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The last few years have been difficult for many businesses. The worst eco-
nomic recession in over 50 years has forced many companies to rethink the 
way they do business. Only the best survive in such an environment. But what 
helps some companies survive, and even thrive, in difficult times? What gives 
these organizations an advantage over their competitors? One answer empha-
sizes the benefit of having the right people as members of the organization. It 
is often said that “the people make the place,” which tells us that employees 
are the most important asset of any organization. Practices that help obtain 
and motivate employees are the core focus of human resource management, 
which is the field of study presented in this textbook.

As you read this book, we hope you will agree that human resource manage-
ment is an exciting field of study. In order to make ideas and concepts come 
to life, we include a number of examples from real companies that illustrate 
how effective human resource management is helping companies achieve suc-
cess, even in difficult times. Each chapter explains how an organization can 
increase its effectiveness by improving its processes for hiring and motivating 
top-performing employees. We also specifically link human resource practices 
to competitive strategies. This linkage is critical, as it shows how a company 
can use human resource management to gain a competitive advantage over 
other companies.

Preface

WHY LINK HUMAN RESOURCE PRACTICE TO STRATEGY?

The field of human resource management has evolved a great deal during 
the past decade. Today, many practitioners and researchers argue that human 
resource management should extend beyond its traditional focus on legal 
compliance and adopt a more strategic perspective for managing employees. 
Perhaps more importantly, successful organizations are taking a more stra-
tegic approach to managing people. Many human resource textbooks have 
added material to reflect some of this change, but most books still lack a con-
sistent strategic framework—even though this framework is rapidly becoming 
the norm within the field.

We have written Human Resource Management: Linking Strategy to Practice, 
Second Edition in order to more fully develop and integrate the strategic per-
spective. Throughout the book, we emphasize the theme that organizations 
excel when they have consistent human resource practices that align with 
their strategic direction. We begin by establishing a strategic framework that 
illustrates how different approaches to human resource management fit with 
basic competitive strategies. We then integrate this strategic perspective into 
our discussion of traditional human resource practices, such as work design, 

iv
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Preface v  

 staffing,  performance management, training, compensation, and labor rela-
tions. At the same time, we clearly illustrate how these specific human resource 
practices help increase organizational effectiveness.

WHAT IS NEW IN THIS EDITION?

The practice of human resource management continues to evolve and 
improve. New research is being published at a rapid pace, and organizations 
are constantly innovating. This second edition of Human Resource Management: 
Linking Strategy to Practice reflects these changes. We have combed through 
research studies conducted since the first edition to identify and include new 
and updated ideas. We have also updated our case examples to reflect inno-
vative ideas being carried out in contemporary organizations. The second 
edition assures that students are exposed to the latest ideas and innovative 
thinking. 

One particular area of change in the revision concerns our treatment of 
diversity and affirmative action. Chapter 3 has been reworked to better reflect 
the competitive advantage that can be gained by developing a diverse work-
force. This section is titled “How Can Organizations Increase Diversity?” and 
emphasizes research demonstrating the benefits of workforce diversity. It also 
includes research suggesting that discrimination continues to exist in many 
organizations, as well as ideas about what can be done to decrease unfair 
treatment.

We continue to emphasize the impact of globalization. The importance 
of thinking globally is emphasized in each chapter with specific examples of 
ways that human resource practices are similar and different across national 
boundaries.

The revision also continues to emphasize the strategic approach. New 
research supporting the benefits of aligning human resource practice with 
organizational strategy is included. Company illustrations are also used to 
describe how many of the companies that have performed well during the 
economic downturn did so largely because of their human resource strengths. 
In this way the second edition continues our unique approach to integrating 
strategy and practice. 

HOW CAN STUDENTS BENEFIT FROM A STRATEGIC 
PERSPECTIVE?

A book designed around such a framework helps students not only to develop 
a set of human resource tools but also to know when each tool is most appro-
priate. The overall objective of Human Resource Management: Linking Strategy to 
Practice is thus to provide students with both an understanding of traditional 
human resource concepts and a framework for making decisions about when 
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vi Preface

specific practices can be most beneficial. This link between strategy and prac-
tice is necessary for students to be able to correctly apply human resource 
tools to improve organizations.

The strategic perspective is critical for students because most people 
enrolled in an introductory course will not spend their careers working as 
human resource professionals. A majority will, however, work someday as 
managers with the charge to lead and direct others. Understanding the stra-
tegic benefits of good human resource management can help future manag-
ers better secure and motivate talented employees. The strategic perspective 
also provides a valuable framework for the future study of those students who 
do choose to become human resource professionals. Information from addi-
tional courses that provide more in-depth coverage of topics such as staffing, 
training, and compensation will easily fit within the strategic orientation of 
this book and provide guidance for knowing when to use specific tools.

HOW IS THIS BOOK ORGANIZED?

Human Resource Management: Linking Strategy to Practice is organized to pro-
vide coverage of both strategic topics and specific practices, as illustrated in 
the accompanying schematic. We open the book in Chapter 1 by examining 
the value of aligning human resource practices with organizational strate-
gies. Chapter 2 describes the strategic perspective in more detail. It discusses 
various ways in which organizations try to be more effective than their com-
petitors, and it illustrates how human resource management can help organi-
zations carry out their strategies. Chapter 3 discusses legal and safety issues. 
Laws and regulations drive many human resource practices, and knowledge 
of these legal realities is necessary for understanding several issues related to 
securing and motivating employees. Chapters 2 and 3 thus provide informa-
tion that establishes a strategic perspective and provides a context for much of 
the material in later chapters.

Chapters 4 through 7 focus on the process of securing employees. Chapter 4 
describes work design, which creates job descriptions that clarify who does 
what. The work design process also identifies the characteristics of people 
most likely to carry out tasks successfully. The result is a type of shopping list 
that defines the types of people most likely to succeed in specific jobs and 
organizations. Chapters 5 and 6 build on this information by discussing how 
to locate and identify people who have these characteristics. Chapter 5 gives 
details about recruiting and illustrates methods for attracting people to apply 
for jobs with the organization. Faced with a pool of applicants, the organiza-
tion must decide which of them to hire. Chapter 6 develops several selection 
methods useful in carrying out this task. Chapter 7 then explains ways of keep-
ing good employees, as well as removing low performers. Taken together, 
Chapters 4 through 7 provide information that helps guide efforts to get the 
right people doing the right tasks. These chapters combine a strategic per-
spective of securing employees with a review of specific activities associated 
with recruiting, hiring, and retaining workers.
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Preface vii

Once the right people have been placed in 
the right jobs, the next step is to maximize their 
performance. Chapters 8 through 13 focus on 
this process. Chapter 8 describes performance 
management, which provides methods for mea-
suring what individuals contribute to the orga-
nization. Performance assessments are used to 
create feedback that teaches employees how to 
improve. Chapter 9 discusses the training pro-
cess. Chapter 10 emphasizes career development 
and offers guidance for planning how employees 
can continue to contribute to the organization 
over the long term. Through training, people 
learn new things and become more valuable 
employees. Chapters 11 and 12 focus on com-
pensation and illustrate how pay and benefits 
can increase motivation. Chapter 13 empha-
sizes the need for good labor relations and dis-
cusses methods for working with labor unions 
and treating employees fairly. In sum, this set of 
chapters provides information about developing 
skills and increasing motivation to ensure that 
employees are reaching peak performance. The 
overall emphasis is on ensuring that employees 
have the skills and motivation necessary to carry 
out the organization’s strategy for competing 
with other firms.

The final chapter, Chapter 14, describes strategic alignment. The human 
resource practices of successful organizations align with organizational strate-
gies for doing things better than competitors. Good human resource practices 
also work together. Staffing practices, for example, combine with compensa-
tion practices to help the organization hire and motivate people with certain 
characteristics. Performance management measures areas where people need 
to improve, and training teaches them how to improve. The final chapter 
thus presents the “big picture” by illustrating how different pieces of human 
resource management fit together to create successful organizations.

human resource strategy. In turn, the human resource strategy chosen shapes 
the specific activities the organization uses to secure and motivate employees. 
Activities aimed at securing employees include work design, recruiting, selec-
tion, and retention; these are discussed in Chapters 4 through 7. Activities 
that relate to motivating workers, which include performance management, 
career development, training, compensation, and labor relations, are dis-
cussed in Chapters 8 through 13. All these activities must be coordinated with 
each other as well as with the overall human resource strategy. The impor-
tance of coordination is discussed in Chapter 14.

Human resource management is an exciting field that provides critical ben-
efits to organizations. Studying human resource management can help you 
develop knowledge and skills that will make you more effective throughout 
your career. Even if you don’t become a human resource specialist,  knowing 

Figure 1.6 Framework and Chapter Outline Illustrating How Human 
Resource Management Practice Links to Strategy.

SECURING EMPLOYEES MAXIMIZING PERFORMANCE

Managing Employee
Retention and Separation

CHAPTER 7

Designing Productive
and Satisfying Work

CHAPTER 4

Recruiting Talented
Employees

CHAPTER 5

Selecting Employees
Who Fit

CHAPTER 6

Training for Improved
Performance
CHAPTER 9

Developing Employees
and Their Careers

CHAPTER 10

Motivating Employees
Through Compensation

CHAPTER 11

Designing Compensation
and Benefit Packages

CHAPTER 12

Working Effectively
with Labor

CHAPTER 13

Measuring Performance
and Providing Feedback

CHAPTER 8

Making Human Resource
Management Strategies

CHAPTER 2

Aligning Strategy
with Practice
CHAPTER 14

Assuring Equal
Employment Opportunity

and Safety
CHAPTER 3

Creating Value Through
Human Resources

CHAPTER 1
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viii

Key Features

We have developed a number of pedagogical features for Human Resource 
Management: Linking Strategy to Practice, Second Edition to support the strategic 
framework and enhance student interest and learning.

