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The central proposition

The first generation of HCM digitized workforce administration. The next generation will interpret the
relationship among people, work, context, management action, and outcomes—and help organizations
improve human capability without surrendering human accountability.
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Abstract

Human capital management systems were built for a world in which the central enterprise problem was
recording, administering, and reporting the employment relationship. They became indispensable systems
of record for identity, payroll, benefits, recruiting, goals, learning, skills, and performance events. Yet the
data structures that make administration reliable are poorly suited to many of the questions leaders and
managers actually face: What is changing? Which context matters? Why is performance deteriorating? What
support is appropriate? What remains uncertain? What happened after an intervention?

Artificial intelligence creates an opportunity to add an interpretive and operational layer above traditional
HCM. The immediate use of Al is process improvement: drafting, summarization, search, service
automation, candidate matching, skills extraction, and prediction. These uses can be valuable, but they
mostly make the existing HCM model more efficient. The deeper shift is from managing workforce records to
understanding human capability as a dynamic condition shaped by experience, role, team, manager,
environment, and time.

This paper defines Human Capability Intelligence as the continuous, uncertainty-aware interpretation of
workforce signals, organizational context, human judgment, and operating outcomes to improve the
performance of people, teams, managers, and the enterprise. It describes the progression from Human
Capital Management to Al-enabled HCM, Human Capability Intelligence, Human Capability Management,
and ultimately the Human Capability Factory—the workforce implementation of the broader Expertise
Factory framework.

The objective is not to automate consequential employment judgments or to transform the workplace into a
surveillance system. It is to give managers, employees, and leaders better context, more consistent support,
and stronger organizational memory while preserving attribution, correction, appeal, and accountable
human decision-making.

HCM tells the organization who its people are and what
transactions have occurred. Human Capability Intelligence
helps it understand what is happening, what may be affecting
performance, and what should be examined next.

Executive Summary

The modern HCM suite solved an essential administrative problem. It consolidated workforce records and
standardized processes that were previously fragmented across paper files, payroll systems, spreadsheets,
and departmental tools. As HCM expanded, it added recruiting, learning, talent, performance, analytics, and
employee-service capabilities. The result was a broad system for managing the employment lifecycle.

But the employment lifecycle is not the same as the lived reality of work. Capability changes continuously. A
person can be highly capable in one context and constrained in another. A manager can improve or impair
performance. A team can possess the necessary skills yet fail because goals, information, incentives, or
relationships are misaligned. Traditional HCM records pieces of this reality but rarely interprets the complete
condition over time.

The progression developed in this paper has five stages:
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e Human Capital Management administers workforce identity, transactions, and formal processes.

e Al-enabled HCM automates and improves familiar HR and talent workflows.

e Human Capability Intelligence interprets people, work, context, change, and uncertainty over time.

e Human Capability Management uses that intelligence to develop, deploy, and support capability
dynamically.

e The Human Capability Factory turns workforce intelligence and management expertise into governed,
repeatable interventions and applications.

The transition is not purely technical. It changes data models, operating ownership, the role of managers,
the rights of employees, and the standards by which systems are evaluated. The most important measure is
not model accuracy in isolation. It is whether the complete system improves a meaningful outcome without
creating disproportionate risk, burden, or loss of trust.

1. The Administrative Logic of Human Capital Management

Human capital management is built around durable entities and discrete events. The employee has an
identity, job, manager, location, compensation arrangement, benefits enrollment, learning history, goals,
performance record, and employment status. The system processes changes to those records and provides
evidence that required workflows occurred. This administrative logic is necessary because employment
creates legal, financial, operational, and ethical obligations.

The strength of HCM is consistency. It provides common definitions, permission structures, approvals,
reporting, and transaction control across large populations. It supports payroll accuracy, benefits eligibility,
workforce planning, recruiting operations, compliance, and basic managerial processes. No intelligent layer
can replace these foundations.

The limitation is that records are not explanations. A performance rating does not explain the conditions that
produced it. A skills profile may identify declared capabilities without revealing readiness for a particular
assighment. An engagement score can reveal a pattern without clarifying the local events, management
actions, or organizational constraints behind it. A completed training course does not establish that
capability transferred into work.

The structural gap

Traditional HCM is optimized to answer: Who is the employee? What is the official record? Which process was
completed? It is much less capable of answering: What is changing? Which context matters? Why might it be
happening? What should the manager examine next?

This gap has often been filled by capable managers, HR business partners, coaches, organizational-
development specialists, and informal networks. They assemble fragments of information, remember prior
cases, interpret ambiguity, and decide when a situation requires intervention. The organization depends on
this expertise, but the reasoning is difficult to distribute and easy to lose.

