of ROl and did not find a clear relationship.
The crux of the problem right now is that there is a lot of talk about the existence Not decided yet 11%
of Al in these tools but not a lot of clarity on how Al is solving leaders’ critical
business challenges. Until customers see and experience Al solving their unique Wil not
problems, it will continue to be a shiny object that doesn't drive software / unlikely 1%
renewals. Once this connection is made, we expect to see a dramatic change in to renew
these numbers.

| The Al / M‘L helps us l.dentlfy ret?ntlon risk. Our practlcal chall.enge 'Wlth using it B includes Gen Al or / and ML Does not include Gen Al or ML I

is that we still haven’t figured out is how to effectively communicate it to drive the

desired behaviors and not lead to unintended behaviors/impacts.”

- PAT customer for a multi-source analysis platoform Figure 23: % of solution users, by their likelihood to renew, who believe the solutions they use

have or do not have the Al capabilities; n = 152; “I don’t know” responses were dropped for the

“ML / Al is used on the backend for scraping and processing large datasets and likelihood to renew question | Source: RedThread Research, 2024.

isn't something we directly use.”

- PAT customer of a labor market analysis solution

“The predictions [from the Gen Al capabilities] are too generic.”

- PAT customer for a workforce planning solution
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Al accuracy: Primarily enabled by model training and updating

One of customers’ primary concerns about Al is its accuracy. To help us
understand the current state, we asked vendors what methods they use to ensure
the accuracy of their Al models. The results in Figure 24 show that regular model
training and updating is, by far, the most common approach, with close to 70%
of vendors reporting using this method. After that, roughly 50% of vendors use

a range of approaches, such as cross-validation techniques, bias detection and
mitigation processes, and regular audits and reviews.

If you are a customer, you can expect (but need to verify) that the Al being used

by your vendor is being regularly trained and updated. It is a coin toss if they are
doing anything more — and if this matters to you and your organization, you need
to ask many questions.

Some of the vendors in our survey bristled at the idea that they would be doing
anything more than regular model training and updating (see example quote
below) and that any vendor who said they were doing so should be double-
checked. It is a fair point that this technology is in its infancy. However, if vendors
are serious about getting large enterprises to adopt their Al, they must figure out
how to show current and potential customers that their Al is safe, responsible,
and accurate. Knocking aside the idea that audits or other accuracy validation
methods are impossible will not get anyone where they want to go.

“This seems way out over the skis in terms of a process in its infancy. | would
suggest you should audit anyone who says they are conducting regular audits
and reviews on this unless it is a major audit/consulting firm.”

- A multi-source analysis platform vendor
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Model training and updating is the most common way vendors are ensuring Al accuracy

e e e | ——
(o]

and updating

Cross-validation techniques | NN S/ o

Bias detection and

mitigation processes _ 52%
Regular audits and reviews || NG 509

A/B testing and experimentation | NN /3%

Collaboration with subject matter

experts and data scientis! | 15°

outside the company

Transparent documentation

of model processes TN 5%

Benchmarking against

industry standards — 33%

Figure 24: % of vendors who said they use the listed methods to ensure the accuracy of Al models;
n = 52 | Source: RedThread Research, 2024.
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A quarter of vendors are only using traditional ML, whereas 63% are using that plus Gen Al

Accuracy approaches vary by the types of Al used

As we mentioned above, ML and Al are not new — it is Gen Al that is new. Given
that, we wanted to understand how many vendors are using traditional ML / Al 2%
and how many are using that plus Gen Al (see Figure 25). As you can see, 65% of
vendors in our survey use both types of Al, whereas a third use only traditional
ML, and 10% say they do not use Al at all. The 2% saying they use Gen Al only
represents just 1 company, and given that low number, we have removed it from
the analysis from this point forward.

Given that such a large percentage of vendors are not using Gen Al (35%), we
wanted to understand if accuracy validation methods vary by the type of Al the
vendor uses.