A  M A N AG E R ’ S  P E R S P E C T I V E  A N D  A 
M A N AG E R ’ S  P E R S P E C T I V E  R E V I S I T E D

Each chapter opens with a real-life scenario describing a decision faced by an 
individual employee, manager, or human resource professional. These sce-
narios, labeled “A Manager’s Perspective,” highlight the importance of strate-
gic decision making and help students see exactly how the chapter material is 
relevant to their future careers. Each scenario ends with five thought questions 
designed to get students thinking about core concepts from the upcoming 

chapter. A section labeled “A Manager’s 
Perspective Revisited” at the end of each 
chapter provides answers to the thought 
questions and once again emphasizes how 
the material covered in the chapter can 
help students build successful careers. 

A  M A N A G E R ’ S  P E R S P E C T I V E

ALEX RETURNS TO HIS OFFICE AFTER MEETING 
WITH JASMINE, ONE OF HIS MOST VALUED TEAM 
MEMBERS. JASMINE JUST INFORMED ALEX THAT 
SHE WILL BE MAKING A FORMAL CLAIM OF SEXUAL 
HARASSMENT. BOB, A MEMBER OF THE SAME MAN-
UFACTURING TEAM AS JASMINE—THE RED TEAM—
HAS REPEATEDLY BEEN MAKING SEXUAL COMMENTS 
THAT CAUSE JASMINE TO FEEL UNCOMFORTABLE. 
JASMINE MENTIONED THIS TO ALEX A FEW WEEKS 
AGO, BUT ALEX HOPED THE ISSUE WOULD JUST GO 
AWAY. NOW HE IS WORRIED THAT HIS RESPONSE 
WAS NOT WHAT IT SHOULD HAVE BEEN. TODAY 
HE ASSURED JASMINE THAT HE WOULD SEE TO IT 
THAT THERE WAS NO RETALIATON FOR MAKING A 
HARASSMENT CLAIM. HOWEVER, ALEX WONDERS IF 
THINGS WOULD HAVE GOTTEN THIS BAD IF HE HAD 
STEPPED IN SOONER. 

Alex knows that he should have tried to help 
resolve Jasmine’s concern. Yet, he is unclear whether 
the company is responsible for Bob’s actions. Does 
he as a supervisor have a responsibility to reprimand 
Bob for making sexual comments? Are there laws 

that protect people from 
 having to work in envi-
ronments that make them 
uncomfortable? Is there 
real harm as long as Bob 
is not physically touching Jasmine? 

As Alex thinks about legal issues, he remembers 
seeing an accident report for the blue team. Tim, one 
of the team members, received an injury while 
cleaning a piece of equipment. He tried a shortcut 
procedure that was not approved by company policy. 
In the accident report, however, Tim stated that he 
did not know there was a specific policy about how 
the equipment was to be cleaned. Tim will probably 
not be able to work for the next two weeks. Is the 
company required to pay him for the work he misses 
during the two weeks? Is the company responsible 
for the medical bills? After talking to Jasmine, Alex is 
now wondering if Tim might sue the company.

Alex also remembers a story he recently saw on 
the morning news. A nearby company is having 
legal difficulties because minority workers are not 
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IN THE MANAGER’S PERSPECTIVE THAT OPENED THE CHAPTER, 
ALEX WAS THINKING ABOUT LEGAL AND SAFETY ISSUES. HE 
WAS CONCERNED ABOUT HIS RESPONSE TO A CLAIM OF SEX-
UAL HARASSMENT, AND HE DIDN’T KNOW IF HE WAS DOING 
ALL THAT WAS NECESSARY TO PROMOTE WORKFORCE DIVERSITY. 
HE ALSO WONDERED ABOUT THE CORRECT RESPONSE TO SAFETY 
VIOLATIONS AND ACCIDENTS. FOLLOWING ARE THE ANSWERS 
TO THE “WHAT DO YOU THINK?” QUIZ THAT FOLLOWED THE 
CASE. WERE YOU ABLE TO CORRECTLY IDENTIFY THE TRUE STATE-
MENTS? COULD YOU DO BETTER NOW?

1. People who are victims of sexual harassment can sue 

the person who harassed them but not the company. 

FALSE.  Employers can be held accountable for the 

 illegal actions of their employees.

2. Companies must hire minority workers even when they 

are not as qualified as other people who are applying for 

the same job. FALSE. Diversity enhancement and affir-

mative action require companies to increase their efforts 

to hire minority workers, but they do not require that 

preference be given to minority applicants who are less 

qualified.

3. A company can have legal problems when it doesn’t 

hire enough women, even if it treats men and women 

the same. TRUE. Treating people the same can result 

in adverse impact discrimination, which occurs when 

employees from one group are hired at a higher rate than 

employees from other groups, even though the groups 

are treated the same. 

When a company’s hir-

ing procedures result in 

adverse impact discrimi-

nation, the company is 

required to demonstrate that the procedures identify the 

people most likely to succeed on the job.

4. Men and women must be paid the same when they per-

form the same job. TRUE. The Equal Pay Act requires 

them to be paid the same when the job is the same. 

Exceptions can be made for differences in job tasks, 

seniority, or performance.

5. Employees have a right to know about any hazard-

ous chemicals they are exposed to at work. TRUE. The 

Occupational Safety and Health Act requires employers to 

inform workers of chemical hazards.

The questions that Alex faced are common to most man-

agers. Employment and safety laws require organizations 

to follow certain guidelines. Alex, for example, does have 

an obligation to stop sexual harassment. He must also 

comply with a number of laws to eliminate discrimination 

and provide a safe workplace. Although Alex may have 

thought company guidelines were common-sense matters, 

he is wise to review them and see that he and other mem-

bers of the organization are meeting legal requirements. 

Fortunately, compliance with the laws and guidelines can 

also increase productivity and profits in many ways.

  

  

  

  

  

A  M A N A G E R ’ S  P E R S P E C T I V E  R E V I S I T E D
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Key Features ix

Research is an important part of the 
field of human resources. Each chapter 
therefore includes a number of features 
describing specific research studies. 
These features—labeled “How Do We 
Know?”—use nontechnical language to 
summarize research studies that have 
been published in scholarly journals. 
Each concludes with a “Bottom Line” 
summary that shows how the findings of 
the study contribute to our understand-
ing of effective human resource manage-
ment. These research summaries help 
students understand how knowledge is 
generated and help them see the science 
behind many of the principles discussed 
throughout the textbook. 

The opening section of each chapter includes a discussion that illustrates how 
a specific company has used the concepts discussed in the chapter to increase 
effectiveness. Trader Joe’s, Southwest Airlines, Marriott, and General Electric 
are just a few of the firms included in these in-depth examinations of stra-
tegic HR. Each of the company descriptions ends with a “Building Strength 
Through HR” feature that clearly summarizes how the firm has used specific 
human resource practices to become more effective and competitive. 

Additional “Building Strength Through 
HR” features appear throughout each chap-
ter. These brief cases illustrate how specific 
companies have benefited from implement-
ing particular human resource practices—for 
example, how Leicester Royal Infirmary, a large 
teaching hospital located in England, improved 
efficiency and patient satisfaction through work 
redesign and how General Mills used training 
in teamwork and creativity to enhance cross-
functional product development. These dis-
cussions clearly illustrate how effective human 
resource practices have translated into success 
for a number of organizations. The inclusion of 
foreign-based firms points up the fact that the 
usefulness of strategic HR crosses international 
boundaries. 

B U I L D I N G  S T R E N GT H  T H R O U G H  H R

PEPSICO

PepsiCo is a global food and beverage company 
with annual revenues of more than $35 billion. 
The company has over 168,000 employees in nearly 
200 different countries and seeks to sell its food 
and beverage products to consumers in all racial 
and ethnic groups. Increasing the diversity of 
employees as a means of increasing sales to minor-
ity groups is therefore a critical objective at Pepsi.

Pepsi actively recruits diverse employees in sev-
eral ways. First, the company cultivates relationships 
with African American colleges and universities 
and has an affirmative action planning process 
that seeks to increase the percentage of minority 
workers. Two external advisory boards of academ-
ics, politicians, and customers provide guidance 
on diversity issues. In addition, Pepsi encourages 
employees to join affinity groups that consist of peo-
ple of a particular race or gender who get together 
to discuss issues that affect them. Each group has 
as its sponsor an executive who is not a member of 
that race or gender.

Diversity initiatives at PepsiCo have increased 
the number of its minority workers. People of 
color now represent 17 percent of managers at 
midlevel and above, and women represent 34 
percent of managers. This representation has sig-
nificantly increased in the past five years. The com-
pany is routinely rated as one of the best places of 

Building Strength Through HR

employment for minorities, a rating that has led to 
increases in the number of minority job applicants.

Diversity also adds to PepsiCo’s profits. Inno-
vation centers on identifying new product flavors 
to match the unique tastes of diverse customers. 
Among these products are guacamole Doritos and 
Mountain Dew Code Red.

Sources: Information from Irene Chekassky, “Pepsi’s 
for Everybody,” Beverage World 117 (1998): 248; Carol 
Hymowitz, “The New Diversity: In a Global Economy,” Wall 
Street Journal, November 14, 2005; Chad Terhune, “Pepsi, 
Vowing Diversity Isn’t Just Image Polish, Seeks Inclusive 
Culture,” Wall Street Journal, April 19, 2005; Sonia Alleyne, 
Alfred A. Edmond, Jr, Sakina P. Spruell, and Carolyn 
M. Brown, “The 30 Best Companies for Diversity,” Black 
Enterprise 35, no. 12 (2005): 112–126; http://www.pepsico.
com/PEP_Diversity/commitment/index.cfm.
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WHAT DIFFERENTIATES FAST-FOOD RESTAURANTS?
Have you ever wondered why some people like to 
eat at McDonald’s, but others prefer Burger King? 
What sets one fast-food chain apart from another? 
To find out, Bonnie Knutson asked 200 college 
students about their perceptions of Arby’s, Burger 
King, KFC, McDonald’s, Subway, Taco Bell, and 
Wendy’s. She asked the students to rate these res-
taurants on features such as atmosphere, menu 
choices, consistency, and price.