2. The First Al Layer: Improving the Existing System

The first generation of Al in HCM largely improves familiar processes. It can summarize employee feedback,
draft communications, answer policy questions, recommend learning, infer skills from work history, identify

DAVE WATKINS | 2026



FROM HUMAN CAPITAL MANAGEMENT TO HUMAN CAPABILITY INTELLIGENCE

recruiting matches, prepare interview notes, detect anomalies, and help analysts explore workforce data.
These applications reduce search, drafting, classification, and information-assembly effort.

This stage is important, but it should not be confused with a new operating model. An Al assistant embedded
in a recruiting, learning, performance, or service workflow may make that workflow faster while leaving its
assumptions unchanged. It can automate the form without improving the organization’s understanding of
the underlying human condition.

The distinction is between Al-enabled HCM and Human Capability Intelligence. Al-enabled HCM asks how
the existing process can be made easier. Human Capability Intelligence asks whether the organization can
understand capability, context, and change well enough to improve the outcome.

Al can accelerate a flawed process as readily as a valuable
one. The purpose of the intelligence layer is therefore not
simply to generate content or predictions. Itis to organize
evidence, preserve attribution, represent uncertainty, and
support a more disciplined interaction between machine
analysis and human judgment.

3. From Records to Work-State Intelligence

Capability is not a static property stored in a profile. It is expressed in a situation. Role clarity, workload,
tools, relationships, health, motivation, manager behavior, organizational change, customer demands, and
personal circumstances can all affect whether expertise becomes performance. A useful system must
therefore understand not only the person but also the evolving state of work around the person.

Work-state intelligence is the structured interpretation of that changing condition. It does not claim
complete knowledge of a person or reduce an employee to a score. Instead, it organizes relevant signals into
a time-aware account of what is known, what has changed, what is inferred, and what remains uncertain.

A credible work-state model should distinguish at least four layers:

e Observed evidence: events, records, communications, operational measures, and explicitly provided
information.

e Organizational context: role, goals, team conditions, manager relationship, policies, workload, and
relevant changes.

e Interpretation: hypotheses or patterns proposed by the system or a qualified human reviewer.

e Action and feedback: interventions, commitments, later outcomes, disagreement, correction, and
learning.

This separation matters because a system becomes dangerous when inference is presented as fact. A
manager should be able to see why an issue was surfaced, which evidence supports it, which evidence
conflicts with it, and how confident the system is. An employee should have appropriate mechanisms to
correct inaccurate information and challenge consequential interpretations.
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4. Human Capability Intelligence

Human Capability Intelligence is the continuous, uncertainty-aware interpretation of workforce signals,
organizational context, human judgment, and operating outcomes to improve the performance of people,
teams, managers, and the enterprise.

It differs from adjacent categories. People analytics aggregates and explains workforce data. Talent
intelligence maps skills, roles, labor markets, and opportunities. Employee listening interprets feedback and
sentiment. Workforce planning estimates future supply and demand. Performance management organizes
goals and evaluation. Human Capability Intelligence connects these perspectives around a changing
operational question and carries the reasoning into action and learning.

The system should not begin with a universal employee model. It should begin with a bounded outcome and
an explicit human role. Examples include preparing a manager for a difficult conversation, identifying
missing context before an intervention, supporting role transition, detecting succession exposure,
coordinating employee support, or understanding why a team’s performance changed.

Stage Primary object System role Human role
Human Capital . Complete and approve
Records and transactions Store, process, report
Management processes

Review outputs and

Al-enabled HCM Existing workflows Automate, draft, classify, predict .
exceptions
Human Capability . Interpret context, change, and Question, contextualize,
. Changing work state . .
Intelligence uncertainty decide
Human Capability Capability supply and Guide development, deployment, Own interventions and
Management conditions and support outcomes
Human Capability Repeatable operating Embed expertise, workflow, Design, operate, challenge,
Factory capability governance, and learning improve

Figure 1. The progression changes the object of management, the role of the system, and the responsibility carried by
people.

5. From Intelligence to Human Capability Management

Intelligence has limited value unless it changes the organization’s ability to act. Human Capability
Management is the discipline of using interpreted workforce conditions to develop, deploy, and support
capability dynamically. It moves beyond annual cycles and static inventories toward a continuous
relationship among business need, individual readiness, management action, and measured outcome.

The shift can be seen in a series of contrasts:

e From headcount to usable capacity.

e From declared skills to demonstrated readiness in context.

e From annual performance events to longitudinal understanding.
e From generic programs to targeted, reviewable interventions.
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e From employee records to work-state intelligence.
e From reporting activity to measuring operating outcomes.