“We utilize ML in our solution for several purposes. Primarily, it is employed

for projecting various performance indicators such as turnover rates and
absenteeism. Additionally, we harness ML algorithms to predict employee
attrition risks, identifying at-risk groups and individuals by assigning a percentage
likelihood of departure within the next year. Similarly, we apply ML techniques to
forecast risks associated with disability leave and parental leave departures.”

- A multi-source analysis platform vendor
B ML/ Aland Gen Al B ML/ Al only No ML/ Al Gen Al only

Figure 25: % of vendors using different types of Al; n = 52 | Source: RedThread Research, 2024.
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As you can see in Figure 26, a larger percentage of vendors with both traditional
ML and Gen Al capabilities use more methods to ensure Al model accuracy than
those with only traditional ML. For example, 73% of vendors with traditional ML
and Gen Al capabilities use bias detection and mitigation processes compared to
only 23% of those with traditional ML capabilities.

We likely see this relationship because Gen Al requires much more validation
work than traditional ML due to the nature of the technology. So, this finding is
comforting in many ways — it is what we would hope for.

What is perhaps concerning, though, is that some aspects of Gen Al that we
know most require attention - like bias detection and mitigation processes -- are
still only happening in 3 of 4 vendors that offer this technology. Given pending
lawsuits, we strongly suggest customers ensure that the vendors they use test for
accuracy and bias mitigation.

“For the majority of deep learning and Gen Al strategies that we are using, we
are still not providing user-specific LLMs but rather using well-trained LLMs such
as GPT 3.5 and 4 and augmenting those with customer data because we got very
low-quality results for fine-tuning existing models at a much higher cost. Building
LLMs from scratch is not an option for us or generally a rational thing to do, given
the extremely high cost of acquiring and labeling the data, not to mention the
computation cost of training the data. We are using customer data in isolation
and not mixing it when using LLMs and ensure that we have a proper privacy
policy in place with vendors that we are using so that the customer data is never
retained or used for training such models. What we do from scratch is build our
time-series forecasting RNN/LSTM models that we are using for a certain number
of prediction-based metrics and insights.”

- A multi-source analysis platform vendor
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Vendors with both traditional ML and Gen Al use more methods to ensure accuracy

Regular model training
and updating

Bias detection and
mitigation processes

Regular audits and reviews

Cross-validation techniques

Transparent documentation
of model processes

Collaboration with subject matter experts
and data scientists outside the company

A/B testing and experimentation

Benchmarking against
industry standards

M It uses both traditional ML and Gen Al

_ 82%

69%

I 73%
23%

N 67 %
31%

I 7%
46%

I 1%
38%

A
46%

I 55%
54%

I 39%
31%

It uses traditional ML

Figure 26: % of vendors who said they use the listed methods to ensure the accuracy of Al models
by the type of Al their solutions use; n = 52 | Source: RedThread Research, 2024.
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Security, ethics, and transparency: Some positive developments

Other concerns around people analytics tech center on security, ethics, and
transparency. We will tackle each of these topics in this section.

Security: Only about half of vendors have SOC 2 certification

While security is a big topic unto itself, we did want to, at a minimum, understand
if vendors have SOC 2 certification. We asked about this because customers are
asking vendors for this more, given rising security concerns.

Our survey revealed that just 56% of PAT vendors have SOC 2 certification (see
Figure 27). A further 24% reported progressing toward certification.

“We use single-tenant models, which means your information is completely
isolated from other customers’ data. This eliminates the risk of any cross-
contamination [between data].”

- A multi-source analysis platform vendor
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A little more than half of PAT vendors have SOC 2 certification

W Yes No In-progress

Figure 27: % of vendors who said they have, don't have, or are in the process of getting their SOC 2
certification; n = 50; “N/A” responses were dropped | Source: RedThread Research, 2024.

38


https://secureframe.com/hub/soc-2/what-is-soc-2

PEOPLE ANALYTICS TECHNOLOGY: STATE OF THE MARKET 2024

We wondered if there was a relationship between SOC 2 status and types of Al Vendor size (by revenue) increases the likelihood of having SOC 2 certification
(e.g., traditional Al / ML vs. traditional Al / ML plus Gen Al), and we found no
statistical relationship.