The study found that students have common 
beliefs about differences between fast-food res-
taurants. McDonald’s received the highest overall 
ratings. Students saw McDonald’s as particularly 
strong in terms of combination meals, kid’s meals, 
consistency, and value. They gave Taco Bell the 
highest rating for low-priced food. Subway received 
the highest rating for good nutrition, and Wendy’s 
for menu variety.

The Bottom Line. The results of this study 
illustrate the concepts of cost leadership and dif-
ferentiation. Taco Bell is seen as a low-cost pro-
vider, which can be an effective strategy as long as 
the cost structure really allows it to produce and 
serve food at low cost. Subway has been success-
ful at differentiating itself based on nutrition, and 
Wendy’s has differentiated based on menu vari-
ety. These restaurants also have different human 
resource strategies that help support their com-
petitive strategies. Professor Knutson concludes 
that fast-food restaurants should place high impor-
tance on creating a clear brand image that is con-
sistent with their strategy for competing with other 
restaurants.

Source: Bonnie J. Knutson, “College Students and Fast Food: 
How Students Perceive Restaurant Brands,” Cornell Hotel and 
Restaurant Administration Quarterly 41, no. 3 (2000): 68–74.

How Do We Know?
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x Key Features

A number of features included in each chapter help students focus on and 
learn key concepts.

 • Learning Objectives. A list of learning objectives opens each chapter and pre-
pares readers for the key concepts to be discussed.

 • Key Terms and Definitions. Key terms shown in boldface in the chapter text 
and linked to margin definitions highlight critical concepts and provide an 
opportunity for review.

•  End-of-Section Review Questions. Each 
major section concludes with review 
questions that focus students’ atten-
tion on major topics.

•  End-of-Chapter Summaries. Each chapter 
ends with a summary of key concepts 
linked to the chapter learning objec-
tives and major sections.

•  Discussion Questions. End-of-chapter 
discussion questions revisit major top-
ics, providing readers with an oppor-
tunity not only for review but also for 
critical thinking and interpretation.

Technological change has had a perva-
sive influence on every aspect of manage-
ment, and human resource management 
is no exception. “Technology in HR” 
features describe how technological 
advances are affecting the field of human 
resource management. The informa-
tion included in this feature illustrates 
how the Internet and other forms of 
electronic communication are affecting 
human resource practices in areas such 
as employee selection, training, and 
compensation. These discussions show 
students how advancements in technol-
ogy are being incorporated to increase 
the effectiveness of human resource 
management. 

T E C H N O L O G Y  I N  H R
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ALLOWING EMPLOYEES TO WORK FROM HOME

Allowing employees to work from home can help 
employers retain good workers. One company that 
allows employees to work at alternative locations 
is AT&T. The company reports that 30 percent of 
management employees work full-time outside the 
office, while another 41 percent work away from 
the office an average of one or two days a week. 
The move to work away from the office has cut 
expenses for office space by $30 million. These 
and other savings have led AT&T to conclude that 
allowing employees to work at alternative locations 
saves the company over $180 million each year.88

Employees at AT&T, as well as other companies, 
report increased job satisfaction and productivity 
when they work from home. Not only do they save 
an average of an hour of driving time each day, but 
they are no longer subject to the distractions created 
by coworkers. People who work from home report 
greater autonomy and decreased stress. Absenteeism 
and turnover are also usually lower among peo-
ple who work at home than other employees.89 
Technological advancement thus seems to increase 
the productivity of some employees.

A potential problem with working from home is 
the sense of isolation that some workers experience. 
These workers feel that they miss out on important 
social interaction, and in some cases, they also feel 
that by working at home their contributions are less

suggest that organizations must carefully evaluate 
the benefits and problems that arise when employ-
ees use technology to complete work from home.

Sources: Information from Ann Bednarz, “Telework Thrives at 
AT&T,” Network World 22, no. 50 (2005): 29; William Crandall, 
“An Update on Telecommuting: Review and Prospects for 
E i I ” S A M Ad d M J l 70
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66 Chapter 2 • Making Human Resource Management Strategic

A strategy is a set of coordinated choices and 
actions. The first step in strategy formulation is 
gathering information from outside and inside 
the organization. Information about the organiza-
tion’s external environment describes opportuni-
ties, which are favorable conditions, and threats, 
which are unfavorable conditions. Demographic 
and cultural trends, economic and political condi-
tions, and technological developments represent 
important threats and opportunities for most orga-
nizations. Information is also gathered about the 
organization’s internal resources and capabilities. 
Areas of high capability are labeled strengths, and 
areas of low capability are labeled weaknesses. A 
strategic set of human resource practices can repre-
sent a valuable and rare strength.

Once information has been gathered, the next 
step is to analyze the information and make deci-
sions. Encouraging a group of decision makers to 
work together can facilitate this process. Members 
of the group should meet often and develop their 
collective intuition. They should also make sure 
th t th l diff t i t f i d

SUMMARY

Another common competitive business-level 
strategy is differentiation. Organizations using a dif-
ferentiation strategy strive to produce goods and ser-
vices that are somehow better than those produced 
by competitors. They usually strive to produce 
unique products and to offer exceptional service. 
The key to success for these organizations is having 
employees who do better things than the employees 
of other organizations.

How is strategy formulated?

LEARNING OBJECTIVE 1

Two basic approaches to human resource strategy 
are the universalistic approach and the contingency 
approach. The universalistic approach focuses on 
identifying a set of practices that are beneficial to all 
organizations. This approach has identified a bun-
dle of practices, labeled the commitment strategy, 
that appear to be generally beneficial. Practices in 
the commitment bundle communicate the message 
that management cares about employees. The com-
mitment strategy also helps ensure that employees 
have the training and freedom to pursue important 

What are basic approaches to human 
resource strategy?

LEARNING OBJECTIVE 3
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E N D - O F - C H A P T E R  A P P L I C AT I O N  E X E R C I S E S

 8. Choose a company where you or someone 
you know works. Which of the four human 
resource strategies do you think is most 
 common in the company?

 9. What are the key elements of the four human 
resource strategies: Loyal Soldier, Bargain 
Laborer, Committed Expert, and Free Agent?

 10. The chapter text pointed out that a majority of 
organizations have a human resource  strategy 
that fits their competitive strategy. What 
should an organization do if the strategies 
don’t match?

 3. Why can groups be more effective than 
 individuals for making decisions?

 4. What are the primary differences between a 
cost leadership and a differentiation strategy?

 5. What are the key elements of the commitment 
strategy from the universalistic approach? Why 
does this approach generally contribute to 
 success for organizations?

 6. What human resource practices might be asso-
ciated with a cost reduction emphasis? What 
practices might be associated with a differen-
tiation emphasis?

 7. What are the strengths and weaknesses of 
internal and external labor orientations?

EXAMPLE CASE United Parcel Service

Of course, every company wants to attract the best people it can. Equally 
important at UPS is attracting people who fit the company culture, which 
encourages high energy, hard work, fairness, inclusiveness, teamwork, and 
sharing the wealth.

Those who work at UPS are more than employees; they’re business part-
ners. Promotions come largely from within the organization. Managers typi-
cally will handle assignments in about a half dozen different functional areas 
of the business during their careers. This employer/employee relationship 
remains relevant in today’s economy, because the nature of UPS’s business 
involves an extraordinary degree of teamwork.

Every business day, UPS moves 13 million packages around the globe. 
In effect, UPS is the world’s conveyor belt for commerce, one that requires 
350,000 employees to work in harmony and with precision. Every day, 85,000 
drivers take responsibility for roughly 6 percent of the nation’s GDP, which is 
delivered from their package cars.

Every day, thousands of decisions must be made by managers in the field 
to keep the conveyor belt moving smoothly—decisions about lost packages, 
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Access the companion website to test your knowledge by completing a Mega 
Manufacturing interactive role-playing exercise.
In this exercise, you meet with senior management at Mega and try to convince other 
members of the management team that HR needs to have a “seat at the table” and 
function as a business partner within the company. The CFO, however, expresses the 
opinion that HR is just a “touchy feely” department that adds no legitimate business 
value. Your objective is to gain credibility and show that a strategic approach to HR 
can improve Mega Manufacturing. Based on previous discussions, you have learned 
that Mega believes that its products are better than those of its competitors. You also 
know that the company prefers to hire experienced people who won’t require much 
training. How will you defend the HR function to the CFO and others in the meeting 
who may share the same opinion of HR? •

INTERACTIVE
EXPERIENTIAL EXERCISE

HR Strategy in Action: Selling the HR 
Function at Mega Manufacturing
http://www.wiley.com/college/sc/stewart
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 • Experiential Exercises. An experiential 
exercise describes an activity that a 
 student can complete, often online, 
to actively learn more about the topic 
discussed in the chapter.

 • Interactive Experiential Exercises. An inter-
active experiential exercise provides a 
link to the companion website where 
students can go to participate in a 
role play that tests their knowledge of the 
basic concepts discussed in the chapter.

Knowledge is most useful when it can be applied to solve real problems. We 
end each chapter with cases and experiential exercises that help students 
begin the process of applying the concepts to solve actual problems associated 
with effective human resource management. 

 • Example Cases. An example case illustrates how a specific company imple-
ments the human resource practice discussed in the chapter. 

 • Discussion Cases. A discussion case provides background information about 
a fictional company that can serve as the launching point for a class 
discussion.

fbetw.indd   xifbetw.indd   xi 07/04/11   7:48 PM07/04/11   7:48 PM



Several supplements have been designed to make both teaching and learning 
easier and more interesting for users of Human Resource Management: Linking 
Strategy to Practice, Second Edition. We are especially grateful to the following 
people for helping us to provide such a comprehensive teaching and learning 
package: Dyanne J. Ferk, University of Illinois-Springfield; Marcia Marriott, 
Monroe Community College and Rochester Institute of Technology.

Companion Website

The companion website for Human Resource Management: Linking Strategy to 
Practice, Second Edition contains a myriad of tools and links to aid both teaching 
and learning, including nearly all of the resources described in this section. 
To access the site, go to www.wiley.com/college/sc/stewart.