This does not imply continuous algorithmic management. The more consequential the decision, the more
important the human role becomes. The system can assemble evidence, identify missing context, prepare
questions, and recommend an escalation path. The accountable manager or specialist must still
understand the situation, hear the employee, consider information outside the system, and own the
decision.

6. The Human Capability Factory

The Human Capability Factory is the workforce implementation of the Expertise Factory. It is a repeatable
organizational system for converting workforce intelligence, management expertise, trusted evidence, and
workflow into governed interventions and applications that improve human and organizational performance.

The word factory refers to repeatability, quality control, lifecycle discipline, and learning—not to
standardizing people. Human situations remain contextual and individual. What should become repeatable
is the organization’s ability to recognize important conditions, assemble relevant evidence, involve qualified
judgment, take proportionate action, and learn from the result.

A Human Capability Factory contains six connected functions:

e Sense: collect authorized signals from systems of record, work systems, direct input, and operating
outcomes.

e Interpret: organize time, context, evidence, disagreement, and uncertainty around a bounded question.

e Prepare: assemble briefings, identify missing information, and generate appropriate questions or
options.

e Act: guide a manager, employee, specialist, or workflow through a reviewable intervention.

e Observe: record what occurred and measure the complete outcome, including burden, trust, and
downstream effects.

e |earn:revise the method, data permissions, thresholds, and application design based on evidence.

The design principle
The system should make human judgment better informed and more accountable. It should not conceal
judgment behind a score or use a nominal approval click to legitimize an automated conclusion.

7. Priority Applications

The strongest starting points are important enough to matter, narrow enough to evaluate, and reviewable
enough to preserve human accountability. Suitable applications often involve repeated information
assembly, expert bottlenecks, inconsistent support, or context that is routinely lost between systems and
conversations.

Application What it does Measures
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Application What it does Measures
Assemble goals, prior commitments, relevant policy, Preparation time, follow-
Manager preparation recent changes, and questions before a consequential through, employee
conversation. experience, issue resolution.

Route a request with context, identify missing information, Resolution time, handoffs,

Employee support X .
and coordinate qualified human support. repeat contacts, trust.

Time to productivity,

Role transition and Identify requirements, evidence of readiness, readiness accuracy,
readiness development gaps, and support needed for a transition. retention, manager
confidence.
Surface roles dependent on concentrated expertise and Coverage quality, transfer

Succession exposure L . . e L
distinguish vacancy risk from capability risk. progress, continuity events.

Adoption, performance
stability, issue detection,
intervention effectiveness.

Team and organizational Track how goals, workload, manager actions, and
change operating conditions evolve during change.

. . . Filltime, redeployment
i Connect projected demand with actual capability, .
Workforce planning o L . success, external hiring
availability, learning time, and redeployment constraints. . .
avoided, service levels.

Figure 2. Initial applications should have bounded authority, a named human owner, accessible evidence, and a
measurable outcome.

8. The New Role of the Manager

The manager is the pivotal human interface in many capability systems. Managers observe work directly,

interpret local conditions, allocate opportunity, provide feedback, and translate organizational demands

into daily priorities. Yet managers are often expected to perform these roles with fragmented information,
limited preparation time, inconsistent training, and little feedback on whether interventions worked.

Human Capability Intelligence can improve managerial preparation without pretending to replace
managerial responsibility. Before a conversation, the system can assemble relevant history, surface
conflicting evidence, identify unresolved commitments, cite policy, and suggest questions. During follow-
through, it can preserve decisions, responsibilities, and timing. Later, it can help the organization evaluate
whether the intervention improved the intended condition.

A well-designed system should strengthen managerial curiosity. It should present hypotheses as
hypotheses, encourage the manager to seek the employee’s perspective, and make missing information
visible. A poorly designed system will do the opposite: it will convert partial data into a confident label and
create pressure to act on the label.

9. Governance, Employee Rights, and Trust

Workforce intelligence requires a higher standard of governance than many ordinary productivity
applications because it operates within a relationship marked by unequal power and potentially serious
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consequences. Trust cannot be added after deployment. It must be built into purpose, data access,
inference, interface, review, and remedy.

At minimum, the operating model should address:

e Purpose limitation: use workforce information only for defined and authorized outcomes.

e Data minimization: collect and retain no more information than the application genuinely requires.

e Attribution: distinguish source records, direct statements, expert interpretation, and machine-generated
analysis.

e Uncertainty: communicate confidence, disagreement, missing context, and alternative explanations.

e Human ownership: assign an accountable person for consequential judgments and interventions.

e Correction and appeal: provide appropriate ways to correct inaccurate evidence and challenge
consequential conclusions.

e Authority limits: prohibit unsupported autonomous employment actions and define escalation
thresholds.

e QOutcome evaluation: measure fairness, burden, trust, downstream effects, and not merely local
efficiency.