However, we found a relationship with the size of the vendor’s revenue (see Less than
Figure 28). Specifically, we found that 100% of the vendors with over $50 million $1 million
in revenue said they had SOC 2 certification, compared to only 23% of those

with revenues under $1 million. This difference makes sense, as getting the

r : . 1-$10 milli
certification can be a lengthy and expensive process that is harder for small 81 - $10 million
companies to afford. We see the percentage of those with the certification rise as
their revenue sizes increase.

$10- $50 million

If you're a customer, this trend is important to remember as you consider which

vendor to partner with. For example, if you want to work with a smaller vendor

but your organization is very concerned about security, you should check on their Over $50 million
security approach before proceeding very far down the RFP process.

“Our Al models are hosted externally, but that has no impact on the data security
as the Al models are SOC2 compliant regardless of where they are hosted.” B VYes No

In-progress

- A workforce planning solution vendor

Figure 28: % of vendors by their revenue size who said they have, don’t have, or are in the process
of getting their SOC 2 certification; n = 50; “N/A” responses were dropped | Source: RedThread
Research, 2024.
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Ethics and responsib|e Al: More needed Employee training is the most common way vendors are enabling ethical behaviors in
their organization

Vendors can enable more ethical approaches to people data and analytics tech
in several ways: Practices they implement internally and those resources and
tech they make available to customers. We examined both of these approaches
this year.

Employee training 56%

We focused first on internal ethical approaches to Al. As you can see in Figure 29, Formal development
the most common way vendors try to ensure ethical approaches within their eviepreess
organizations is via employee training (56%), followed by formal development

50%

reviews (50%). The remaining approaches — ones that build ethical behaviors into Codes of conduct [N -2
the flow of work — are less common, with fewer than half of vendors doing them.
We also wanted to understand if there were differences in approach based on audis | -0
the type of Al technology vendors offer.

Ethical frameworks 38%

|

“We've built in reporting on model efficacy and partnerships with leading people
data governance platforms such as Fairnow.Al.”

- A multi-source analysis platform vendor Figure 29: % of vendors who do the listed items to set expectations around the ethical impact of Al

to a significant or very great extent; n= 52 | Source: RedThread Research, 2024.
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As you can see in Figure 30, vendors that use ML / Al and Gen Al capabilities
are generally more likely to use a variety of approaches to influence employees’
ethical behavior. An exception to that is that 62% of those with traditional

ML capabilities use ethical frameworks, compared to 36% of those with both
traditional ML and Gen Al capabilities.

When we asked our broader community why this was the case, there were a
range of perspectives. The two potential explanations, courtesy of Richard
Rosenow and Steve Hunt, that make the most sense to us are:

@ Gen Al tends to be developed by third parties. Thus, it is harder for a
vendor to hold those developing Gen Al accountable for adhering to ethical
standards, given that the PAT vendor itself is not developing the technology.
This, of course, brings up all sorts of other concerns—Ilike how do you make
sure that bias mitigation approaches have been taken—but it at least may
explain what's happening in our data.

® Vendors not using Gen Al may be more risk-averse. At this point, if a vendor
is not using Gen Al, it is because they intentionally decided not to. That
decision may be rooted in concerns about the Al’'s development (see point
immediately above) or because it doesn’t align with their ethical framework.