Instructor’s Resource Manual

The Instructor’s Resource Manual includes an introduction with sample syllabi, 
chapter outlines, chapter objectives, teaching notes on how to integrate and 
assign special features, and suggested answers for all quiz and test questions 
found in the text. The Instructor’s Resource Manual also includes additional 
discussion questions and assignments that relate specifically to the cases, as 
well as case notes, self-assessments, and team exercises.

Test Bank

The robust test bank consists of over 100 true/false, multiple-choice, and 
short-answer questions per chapter. Furthermore, it is specifically designed so 
that questions vary in degree of difficulty, from straightforward recall to chal-
lenging, to offer instructors the most flexibility when designing their exams. 
Adding still more flexibility is the computerized test bank, which requires a PC 
running Windows. The computerized test bank, which contains all the ques-
tions from the manual version, includes a test-generating program that allows 
instructors to customize their exams.

PowerPoint Presentations

This resource provides another visual enhancement and learning aid for stu-
dents, as well as additional talking points for instructors. This set of interactive 
PowerPoint slides includes lecture notes to accompany each slide.

Personal Response System

Personal Response System questions (PRS or “Clicker” content) were designed 
for each chapter in order to spark additional discussion and debate in the 
classroom. For more information on PRS, please contact your local Wiley sales 
representative.

Supplements

xii
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Supplements xiii  

Web Quizzes

Online quizzes, available on the student portion of the Human Resource 
Management: Linking Strategy to Practice, Second Edition companion website, include 
questions varying in level of difficulty, designed to help students evaluate their 
individual progress through a chapter. Each chapter’s quiz includes 10 ques-
tions, including true/false and multiple-choice questions. These review ques-
tions, developed in conjunction with the test bank, were created to provide 
the most effective and efficient testing system. Within this system, students 
have the opportunity to “practice” the type of knowledge they’ll be expected 
to demonstrate on the exam.

Pre- and Post-Lecture Quizzes

The pre- and post-lecture quizzes, found on the student companion website, 
consist of 10 to 15 questions (multiple-choice and true/false) per chapter, 
varying in level of detail and difficulty, but all focusing on that chapter’s key 
terms and concepts. This resource allows instructors to quickly and easily eval-
uate their students’ progress by monitoring their comprehension of the mate-
rial from before the lecture to after it.

Videos

A set of short video clips (on DVD) from CBS News provides an excellent start-
ing point for lectures or for general classroom discussion. Teaching notes, 
including clip introductions and assessment questions, are included for class 
discussion or assignment. Please contact your local Wiley representative for 
more information about the Human Resource Management Lecture Launcher.

Business Extra Select Online Courseware System

Wiley has launched the Business Extra Select Online Courseware System, 
found at http://www.wiley.com/college/bxs, to provide instructors with mil-
lions of content resources, including an extensive database of cases, journals, 
periodicals, newspapers, and supplemental readings. This courseware system 
lends itself extremely well to integrating real-world content within the course, 
thereby enabling instructors to convey the relevance of the course to their 
students.
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Creating Value Through 
Human Resources

C h a p t e r  1

A  M A N A G E R ’ S  P E R S P E C T I V E

MELISSA WALKS OUT THE DOOR AFTER HER JOB 
INTERVIEW AND THINKS ABOUT HOW MUCH SHE 
WANTS THE JOB. FROM THE DAY THAT SHE SAW THE 
JOB POSTING, SHE FELT LIKE THE POSITION AND 
COMPANY WOULD BE A GOOD FIT FOR HER. LAST 
NIGHT SHE TRIED TO EXPLAIN TO HER PARENTS 
WHY SHE LIKED THE COMPANY SO MUCH. THEY ARE 
CONCERNED BECAUSE THEY THINK SHE MAY NOT 
LIKE THE TRAVEL THAT WILL COME FROM BEING A 
BUSINESS CONSULTANT. HOWEVER, AFTER GOING 
THROUGH A DAY OF INTERVIEWS, MELISSA IS EVEN 
MORE SOLD ON THE PROSPECT OF WORKING FOR 
THIS COMPANY.

As Melissa reflects back on her discussions, 
she remembers a number of key conversations. 
One thing that impresses her is the company’s 
strong track record of profitability. In the last 
few years she has seen many of her friends lose 
their jobs. Seeing their pain has steered Melissa 
toward  companies that she sees as successful. 
She knows that profitability is one key to success. 
But why is the company so profitable? Of course, 

much of it has to do with 
the  company’s excellent 
 marketing strategies and 
superior operating proce-
dures. From everything she 
has learned, the company is simply superior at 
meeting customer needs. It also has a strong 
reputation for helping people in the community, 
which is very important to Melissa. 

Something that really attracts Melissa to the 
company is how they treated her during the job 
interviews. Karen, a human resource staff member, 
told Melissa that she had already progressed far-
ther than 90 percent of job applicants. She also 
described how the company focuses on finding 
and keeping only the best employees. This makes 
Melissa feel good and leads her to believe she will 
have competent coworkers. The company seems to 
have good human resource practices. It pays above-
average wages and offers a generous retirement 
package. According to Karen, it emphasizes internal 
promotions and ongoing training. Employees also 
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3

WHAT DO YOU THINK?
Suppose you are listening to a conversation between 
Melissa and her parents. Her parents make the following 
statements as they and Melissa discuss her decision about 
the job. Which of the statements do you think are true?

Companies with good human resource 
practices have more satisfied workers.

Companies with happy employees are 
more profitable.

Companies lose money when they try to be 
good social and environmental citizens.

Having a successful career in the future 
workplace will require young employees to 
work effectively with older people.

Human resource specialists can provide 
critical information and support that helps 
make life better for employees.

?

T OR F

T OR F

T OR F

T OR F

T OR F

THE BIG PICTURE Human Resource Management Practices Help Successful 
Organizations Meet the Needs of Employees, Customers, Owners, and Society

get time off work to volunteer in the community, 
which seems like a great idea to Melissa.

The company also seems to have a strategic plan 
for dealing with important changes that are likely 
to occur both in the marketplace and among future 
employees. Melissa hopes she will receive a job 
offer in the next few days. She is certain she will 
take an offer if she receives one, as she has become 
convinced that she has the potential for a great 
future with the company. 
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4 Chapter 1 • Creating Value Through Human Resources

Human resource management focuses on people in organizations. Of course, 
people are a major component of any organization, so it follows that organiza-
tions with more productive employees tend to be more successful. Employee 
productivity increases when organizations hire and motivate employees 
effectively. In addition, good human resource practices create more satisfied 
employees, who in turn work harder to satisfy customers.1

One prosperous organization that traces much of its success to effective 
management of people is Trader Joe’s. The chain now includes almost 350 
stores in several western states, the Midwest, and the East Coast, but it began 
in the 1960s as three convenience stores seeking to survive the introduction of 
7-Eleven. Seeing the difficulty of competing head-to-head with 7-Eleven, the 
founder—Joe Coulombe—decided to change Trader Joe’s to a specialty store 
selling unique products. Trader Joe’s has since become well known for provid-
ing foods and beverages that cannot be found in other stores. Products, which 
usually carry the store’s own label, include gourmet and specialty foods such 
as soy ice-cream cookies, black rice, and stuffed salmon.2

Keeping prices low is one key to success for Trader Joe’s. However, cus-
tomers describe their shopping experience as something more than a simple 
hunt for bargains. Trader Joe’s works hard to attract educated customers who 
develop a loyal relationship with the company. Many of these customers say 
they have fun shopping at Trader Joe’s. They look forward to searching store 
aisles and finding interesting products. They also enjoy their interactions with 
helpful store employees dressed in casual Hawaiian shirts. The real key to suc-
cess for Trader Joe’s, then, seems to be finding and keeping great employees.3

What does Trader Joe’s do to develop and maintain a productive work-
force? Flexible job design certainly plays a role. Employees have a great deal 
of autonomy in determining how the store can best serve customers. Every 
employee is encouraged to sample products and make recommendations. 
Employees are free to tell customers when they don’t like something. Workers 

Human resource management
The field of study and practice 
that focuses on people in 
organizations.

After reading this chapter you should be able to:

Explain how human resource management, from the organizational life-cycle and 
stakeholder perspectives, can facilitate organizational success.

List the core functions of human resource management.

Explain what human resource professionals do to help create successful organizations.

Identify important labor trends that are affecting organizations and their human 
resource practices.

Explain how effective human resource management requires a combination of 
strategic and functional perspectives.

LEARNING OBJECTIVE 1

LEARNING OBJECTIVE 2

LEARNING OBJECTIVE 3

LEARNING OBJECTIVE 4

LEARNING OBJECTIVE 5

L E A R N I N G  O B J E C T I V E S

How Can Human Resource Management 
Make an Organization Effective?
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How Can Human Resource Management Make an Organization Effective? 5  

at Trader Joe’s are not limited to performing certain tasks but help out wher-
ever they are needed. Managers, for example, often sweep floors and stock 
shelves.4

Of course, not everyone would fit equally well into the job environment at 
Trader Joe’s. Employee selection focuses on hiring people with personalities 
that fit the productive and creative culture. Trader Joe’s looks for employees 
who are upbeat, outgoing, and motivated by challenge. Employees also need 
a good sense of humor and a strong customer orientation.

Convincing people to take jobs with Trader Joe’s does not seem to be dif-
ficult. The store has a reputation as a desirable place to work, and a large 
number of people apply whenever job openings are advertised.5 One reason 
people like to work at Trader Joe’s is the company’s compensation practices. 
Employees are paid substantially more than they could make doing similar 
jobs in other companies. They receive health insurance and participate in 
an excellent retirement savings plan. Excellent pay not only helps get people 
interested in working at Trader Joe’s but also helps ensure that employees will 
stay with the company. Managers are almost always promoted from within the 
company, and few employees leave to work elsewhere.6

Both employees and customers see Trader Joe’s as a successful company. It 
is a profitable company, with annual sales exceeding $7 billion. More impor-
tant, Trader Joe’s generates twice as many dollars in sales per square foot of 
store space as other grocery stores. This profitability has helped the company 
expand the number of stores without taking on debt. Profits have grown ten-
fold over a 10-year period.7

The success of Trader Joe’s clearly illustrates how a company can thrive in 
difficult and changing times. Rather than giving up to a formidable competi-
tor, Joe Coulombe identified an unmet need and created an organization to 
fill that need. Human resource practices at Trader Joe’s help attract and moti-
vate employees who provide great customer service. Doing things differently 
than competitors, and doing them better, has created a culture where people 
like to go to work. Happy employees make shoppers happy.