Human review must be meaningful. A person cannot responsibly approve a conclusion that arrives without
evidence, context, time, or authority to disagree. The interface should therefore be designed around the
reviewer’s actual task: what must be checked, which exceptions require attention, what the system cannot
know, and how disagreement changes the record.

10. A Practical Starting Sequence

Organizations do not need to replace their HCM platform to begin. They need a bounded outcome, a reliable
foundation, an accountable human role, and a disciplined learning method.

1. Select one consequential outcome

Choose a problem with clear value, repeated work, and a measurable baseline.

2. Observe the real work

Study how managers, employees, and specialists handle actual cases—not merely the documented
process.

3. Identify the expertise

Capture diagnostic questions, evidence standards, exceptions, escalation rules, and common failure
modes.

4. Map authorized evidence

Identify systems of record, direct input, relevant operational signals, data quality, permissions, and
retention.

5. Design the human role

Specify who reviews, what they see, when they must intervene, and how disagreement or correction works.
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6. Build the smallest useful capability

Begin with preparation, information assembly, and advice before delegating action.

7. Measure the complete outcome

Include time, quality, user trust, employee experience, review burden, downstream work, and risk.

8. Expand only through evidence

Increase scope or authority only when the application has demonstrated value and control.

11. Strategic Implications

For chief human resources officers, the opportunity is to redefine the workforce system around capability
rather than transactions alone. This requires partnership with operations, technology, legal, risk, and
business leadership because capability is produced in work, notinside HR.

For chief information officers, the challenge is to provide secure identity, connectors, permissions, model
access, observability, and evaluation while keeping sensitive workforce inference visible and controllable.
The intelligence layer should complement systems of record, not create a shadow employee database.

For managers, the system should reduce information-assembly burden and improve preparation while
preserving the obligation to listen, investigate, explain, and own decisions.

For employees, the value proposition must be tangible: better support, clearer follow-through, more relevant
development, more consistent management, and stronger organizational memory. A system framed only as
management visibility will struggle to earn trust.

For HCM vendors and consulting firms, the commercial opportunity lies above transactional software. The
differentiating capability will be the disciplined combination of longitudinal context, organizational expertise,
governed application design, and measured operating improvement.

Conclusion: From Administration to Capability

Human Capital Management will remain essential. Organizations still need accurate records, reliable
transactions, permissions, reporting, and standard processes. The next stage does not discard that
foundation. It adds an interpretive and operational layer that can help the enterprise understand how human
capability changes and what actions are appropriate.

The transition begins with Al-enabled HCM but does not end there. Automation improves existing workflows.
Human Capability Intelligence connects evidence, context, change, judgment, and uncertainty. Human
Capability Management uses that understanding to develop and deploy capability dynamically. The Human
Capability Factory turns the method into a repeatable, governed operating system.

The organizations that benefit will not be those that collect the most workforce data or generate the most
predictions. They will be those that select worthy problems, preserve human accountability, respect
employee rights, and learn whether their interventions actually improve the conditions under which people
and teams perform.
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The future of HCM is not simply artificial intelligence added
to human capital management. ltis the disciplined
movement from administering people-related transactions
to building the organizational capability to understand,
support, and improve human performance.

Relationship to the Expertise Factory

This paper is a companion to Building the Expertise Factory: How Organizations Turn Human Expertise into
Scalable, Governed Operating Capability. The Expertise Factory is the enterprise-wide operating model. The
Human Capability Factory is its workforce implementation. Human Capability Intelligence is the interpretive
layer that makes that implementation possible.

About the Author

Dave Watkins is an entrepreneur and technology executive whose work focuses on artificial intelligence,
organizational knowledge, workforce intelligence, and purpose-built applications. He studies how changes
in the economics of software creation alter the relationship among consulting, enterprise technology,
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Conceptual Notes

This paper is a management and operating-model thesis. It does not present a validated clinical,
psychological, or employment-assessment instrument. Any production system affecting employment
decisions should be evaluated under applicable law, organizational policy, professional standards, and the
specific rights and risks of the affected population.

The terms Human Capability Intelligence, Human Capability Management, Human Capability Factory,
Expertise Factory, expertise application, and work-state intelligence are used here as defined management
concepts. They describe an operating architecture rather than a claim that all human capability can or
should be inferred, quantified, or automated.
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