This points to the need for customers to ask their vendors questions about how
they are integrating ethical, safe, and responsible Al technology into their internal
organization and product development processes.
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Vendors using Gen Al are more likely to use all methods except ethical frameworks

. 64%
Employee training
62%
Formal development [T '
review process 46%
52%
coses ot concee. T
38%
52%
e T ;-
31%
Ethical frameworks
62%
B It uses both traditional ML and Gen Al It uses traditional ML

Figure 30: % of vendors with different Al and ML capabilities who do the listed items to set

expectations around the ethical impact of Al to a significant or very great extent; n= 52 | Source:
RedThread Research, 2024.
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Another way that vendors can enable more ethical behaviors is by providing Vendors primarily offer recommendations and communications to support customers
resources to their customers. We've been tracking this for years and found some regarding data ethics, privacy, and collection
intriguing changes this year. Specifically:

® Customer education has made a U-turn. The percentage of vendors offering — 63%

customer education increased noticeably in 2023 after having dropped Offers education on 10%

significantly the year before. In 2023, 63% of vendors offered education for data ethics and privacy 54%

customers around data ethics, privacy, and security, compared to 40% in 2022 Off .
ers recommendations

and 54% in 2021. around data collection, access, _ 88%

and sharing insights*

@ Vendors are helping less with designing guidelines. There was a 9-point
decline in the percentage of vendors that said they designed guidelines

around data collection, access, and sharing insights, going to 62% from 71% 4o

: . Designs guidelines and _ °

in the Previous two years policies around dat collection, 71%
® Vendors are helping more with communications. Approximately two-thirds access, and sharing insights 1%

of vendors said they helped develop customer communications about data

collection, a 12 percentage point jump over the 52% who said they did this in Develops communications N -

the preV|Ous tWO years about data collection 52%

52%

Unfortunately, we do not have YOY data for offering recommendations (versus
guidelines) around data collection, access, and sharing insights. Some vendors
may have decided to reclassify their work as offering recommendations rather W 2023 2022 2021
than designing guidelines. However, given what we found in additional analysis
(see next page), we are not sure if that is really what is happening.

Figure 31: % of vendors who said they offer education and recommendations, design guidelines,
and develop communications for customers around data ethics, privacy, collection, access, and
sharing insights to a significant or very great extent in 2023 vs. 2022 vs. 2021; 2023 n = 52,

2022 n = 52, 2021 n = 43; * Data not collected prior to 2023 | Source: RedThread Research, 2024.
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Given the first two bullets above, we wanted to dig deeper into what was
happening with this change, and we found something interesting when we cut
the data by vendor size (by revenue — see Figure 32). Specifically, the approach
the largest vendors took to support customers on ethics has flip-flopped in the
last year. They are now much less inclined to help design guidelines (36% this
year versus 80% last year) and more focused on offering education (73% this year
versus 40% last year).

All of this points to a general trend of vendors helping less with an organization’s
specific needs and more toward providing general—and somewhat generic—
assistance with data collection, privacy, and ethics concerns. This is especially the
case with large vendors, who are helping much less with designing guidelines
and policies and are helping much more with education.

“We are heavily involved in public discourse within the people analytics space
related to regulation, data ethics, privacy, and data ownership. We interact

with and support the burgeoning industry in this space in partnership with
companies such as Holistic Al, Vero Al, and Fairnow Al as well as multiple
consultants (small and large) that are beginning to build practices in this space.
We invest a part of marketing budget to education in general to this space as it
is the right thing to do.”

- A multi-source analysis platform vendor
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The largest vendors are offering less support on guidelines and more on education

2023

Designs guidelines and
policies around data
collection, access, and
sharing insights

2022
100%

69%
2023
73%
Offers education on
data ethics and privacy
2022
Less than $1 mil M $11-50 mil $1-$10 mil M Over $50 mil

Figure 32: % of vendors, by revenue size, who said they offer education and recommendations,
design guidelines, and develop communications for customers around data ethics, privacy,
collection, access, and sharing insights to a significant or very great extent in 2023 vs. 2022;
2023 n =52, 2022 n = 52 | Source: RedThread Research, 2024.
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Why might this be happening? We believe it may be for a few reasons:

@ The market is hungry for Al education. Interest in Al has exploded in the
last year, and vendors will benefit from educating their current and potential
customers.

® Vendors are lowering their cost structures. Designing guidelines and policies
requires solutions and approaches tailored to specific customers, which costs
money from a time and resources perspective. By contrast, education does
not have to be customized and thus costs less.