TRADER JOE’S
Trader Joe’s is a privately owned chain of 
about 350 specialty grocery and wine stores. 
Human resource management at Trader 
Joe’s builds competitive strength by

 • Designing work to give people auton-
omy to complete tasks in creative ways.

 • Identifying and hiring people who have fun, outgoing personalities.
 • Providing high pay and excellent benefits to attract the best workers.
 • Matching human resource practices with a competitive strategy of pro-

viding unique products.

Building Strength 
Through HR
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6 Chapter 1 • Creating Value Through Human Resources

As you begin studying human resource management, it is important to 
think about what you want to gain from your efforts. How can understand-
ing human resource management better prepare you for success in your 
upcoming career? The most basic answer is that human resource skills will 
help you hire, manage, and motivate employees more effectively. Clearly, 
human resource skills are useful not only to human resource professionals 
but also to everyone who has responsibility for leading and managing others. 
Furthermore, even if you don’t plan to work either as a human resource spe-
cialist or as a manager, learning the concepts of human resource  management 
will help you to understand why the places where you work do much of what 
they do.

The goal of human resource management is, of course, to make organi-
zations more effective. Thus, a starting point for learning about the field of 
human resource management is to explore the concept of organizational suc-
cess. We know that some organizations are more successful than others. Can 
differences in human resource management explain why?

Most observers agree that Trader Joe’s is a successful organization. This 
is supported by top rankings from publications such as Consumer Reports. But 
what exactly does it mean to say an organization is successful? Does it mean the 
organization makes a lot of money? Does it mean the organization makes the 
world a better place? Perhaps success is doing things the right way in the case 
of Trader Joe’s, as it has been named one of the most ethical companies in 
the United States.8 Maybe it simply means the organization has been around 
for a long time. Because organizational success has many faces, each of these 
perspectives is partly true. Different models capture different meanings of 
success. Here, we briefly examine the meaning of organizational success from 
two perspectives—the life-cycle model and the stakeholder perspective—and 
consider how human resource management plays a role in making organiza-
tions effective from each viewpoint.

SUCCESS IN LIFE-CYCLE STAGES
Think about success for you as an individual. Being successful now doesn’t 
guarantee you will be successful in 10 years. Having just enough money to buy 
pizza and books may equal success when you are 20, for example, but probably 
isn’t enough when you are 40. Similarly, the life-cycle approach to organiza-
tional success suggests that measures of effectiveness change as an organiza-
tion grows. Twenty years ago, Trader Joe’s was successful simply because it 
didn’t close when 7-Eleven entered the market. Success today depends on 
expansion into a national chain.

At the heart of this model of success is the organizational life cycle, a series 
of stages through which an organization moves during its lifetime. Stages of 
growth begin when the organization is founded and end when it ceases to 
exist. Since goals and objectives change as the organization moves from stage 
to stage, the nature and meaning of success also change. Here, we examine 
four common stages in the organizational life cycle: the entrepreneurial stage, 
the communal stage, the formalization stage, and the elaboration stage.9 As 

Organizational life cycle
Stages through which an 
organization moves after its 
founding.

How Is Organizational Success Determined?

LEARNING OBJECTIVE 1
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you will see, human resource management plays an important role in every 
stage. Table 1.1 summarizes key differences across the stages.

Entrepreneurial Stage
An organization enters the entrepreneurial stage when it is first created. This 
stage is a lot like infancy for human beings. The main goal is survival and 
growth. Organizations in the entrepreneurial stage need to develop an iden-
tity and obtain resources. Success during this stage is often measured simply 
in terms of staying alive. Organizations that survive are successful. The early 
history of the Internet company Yahoo! is a good example. Yahoo! wasn’t 
profitable in the beginning, but it showed innovation and growth when many 
competitors were going out of business.

Effective human resource management is very important for the survival 
and growth of newly formed organizations. Organizations must find and hire 
a sufficient number of quality employees. They must also develop basic plans 
for measuring performance and paying people.

Organizations in the entrepreneurial stage of development are typically 
too small to afford a full-time dedicated human resource staff. A typical orga-
nization employs one human resource specialist for every 100 employees.10 
As a result, it is likely that owners and managers of firms with relatively few 
employees perform many human resource duties themselves or hire outside 
consultants to do this work.

Given the importance of human resources for entrepreneurial organiza-
tions, it is not surprising that firms with better-developed plans and methods 
of obtaining and paying employees are more likely to survive. For instance, 
one study found that new organizations lacking clear human resource and 
pay plans have just a 34 percent chance of surviving the first five years. Firms 
with good human resource plans, in contrast, have a 92 percent chance of 
 survival.11 Organizations with better plans for hiring and motivating work-
ers are thus more likely to survive—and survival is a key indicator of success 
 during the entrepreneurial stage.

Communal Stage
Organizations that survive the entrepreneurial stage enter the communal 
stage, which is marked by expansion, innovation, and cooperation. This stage 
is much like the teenage years for human beings. The main objective is to 
gain a unique identity and overcome internal conflict. Learning who you are 
and improving your skills are the essence of life during these years. Similarly, 

Entrepreneurial stage
First stage in the organizational 
life cycle; focuses on survival.

Communal stage
Second stage in the 
organizational life cycle; focuses 
on expansion and innovation.

Table 1.1 Human Resources Across the Organizational Life Cycle

Stage Goal Human Resource Contribution

Entrepreneurial Survival and growth Need to hire and maintain employees; emphasis on creating plans 
for measuring performance and deciding pay

Communal Develop identity and overcome 
conflict

Need to develop clear communication channels; emphasis on building 
strong loyalty among employees

Formalization Efficient production Need to create formalized practices for hiring, training, and compen-
sating; emphasis on continual improvement of employee skills and 
motivation

Elaboration Adaptation and renewal Need to alter practices to meet changing demands; emphasis on 
new ways of organizing work tasks
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8 Chapter 1 • Creating Value Through Human Resources

 organizations in the communal stage focus on developing and improving pro-
cesses for effectively producing goods and services. Members of the organi-
zation begin to feel a sense of commitment. Survival is still important, but 
organizational success is measured increasingly by the extent to which employ-
ees feel a sense of cohesion, or belonging. It is important for employees to 
build strong feelings of attachment to coworkers and to the mission of the 
organization. Such attachment is an important part of success at Trader Joe’s, 
where employees feel connected. The company’s managers listen to employ-
ees, which encourages employees to communicate effectively with customers.12

Organizations with effective human resource management practices in 
the communal stage continue to hire good employees and provide training. 
They also communicate well with employees. Employees, aware of these activi-
ties, develop a feeling that the organization is committed to taking care of 
them. Such feelings increase job satisfaction, so that organizations with better 
human resource practices have happier employees who are more committed 
to making the organization successful.13 Employees are also less likely to leave 
organizations with good human resource practices. The accompanying “How 
Do We Know?” feature describes a study that demonstrates how  effective 

DOES EFFECTIVE HUMAN RESOURCE MANAGEMENT 
INCREASE ORGANIZATIONAL SUCCESS?
Have you phoned a company’s call center in the 
past to ask a question or complain about a product 
or service? Perhaps a call center representative has 
phoned you to try to sell you something. Many com-
panies have call centers, and some centers employ 
thousands of people. As you can probably imag-
ine, working in a call center is not always fun, and 
employees frequently quit shortly after being hired.

An important question therefore is whether 
good human resource practices can improve work 
in call centers. Rosemary Batt conducted a study to 
learn about the effect of human resource practices 
on organizational performance in call centers. She 
asked call center managers about the skill level 
of employees, the amount of freedom employees 
had to choose how to do their work, and human 
resource incentives. She also measured employee 
quit rates and sales growth.

The study found higher sales growth in call cen-
ters with better human resource practices. Higher-
performing centers had ongoing training, more 
employees working full-time rather than part-time, 
and more elaborate performance  management 

 systems. Better centers allowed employees to exer-
cise greater control in determining things like work 
pace, scheduling, and technology design. Much 
of the effect of the human resource practices on 
performance came through employee retention. 
Fewer employees left call centers with better prac-
tices, which in turn helped these centers to experi-
ence increased sales growth.

The Bottom Line. Organizations are more 
successful when they have good human resource 
practices. Success comes from having a stable work-
force, which develops when fewer people leave the 
organization. People are less likely to leave when 
they have freedom to make choices about how to 
do their work. They also stay longer when they have 
full-time jobs that pay them well. Professor Batt 
thus concluded that good human resource prac-
tices lead to lower quit rates, which in turn increase 
growth in customer sales.

Source: Rosemary Batt, “Managing Customer Services: 
Human Resource Practices, Quit Rates, and Sales Growth,” 
Academy of Management Journal 45, no. 3 (2002): 587–597.

How Do We Know?
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human resource practices in call centers increase the likelihood of retaining 
workers, which in turn increases profitability.

Formalization Stage
The formalization stage occurs as organizations become stable and develop 
clear practices and procedures for doing work. In humans, the formalization 
stage often begins just after graduation from college, when people tend to set-
tle into stable jobs. Organizations in the formalization stage focus on improv-
ing efficiency and finding better ways to accomplish tasks. They develop clear 
goals for guiding their efforts. Making goods and services as efficiently as pos-
sible becomes a key goal. Making a good profit is also important.

Effective management of people is beneficial for increasing efficiency and 
goal accomplishment in this stage. Organizations with formalized human 
resource practices that develop employee skills and motivate workers gener-
ate more sales per employee.14 IBM represents a company in this stage. IBM 
has been in existence 100 years and currently employs almost 400,000 peo-
ple. Keeping in touch with so many employees is difficult. However, IBM has 
a database that contains a profile for every employee. The profile lists each 
employee’s skills. Maintaining such a database takes a great deal of effort, 
but cost savings from improved matching of employees and jobs has saved 
IBM $1.4 billion. Effective formalization of human resource practices has thus 
improved the efficiency and profitability of IBM.15

Elaboration Stage
The elaboration stage occurs when organizations need to adapt and renew. 
This stage is similar to middle age for human beings. Success often depends on 
redefining objectives and identifying new opportunities. People in this stage 
sometimes go through midlife crises, perhaps changing occupations and devel-
oping new hobbies. Organizations in the elaboration stage, like middle-aged 
people, have existed for some time, but shifting trends and preferences require 
them to change. For example, Hallmark became successful as a producer of 
greeting cards, but changes in technology have forced the company to inno-
vate and adapt to produce electronic greetings and other family-based media.

Good human resource management is critical for successful adaptation. 
In fact, one survey found change management to be the most important 
skill that human resource professionals can contribute to an organization.16 
An example of an organization in this stage is Crouse Hospital in Syracuse, 
New York. The company had a net loss of $15 million in 2000. About half of 
the hospital’s employees were quitting each year. Hospital leaders took note 
and began to involve employees in an effort to change the culture of the orga-
nization. Numerous employee groups met and made suggestions. Employee 
efforts to turn around hospital performance took time but were successful. By 
2008 financial problems were reversed to a net profit of $11 million and the 
employee quit rate had dropped to 18 percent. Overall job satisfaction was 
92 percent.17 Improved human resource management thus helped move 
Crouse Hospital from the elaboration stage back to the formalization stage.

SUCCESS FROM STAKEHOLDER PERSPECTIVES
A second approach for assessing organizational effectiveness is the stake-
holder perspective. According to this view, organizations are successful to 
the extent that they meet the needs of their stakeholders. Stakeholders are 

Formalization stage
Third stage in the organizational 
life cycle; focuses on 
establishing clear practices 
and procedures for carrying out 
work.

Elaboration stage 
Final stage in the organizational 
life cycle; focuses on 
reinvention and adaptation to 
change.

Stakeholders
Individuals or groups who are 
affected by or who affect an 
organization.
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10 Chapter 1 • Creating Value Through Human Resources

defined as individuals or groups of people who can affect or who are affected 
by an organization.18 This definition is quite broad, since almost every living 
person could in some way potentially affect or be affected by an organization. 
Fortunately, research suggests that employees, customers, and owners (share-
holders) are the primary stakeholders. Their participation is crucial for the 
survival of the organization.19 Society as a collective group is also seen by many 
as an important stakeholder.

Employees
Employees make up an important group of stakeholders. Because employ-
ees complete tasks to make goods and services, they obviously influence the 
organization’s ability to achieve its objectives. Their lives are also obviously 
influenced by the organization. Meeting the needs of employees is a critical 
component of organizational success.

Many human resource practices protect the interests of employees. For 
instance, the human resource department often plays a major role in ensur-
ing that the organization complies with employment and safety laws. A num-
ber of these laws are designed to make sure the organization treats employees 
fairly. Helping design work tasks to make them more enjoyable is another 
way human resource management makes life better for employees. Human 
resource professionals help individuals plan and advance their careers, which 
keeps employees happy and reduces the chance that they will leave for jobs in 
other organizations. Thus, good human resource practices reduce employee 
turnover, which happens when employees quit and take jobs elsewhere.20 Low 
turnover is a strong sign that employees’ needs are being met. Simply put, 
people are less likely to look for new work opportunities when they are sat-
isfied with their current jobs.21 As you can imagine, most companies prefer 
employee turnover to be low.

Customers
Customers are another important group of stakeholders. An organization 
obviously will have trouble achieving its goals if customers don’t buy its goods 
or services, so the influence of customers on the organization is immense. 
The goods and services available to customers can also affect their lives both 
positively and negatively.

Research evidence strongly supports the notion that good human resource 
management improves customer satisfaction, largely through customers’ 
interactions with employees. Employees tend to treat customers the same way 
they believe managers treat them. If employees feel the organization values 
them and treats them with respect, they reproduce these good attitudes and 
behaviors in their interactions with customers. If they believe management 
doesn’t care about them, they are less likely to be positive and helpful to 
 customers.22 For example, one study of hairstylists found that those who were 
most satisfied with their jobs were helpful to clients and coworkers and in turn 
had more satisfied customers.23 Human resource practices that demonstrate 
care and concern for employees thus translate into increased customer sat-
isfaction. Hiring and keeping skilled employees can also improve customer 
satisfaction. Just think of an experience you have had shopping for something 
like a new computer. Getting information from a knowledgeable employee 
is much more satisfying than trying to get information from someone who 
knows less than you do.

Employee turnover
The process in which employees 
leave the organization and are 
replaced by other employees.
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Owners
A third group of important stakeholders is made up of owners, including 
stockholders. Owners influence organizations by determining who leads and 
makes decisions. In most cases their chief concern is the organization’s prof-
its, and the extent to which the organization returns profits and provides 
them with money influences them in many ways.

A great deal of research in recent years has linked human resource 
 practices to organizational profits. The evidence generated by this research 
strongly suggests that human resource management matters. Organizations 
are more profitable when they ensure high levels of employee skill by properly 
designing jobs, carefully selecting employees, and providing useful training. 
Effective practices also motivate employees by carefully measuring perfor-
mance, making fair promotion decisions, and linking pay to performance.24 
In short, employees who have better skills, are well paid, and feel their jobs are 
secure have higher individual performance, which translates into desirable 
organizational improvements like growth in sales.25

Society
Society represents the broader community in which the organization oper-
ates. Although further removed from the organization than the stakeholder 
groups discussed so far, society still serves as an important stakeholder. On the 
one hand, organizations affect society through their environmental practices, 
as well as their support of community charities and other such activities. On 
the other hand, various political and social forces can strongly influence orga-
nizations. For example, think about how changes in attitudes toward conser-
vation and large automobiles affect the U.S. automobile industry.

Interestingly, organizations that are better community citizens are gener-
ally more profitable than organizations that ignore environmental and social 
concerns. Although there are exceptions, expending effort to do things such 
as protect the environment and improve local communities usually leads to 
improved financial performance for organizations.26 In addition, effective 
human resource management within the organization results in other ben-
efits to society. It provides employees with open channels of communication, 
which can reduce instances of unethical corporate behavior. Skilled and moti-
vated employees also produce goods and services that help make the world a 
better place. Taking care of people at work can thus translate into important 
benefits for society as a whole.

THE CHAIN OF SUCCESS
Successful firms must meet the needs of each group of stakeholders, and 
these needs vary from group to group.27 Fortunately, meeting the needs of 
one group can often help meet the needs of others. First, effective human 
resource management acquires quality employees, motivates them to maxi-
mize performance, and helps meet their psychological and social needs. This 
leads to long-term relationships with skilled and happy employees. Effective 
employees provide good customer service, which results in repeat business. 
Better customer service leads to improved financial performance that ensures 
profitability and success. Increased profitability allows organizations to spend 
money on improving human resource practices, which loops back and con-
tinues the chain of success. Properly managing people is therefore a  critical 
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12 Chapter 1 • Creating Value Through Human Resources

part of the chain of success, which is shown in Figure 1.1 and summarizes the 
relationship among employee, owner, and customer interests. Obtaining and 
keeping excellent employees gives an organization an advantage in meeting 
customer needs, which translates into profitability and thereby provides orga-
nizations with resources to further improve human resource practices. This 
cycle of success is demonstrated by the “100 Best Companies” discussed in the 
accompanying “How Do We Know?” feature.

HUMAN RESOURCE
MANAGEMENT

EFFECTIVE
EMPLOYEES

CUSTOMER
SERVICE

Greater resources for improving human resource practices

FINANCIAL
PERFORMANCE

• Acquiring Employees
• Maximizing Performance
• Meeting Employee Needs

• Happy Workers
• Skilled Workers
• Long-term Workers

• Strong Relationships
• Repeat Business

• Survival and Growth
• Higher Profitability

Figure 1.1 The Chain of Success.

ARE GREAT PLACES TO WORK MORE PROFITABLE?
People who are unhappy with their jobs often 
claim that the place where they work cares more 
about profits than people. Dissatisfied workers 
argue that company owners become rich at their 
expense. Have you ever wondered if this is true? 
Do companies become more profitable by spend-
ing less on their employees? Or do investments in 
employees pay off? Ingrid Fulmer, Barry Gerhart, 
and Kimberly Scott explored this question by spe-
cifically examining the financial performance 
of companies listed by Fortune as “The 100 Best 
Companies to Work for in America.”

The Fortune list of best companies is based on 
extensive surveys of employee attitudes. Employees 
of great companies rate their workplaces as hav-
ing high credibility, respect, fairness, pride, and 
camaraderie. The measures of employee attitudes 
are quite stable from year to year, suggesting that 
some companies are consistently better at making 
employees happy.

Compared with companies not on the list, 
the “100 Best” are more profitable. Measures of 

 company performance include stock returns and 
how well the company uses assets to generate prof-
its. The excellent companies get more profit out 
of the assets they have. In addition, stock returns 
for the “100 Best” are as high as, and in some cases 
higher than, those of similar companies that don’t 
treat their employees as well.

The Bottom Line. Effective companies con-
sistently do a better job of making their employees 
happy. The employees in these firms work harder 
and are more successful at using company assets to 
make money. The researchers conclude that orga-
nizations are indeed more profitable when they 
treat employees well.

Source: Ingrid Smithey Fulmer, Barry Gerhart, and 
Kimberly S. Scott, “Are the 100 Best Better? An Empirical 
Investigation of the Relationship Between Being a ‘Great 
Place to Work’ and Firm Performance,” Personnel Psychology 
56 (2003): 965–993.