® Vendors are concerned about legal risk. Some of the legal questions about
responsibility for Al “decisions” are causing significant concerns in the HR
Tech vendor community. By not supporting the design of guidelines and
policies, vendors may be attempting to lower their risk of of being seen as an
extension of the customer they are serving.

Why does this matter? The largest vendors, in particular, tend to lead in setting
customer education and support trends. Vendors also have a larger purview
than individual customers regarding what works and does not and thus are in a
place to influence practices for good. What we're seeing here is vendors backing
off of providing specific direction and support, which could result in ineffective
practices being adopted and further exacerbate customers’ sense that they are
getting too little support from their vendors to be successful.
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More data transparency than ever

One of the most significant changes in the entire study is around data
transparency, likely driven by the host of legislation on this topic. As you can see
in Figure 33, a much larger percentage of vendors are helping customers provide
transparency to their employees around data collection, usage, purpose, and
storage compared to the previous 2 years.

“We take a systems approach when developing Al features and by consequence
only develop Al features that meet certain technical and socio-technical
requirements. For example, our Responsible Al (RAIl) governance program
has developed a set of guidelines, rooted in regulations (e.g., EU Al Act) and
best practice frameworks that are leveraged to develop all of our Al features.
They help to ensure that our Al features not only are developed responsibly
but also come with the proper transparency and documentation enabling our
customers to adopt and implement our Al features effectively. Customers may
access more information about our Al features by reading the Al Feature Fact
Sheets which provide customers with documentation explaining how our Al
solutions are built, how they work, how they are trained and tested, and how
they are monitored through our ongoing testing and evaluation practices.”

- A HCM vendor
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Vendors are enabling greater transparency

Transparency about what
data are collected

Transparency about the
context / purpose that data
will be used for

Transparency about who
will have access to data

Transparency on how long
data will be stored for

85%

71%
71%

85%
69%
69%

83%
73%
73%

73%
61%
61%

W 2023 2022 2021

Figure 33: % of vendors who said they help customers be transparent with their employees about
data collection, purpose, access, and storage to a significant or very great extent in 2023 vs. 2022

vs. 2021; 2023 n = 52, 2022 n = 52, 2021 n = 43 | Source: RedThread Research, 2024.
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While we didn't see any significant differences around transparency by Vendors are enabling greater transparency

organization size, we did see some interesting differences by the vendor’s home

geography. As you can see in Figure 34, all European vendors in our survey

enable their customers to do these things, whereas North American vendors |

tend to lag. This likely reflects European legislation (GDPR) that requires these Be transparent with
employees about who will

vendors to enable better data controls and transparency. have access to data 77%

100%

As a customer, you can expect European vendors to enable this greater

transparency. Still, this may also mean there are more limitations on what those Be transparent with
] employees on how long

vendors enable you to do with the data. data will be stored for 71%

86%

Be transparent with
“We are clear about the source data used to generate insights, and the purpose employees about the

. . / h o
for which they should be used. We employ transparent and interpretable Al Cg:ttae );:Hﬁjgrepjssdt fzt 7%
models whenever possible, especially in applications where decision-making
transparency is crucial.”

100%

Be transparent with

) ) employees about what
- A workforce planning solution vendor data are collected 80%

100%

M Europe North America

Figure 34: % of vendors, by geography, who said they help customers be transparent with their
employees about data collection, purpose, access, and storage to a significant or very great extent,
European n = 14, North American n = 35/ Source: RedThread Research, 2024.
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Using these insights

This study has a lot of information, and we know you might be thinking, “Well, @ Put secure, safe, ethical, and responsible Al at the heart of your RFP or

what now?! “ We want to leave you with some suggested next steps, depending deployment process. Customers need to hold vendors accountable for

on whether you are a people analytics tech customer or vendor. developing and deploying secure, safe, ethical, and responsible Al by asking
about it during RFPs or when new Al-based capabilities are deployed. Al

Recommendations for PAT customers has the potential to change how we do people analytics dramatically, but we

have to make sure this revolution results in more benefit than harm. Given

the relatively slow pace of Al legislation, customers cannot wait for others

to ensure that the Al will not cause undue risks — it is on you to ask the hard
questions. If your organization does not yet have an Al ethics council, consider
starting one. If it does, make sure you are part of its conversations.