How Do We Know?

c01.indd   12c01.indd   12 07/04/11   7:21 PM07/04/11   7:21 PM



What Does Human Resource Management Provide to an Organization? 13  

Anyone who has applied for a job with a moderately large organization has 
probably interacted with a human resource department. But human resource 
functions go far beyond processing employment applications. In this section, 
we look at a number of activities that human resource professionals carry out 
in their role of managing the organization’s employees.

CORE HUMAN RESOURCE FUNCTIONS
Core human resource functions can be summarized as people manage-
ment activities. These activities represent the primary purpose for having a 
human resource department. The Society for Human Resource Management 
(SHRM) and its affiliated Certification Institute have identified six broad 
functional areas of human resource management. These functions, shown in 
Table 1.2, are strategic management, workforce planning and employment, 

?
CONCEPT CHECK
 1. What are the four stages of the organizational life cycle, and 

what is the main goal of each stage?
 2. What groups make up an organization’s stakeholders?
 3. How do human resource practices help organizations to 

 satisfy the needs of their stakeholders?

What Does Human Resource Management 
Provide to an Organization?

LEARNING OBJECTIVE 2

Source: Information from Society for Human Resource Management (SHRM) and  affiliated 
Certification Institute. See the PHR/SPHR/GPHR Handbook at http://www.hrci.org/ 
certification/bok/nbok/

Table 1.2 Core Human Resource Functions

Function Description

Strategic Management Working with other parts of the organization to establish 
goals and provide quality goods and services

Workforce Planning and Employment Identifying jobs that capture employee tasks; recruiting 
and selecting desirable employees

Human Resource Development Measuring employee performance; teaching employees 
new knowledge, skills, and abilities

Total Rewards Paying employees fairly; administering benefits such as 
insurance

Employee and Labor Relations Establishing and managing relationships between the 
company and employees; working with labor unions

Risk Management Establishing procedures to provide a safe and secure 
working environment
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14 Chapter 1 • Creating Value Through Human Resources

human resource development, total rewards, employee and labor relations, 
and risk management.28

Strategic management focuses on planning how the organization will 
produce and market goods and services. Strategic tactics guide efforts to do 
things better than competitors. For instance, an electronics manufacturer 
might decide to open a new plant that can produce parts less expensively. A 
hotel might initiate a marketing campaign to attract higher-paying custom-
ers. A health care provider may decide to structure work around teams of 
doctors, nurses, and clerical workers. Input from several different sources, 
including human resource specialists, guides these strategic plans. For the 
company opening a new plant, human resource data can help determine 
whether employees have the skills needed to carry out the new processes. For 
the hotel, human resource data can identify training needs that could result 
from focusing on a different type of customer. For the health care provider, 
data could help determine new skills that team members might need to learn. 
Effective strategic practice also requires ongoing measurement to assess the 
value that human resource management provides to the organization. Making 
and carrying out strategy is thus an important function that the human 
resource department shares with other departments throughout the organiza-
tion. Human resource management also plays an important role in carrying 
out strategies of global companies. Employee expectations for compensation 
and benefits vary greatly from country to country. Human resource depart-
ments provide valuable assistance that guides organizations as they adapt their 
policies and practices to fit with local cultures and laws.29

Another important human resource function is getting people into jobs. 
Workforce planning and employment consists of designing jobs and then 
placing people in them. This function generates information about tasks that 
need to be done and about the knowledge and skills people must have in order 
to do those tasks. People with the necessary talents are then recruited and 
hired from outside the organization, or promoted from within. The human 
resource department carries out the entire process of planning and hiring 
in some organizations. These human resource specialists do everything from 
placing employment advertisements to conducting interviews to making final 
selection decisions. In other organizations, the human resource department 
acts more like a consulting agency. Line managers do the actual recruiting 
and hiring, while human resource specialists provide assistance. Regardless 
of who does what, the human resource department is almost always a major 
player in recruiting and hiring activities. 

The human resource development function ensures that employees learn 
the knowledge, skills, and abilities required for current and future perfor-
mance. Surveys and assessments provide information about areas where train-
ing might be needed. Individual employees receive performance appraisals 
and develop individualized plans for improvement. The human resource 
department also uses assessment information to design formal training and 
development programs. For example, a survey about computer skills may high-
light the need for classes to teach people how to use specific software. In many 
cases, human resource specialists carry out training in such areas as commu-
nication skills and organizational policies. The human resource department 
also coordinates programs designed to accomplish goals such as increasing 
employee diversity and helping employees balance work and family concerns.

Human resource departments typically carry out the function of total 
rewards by managing salary and insurance plans. Reward practices include 
 finding and analyzing information to determine how much to pay each 

Strategic management
The human resource function 
concerned with strategic 
planning for producing and 
marketing goods and services.

Workforce planning 
and employment
The human resource function 
concerned with designing jobs 
and placing people in those 
jobs.

The human resource 
development
The human resource function 
concerned with helping 
employees learn knowledge and 
skills.

Total rewards
The human resource function 
concerned with managing 
employee pay and benefits.
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employee. Identifying and pursuing methods of using pay to increase employee 
motivation is an important contribution of human resource management. 
Most human resource departments also take primary responsibility for pay-
roll activities such as preparing and distributing paychecks. Administering 
benefits, especially health insurance, can be quite complicated and usually 
requires a number of technical contributions from human resource profes-
sionals. Compliance with numerous laws and regulations concerning com-
pensation also calls for specialized knowledge, which usually comes from the 
human resource department. As described in the Technology in HR feature, 
Web-based information can help human resource departments communicate 
critical compensation and benefit policies. 

Good relationships between managers and employees improve organiza-
tional effectiveness. Building and maintaining effective working conditions 
and relationships are tasks associated with the employee and labor relations 

Employee and labor relations
The human resource function 
concerned with building and 
maintaining good relationships 
with employees and labor 
unions.

USING WEB-BASED INFORMATION TO MANAGE PEOPLE

An important question is whether technology can 
help human resource departments better serve the 
needs of managers and employees. The answer is a 
clear yes. Evidence shows that the various functions 
of human resource management benefit substan-
tially from adopting appropriate technologies.

Some forms of technology are common. For 
instance, approximately 89 percent of organizations 
now use some type of self-service interface to help 
managers and employees solve human resource 
problems. For example, an organization may use 
a Web-based Internet site to provide information 
about employee benefits, compensation agreements, 
organizational policies, and the like. Encouraging 
members of the organization to go to these sites for 
information reduces the need for face-to-face con-
versations and thereby reduces administrative costs.

Other forms of technology are not yet as wide-
spread. Recent trends, however, suggest that  cutting-
edge firms are using technology to better link 
human resource practices to organizational strat-
egy. In particular, technologies are being developed 
to improve methods of measuring productivity. In 
addition, information about individual employ-
ees is being incorporated into extensive databases 
that help organizations take advantage of the wide 
array of skills that employees have to offer. Being 
able to locate information about the skills of indi-
vidual employees makes workforce planning easier 

and more effective. Many technologically advanced 
organizations are also creating Web-based learning 
tools to help with human resource development.

Of course, organizations may face obstacles as 
they implement new technologies. One problem 
with Web-based information systems, for example, 
is that poorly designed user interfaces can make 
them so difficult to use that people avoid them. 
Another problem is that tools developed for U.S. 
employees are often difficult to adapt to employees 
in other countries. Nevertheless, companies that 
effectively use technology to manage people tend to 
be more effective than companies that lag behind.

Source: Information from “HR Technology Trends to Watch 
in 2007,” HR Focus 84, no. 1 (2007): 1–15.

Technology in HR
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function. In organizations whose employees are represented by labor unions, 
much of this function is directed toward working with the unions. The human 
resource department plays a major role in negotiating terms of union con-
tracts, which define not only pay levels but also work rules and procedures. 
Human resource specialists also coordinate procedures for filing and resolving 
employee grievances. When labor unions are not present, the human resource 
department works directly with managers and employees to ensure fair treat-
ment of workers. The department may oversee disciplinary actions and pro-
vide communication channels so that employees can safely register complaints 
about such things as sexual harassment. Carrying out the employee and labor 
relations function thus provides critical support for both the organization and 
individual employees.

The function of risk management promotes the physical and mental well-
being of people in the workplace. Because important laws govern workplace 
health and safety, carrying out this function requires specialized knowledge 
of government regulations. Human resource departments often take the 
lead in developing plans for reducing accidents. They make policies to pro-
tect employee rights of privacy. They also establish procedures to make sure 
that employees wear proper safety equipment. In many instances, the human 
resource department plans and coordinates the organization’s response to 
natural disasters, such as hurricanes and earthquakes. Reducing workplace 
violence is also part of the risk management function.

SPREADING KNOWLEDGE ABOUT 
HUMAN RESOURCE PRACTICES
Many of the core human resource functions just discussed require coopera-
tion between the human resource department and other parts of the organi-
zation. Human resource inputs about workforce planning, for example, must 
be coordinated with operational plans for increasing or decreasing produc-
tion. Efforts to develop new employee skills also must be coordinated with 
strategic and marketing plans. Such cooperative efforts are important and the 
value of people management increases when leaders throughout the organi-
zation know what human resource specialists bring to the table. An important 
aspect of spreading knowledge is thus to help managers and others through-
out the organization know the special capabilities that human resource spe-
cialists provide.

Another potentially important contribution of human resources is to teach 
organizational leaders effective practices for attracting and keeping talented 
workers. In this sense, human resource specialists function like internal 
consultants and teachers. They help managers learn and improve methods 
for hiring employees, assessing training needs, and making pay decisions. 
This function goes beyond simply informing managers about what human 
resource specialists can do. The emphasis is on helping the managers them-
selves develop better human resource skills. Human resource departments 
thus have an important responsibility for training managers throughout the 
organization.