@ Know your problem, know your (tech) solution. Customers have a
responsibility when it comes to enabling ROI. Specifically, you need to be
clear on the issues you are trying to solve and dig into the technology’s
capabilities during the RFP process to be sure the technology can do what
is promised. As we've seen in this year’s analysis, capabilities can vary
significantly based on the vendor’s size in particular, and it is critical to avoid
making assumptions about what the technology can do.

@ Clarify expectations on time to value. One of the quickest ways to achieve
a high ROl is through quick time to value. Partner internally and with your
vendor to be crystal clear on how the solution will be perceived as generating
value and align on expectations on when that will occur. In an ideal world, it
will be within the first 6 months. In the real world in which you live, it might be
in 24 months. Regardless, align expectations with your colleagues and your
vendor and hold everyone accountable for meeting those objectives.
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Recommendations for PAT vendors

@ Partner for ROI. Vendors must partner closely with customers to ensure
a strong return on investment. This starts with being clear with potential
customers about your technology’s value proposition and when those
customers can expect to get value from the product. It also means clarifying
and being realistic about what business problems newly introduced Al
capabilities can help solve—and not overselling that technology.

® Support your customers, especially after initial deployment. We will say this
again for those in the back: Help your customers succeed! Identify scalable
and tailored support mechanisms that will ensure customers have what they
need—especially later in their contracts—to be successful. Provide customer
support pods, access to other customers, technology that can remove some
of the administrative burden, and real-live people as needed. Better customer
support = more renewals.

@ Identify and communicate the big business problems your solution solves,
mentioning Al when it makes sense. Right now, most vendors’ Al (likely
including yours) is not directly contributing to customers’ perceptions of ROI
or their renewal intentions. Further, most vendors’ marketing efforts are just
muddying the water. Clarify how your solution helps customers with their
biggest business problems, and mention Al’s contribution when it makes
sense. Please do not lead with Al features that may fix some efficiency issues
that no one really cared about before Gen Al could address them.
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Wrapping up

One of our earliest studies on people analytics tech referred to the space as the
teenager of HR Tech, meaning it was growing quickly and was a bit ungainly.
The market has matured since we wrote that 5 years ago, with much clearer
categories, better value propositions, and greater size.

Part of maturing, though, is that growth slows down, and that is much of what
we saw this year. While it is easy to blame market conditions and market size, our
data indicate that those are not solely to blame: Lower customer NPS scores,
which impact renewal rates, are a significant factor.

Vendors have, along with many customers, become hyper-focused on the rise of
Gen Al. To be clear, Gen Al will be transformative, and vendors must integrate

it in ways that solve customers’ business problems. Right now, the task is to
experiment with new offerings and build that future capability while still taking
care of customer’s immediate needs.

Vendors, we would like you to redirect some of your attention to core blocking
and tackling topics, like being clear on your market value proposition, solving
customers’ business problems, and giving them the support they need. This will
be how you create ROI for your customers and drive better NPS and renewal
rates, which will give you the permission to introduce that truly revolutionary
Al-enabled capability in the future.

@ © 2024 RedThread Research. All Rights Reserved. DO NOT DISTRIBUTE. REPORT AVAILABLE TO REDTHREAD MEMBERS ONLY.

PEOPLE ANALYTICS TECHNOLOGY: STATE OF THE MARKET 2024

PAT customers, please continue to push your vendor partners to focus on the
things that matter to your business. Vendors are focused on Al, at least in part,
because they think you want them to be. You can redirect their focus to the
things that will make people analytics and PAT successful in your organization

today. Partner with them to ensure you and your organization get what you need.

And when it comes to Al, please, PLEASE require them to show you how their Al
is safe, accurate, ethical, and responsible.

We are in a moment of immense change in the technology industry broadly, and
people analytics tech will benefit from this transformation in particular. When we
next write this report, we expect the story around Al and its value to customers
will be very different. What we don't expect to change is that the vendors who
are beloved by their customers will be those who provide high support and ROI.
By doing this, these vendors ensure they and their customers win.
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Appendix 2: Methodology
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This report is the culmination of 8 months of qualitative and quantitative research
based on the combined findings from our Vendor and Customer surveys. We
kicked off our PAT study early in 2024, and vendors and customers were required
to complete the surveys by early May.

A total of 47 vendors completed the survey. (One vendor submitted 5 responses
for its PAT solutions, bringing the total number of solutions to 52.) We cleaned
and analyzed the data in early May and completed it in late August. Survey items
for the vendors were presented on a 5-point Likert scale. We ran frequencies
and descriptives, and the percentages shown are based on the top 2 boxes (“To
a significant extent” and “To a very great extent”) unless otherwise specified in
the figure title or included in the graph. We also ran crosstabs to understand the
interaction between variables and compared it against data we have collected
for the past 5 years.

We also conducted more than 15 60-minute live briefings with vendors between
February and May. Vendors could also submit prerecorded briefings if they
preferred. Finally, we conducted a poll via email in late August to ask vendors
about their solution’s growth rate for the first half of 2024.
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We received 161 responses for the customer survey. We cleaned and analyzed
the data in early July and completed it in late August. We dropped responses
that selected “N/A” and "l don't know" options for 3 questions when running
the analysis for them. We ran frequencies, descriptives, crosstabs, and odds
ratios. We have reported NPS for only those vendors who received 5 or more
customer feedback responses (113). For the rest of the analysis, we included all
161 responses.

2 surveys
(vendor & customer),
February — May

5 years of data reviewed,
insights identified,
May — September

People Analytics
Tech Webinar,
September

>15 vendor
briefings,
February — July

Publication of report
and exec summary
September
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Appendix 3: Demographics

Vendor demographics
165

Figures 35-38 show the demographic breakdown of PAT vendors identified by
year founded, HQ location, and category.

52

Cumulative # of vendors
Cumulative # of vendors

1948 1953 1958 1963 1968 1973 1978 1983 1988 1993 1998 2003 2008 2013 2018 2023 1943 1948 1953 1958 1963 1968 1973 1978 1983 1988 1993 1998 2003 2008 2013 2018 2023

Figure 36: Number of total PAT vendors by founding year; n = 165 | Source: RedThread Research,

Figure 35: Number of PAT vendors who participated in the study by founding year; n = 52 |
2024

RedThread Research, 2024
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Figure 37: Vendor HQ locations; n = 52 | RedThread Research, 2024
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1

B Employee voice B Employee networks B Multi-source analysis
and communications platforms
B Labor market analysis M HCM / HRIS M Workforce planning

Figure 38: Vendors by category; n = 52 | RedThread Research, 2024
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Customer demographics

The demographic breakdown for the customer respondents by industry, roles,
function, and number of employees is shown in Figures 39-42.

2% 1% 1%
2 7]

B People Analytics B Other HR/ HCM B HR Business Partner W Other B C-level or higher B VPorSVP M Director or Senior Director B Mid-level Manager

B Talent Management M T M Talent Acquisition B Business Development ) o )
B Front-line Manager M Individual Contributor Il Other

B Operations B Finance B DEIB

Figure 39: Customer respondent job function, n = 161 | RedThread Research, 2024 Figure 40: Customer respondent job levels, n = 161 | RedThread Research, 2024
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& Aerospace / Media
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Real Estate B Hospitality
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/ Construction Government

/ Mining / Military
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B 100,001 employees or more

B 1,001-5,000 employees

M 25,001-50,000 employees

W 5,001-10,000 employees

M 50,001-100,000 employees

Figure 41: Customer respondent industries, n = 161 | RedThread Research, 2024
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Figure 42: Number of employees at customer respondent organizations, n = 161 | RedThread

Research, 2024
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