An important part of spreading knowledge involves overcoming common 
misconceptions about human resources. Many organizational leaders believe 
that good human resource management is “common sense.” They think, in 
other words, that hiring and motivating workers requires no special knowl-
edge. But people who hold this view are mistaken. Managers generally are 

Risk management
The human resource function 
concerned with employees’ 
physical and mental well-being.
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unfamiliar with many practices that provide clear direction for improving job 
performance. For instance, many managers resist using employment tests to 
select employees, even though evidence strongly shows that such tests can 
help them to make better hiring decisions.

Of course, human resource specialists must have knowledge before they can 
share it. Unfortunately, even professionals working within human resource 
departments often have misconceptions about good practices. This is shown 
by a survey that asked human resource leaders a number of questions about 
specific employment, staffing, and compensation practices. On average, these 
professionals knew the correct answer only about 60  percent of the time. 
Those with higher scores had been promoted more often, had received cer-
tification as human resource professionals, and read academic studies more 
frequently.30 Simply reading trade journals and popular magazines may not be 
enough to learn cutting-edge practices. Many of the most important research 
findings do not make their way into publications written for practicing manag-
ers.31 Overall, researchers in the field of human resource management need 
to do a better job of communicating their findings, and practitioners need to 
better test and implement best practices.

Another aspect of spreading human resource knowledge is building rela-
tionships of trust. Human resource departments need to provide managers 
with solutions to problems. Managers are more likely to believe and act on 
information from the human resource department when they see that it helps 
them. Human resource professionals earn managers’ trust by listening to and 
understanding their problems and then providing solutions that work.32 This 
requires people working in the human resource department to be capable of 
doing a wide array of things that help managers do their jobs better.

?
CONCEPT CHECK
 1. What are the six core human resource functions?
 2. Why is it important for human resource professionals to 

educate others in their organizations about human resource 
functions?

We have looked at some ways in which human resource management helps 
organizations and have explored some of the functions that human resource 
departments carry out. We can gain additional insight into the field by look-
ing at the people who work in human resources. An example of someone 
who works in human resource management is Jen Martens, who works at 
University of Nevada Las Vegas (UNLV). UNLV is a state-supported, nonprofit 
organization with nearly 28,000 students and 3,000 employees.33 Just like 
any other large organization, UNLV must recruit and hire many employees 
every year. Jen Martens assists in this process through her work as manager of 

What Do Human Resource Specialists Do?

LEARNING OBJECTIVE 3
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18 Chapter 1 • Creating Value Through Human Resources

 employment. Her work includes managing employee recruitment programs, 
teaching managers how to hire effective employees, and assuring compliance 
with government regulations. Jen also leads other human resource specialists 
who do things like write job postings and develop interview questions. 

Human resource professionals like Jen Martens, who is a certified Profes-
sional in Human Resources (PHR), work by themselves and with managers to 
“plan, direct, and coordinate human resource activities of an organization to 
maximize the strategic use of human resources and maintain functions such 
as employee compensation, recruitment, personnel policies, and regulatory 
compliance.”34 A more specific list of tasks is provided in Table 1.3.

The list in Table 1.3 is helpful, but it does not cover important ways in which 
human resource departments provide strategic contributions. Frameworks for 
capturing this more strategic contribution emphasize roles and competen-
cies. Let’s look more closely at these two areas.

HUMAN RESOURCE ROLES
Human resource roles involve people and processes. Part of the human 
resource professional role is spending time interacting with employees indi-
vidually. For instance, employees usually contact an organization’s human 
resource department with questions about retirement benefits, health con-
cerns, and harassment policies. Another part of the human resource role 
focuses on developing organizational processes aimed at hiring and motivat-
ing talented workers. Human resource specialists contribute in these roles 
through activities such as placing recruiting advertisements, helping develop 
compensation plans, and creating performance measures.

We can also look at human resource roles by contrasting long-term and 
short-term contributions. Short-term activities generally involve day-to-day 
projects and focus on conducting surveys, maintaining databases, and counsel-
ing employees. Long-term activities are more strategic in nature and include 

Source: The National O*Net Consortium at http://online.onetcenter.org/.

Table 1.3 Typical Human Resource Specialist Tasks

Administer compensation, benefits, and performance management systems, and safety and 
recreation programs.

Identify staff vacancies and recruit, interview, and select applicants.

Allocate human resources, ensuring appropriate matches between personnel.

Provide current and prospective employees with information about policies, job duties, working 
conditions, wages, opportunities for promotion, and employee benefits.

Perform difficult staffing duties, including dealing with understaffing, refereeing disputes, firing 
employees, and administering disciplinary procedures.

Advise managers on organizational policy matters such as equal employment opportunity and sexual 
harassment and recommend needed changes.

Analyze and modify compensation and benefits policies to establish competitive programs and ensure 
compliance with legal requirements.

Plan and conduct new employee orientation to foster positive attitude toward organizational 
objectives.

Serve as a link between management and employees by handling questions, interpreting and 
administering contracts, and helping resolve work-related problems.
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developing organizational strategies, managing change 
processes, and planning ways to create new skills.

Combining the people and process dimension with 
the long-term and short-term dimension results in the 
grid shown in Figure 1.2. The figure identifies four criti-
cal roles for human resource professionals: functional 
expert, employee advocate, strategic partner, and human 
capital developer.35 Understanding these four roles pro-
vides insight into the actual activities of human resource 
specialists.

Functional Expert
The role of functional expert is the most basic human 
resource role. Most of the activities listed in Table 1.3 fit 
this role, and many of the chapters in this book examine 
aspects of this role in more detail. The functional expert 
role focuses on providing technical expertise related to 
hiring and motivating employees. In this role, an effective 
human resource specialist helps build systems and prac-
tices to ensure that an organization is using state-of-the-art 
methods to manage people. This might include creating 
a testing program to screen potential employees or devel-
oping a compensation plan that pays employees more when they produce 
exceptional results. Human resource specialists also serve as consultants who 
teach managers ways to improve their interactions with employees. For exam-
ple, the human resource department might offer managers training in such 
things as giving appropriate feedback and asking better interview questions.

One such functional expert is Dana Winkowitsch who works for Johnson 
County in Iowa. Dana works as a human resources coordinator and spends a 
lot of her time answering questions and responding to requests from depart-
ment heads and elected officials. She conducts orientation sessions to provide 
safety training, explain benefit programs, and help new employees complete 
paperwork. She leads the county safety committee and coordinates efforts to 
investigate accidents and maintain logs of work related illnesses. Her duties 
include verifying payroll forms for accuracy and using the information data-
base to create new employee positions. Because Johnson County only has 
a handful of human resource employees, Dana works mostly as a human 
resource generalist.

An organization can gain an advantage over its competitors when its human 
resource staff members are true functional experts. Experts help make sure 
that the best employees are hired and then trained to maintain high levels 
of skill and ability. Experts also increase employees’ motivation by helping 
to ensure that each employee’s contribution to the organization is accurately 
measured and rewarded. Performance in the functional expert role therefore 
represents a primary way in which human resource specialists such as Dana 
Winkowitsch can contribute something to the organization that other manag-
ers and employees cannot contribute.

Employee Advocate
Human resource professionals in the employee advocate role listen to employ-
ees and provide them with the resources they need to be effective. They look 
out for the interests of employees and often serve as advocates to make sure 

Functional expert role
A human resource role concerned 
with providing technical 
expertise related to functions 
such as hiring, training, and 
compensating employees.

Employee advocate role
A human resource role 
concerned with looking out for 
the interests of employees and 
ensuring that they are treated 
fairly.

Strategic
Partner

Functional
Expert

Human
Capital
Developer 

Employee
Advocate 

Processes People

Short-
term

Long-
term

Figure 1.2 Human Resource Roles. 
Source: Figure based on information from Dave Ulrich, 
Human Resource Champions: (Boston: Harvard 
Business Press, 1997); and Dave Ulrich and Wayne 
Brockbank, The HR Value Proposition (Boston, 
Harvard Business Press, 2005).
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20 Chapter 1 • Creating Value Through Human Resources

management treats employees fairly. Sometimes, too, they help employees 
who are experiencing personal problems. For instance, human resource pro-
fessionals may help employees obtain medical care, attend funeral services 
for family members of employees, and help employees’ spouses find work.36 
Showing genuine interest in employees communicates how much an organi-
zation cares about its employees. As a result, loyalty and motivation increase, 
and employees feel a stronger obligation to work hard.

Another important part of being an employee advocate is making sure 
the interests of employees are recognized when decisions are made. In the 
event of layoffs, human resource leaders can help ensure that these actions 
are carried out in ways that minimize the hurt for individuals. In their 
advocacy role, human resource leaders are often seen as the organization’s 
conscience. By ensuring that employees are properly informed about orga-
nizational policies and procedures, they can play an important role in pre-
venting members of the organization from engaging in unethical conduct. 
They do this by pointing out implications of decisions and asking leaders 
throughout the organization to think about the effect of decisions on indi-
vidual employees. They also help develop and enforce policies that protect 
employees from being taken advantage of by more powerful supervisors. 
True leadership also requires human resource professionals to display high 
ethics in their own actions.

Strategic Partner
In the increasingly important strategic partner role, human resource spe-
cialists work with other organizational leaders to put company strategy into 
action. True partners go beyond providing support to other leaders and 
expertise in human resource practices. An example of a strategic partner is 
Tracy Hulsebus who works as the human resource manager for contingent 
staffing at the international media company Pearson. Tracy is the business 
partner for operations as well as other groups. She is responsible for develop-
ing strategy and goals to meet business partner objectives, identifying inter-
nal and external risks, and providing appropriate solutions. She manages a 
team of nine professionals who handle hiring, on-boarding, and employee 
relations for the contingent workforce at Pearson. To be strategic partners, 
human resource professionals like Tracy need to know about other business 
activities, such as finance, accounting, and marketing. They must also know 
a great deal about the organization’s products and services. Finally, they 
must know how these activities, products, and services fit with the  company’s 
strategic objectives. With this knowledge, human resource partners can pro-
vide important input to help guide organizational decisions and actions. 
An example of a company where this human resource role is carried out 
effectively is Edwards Lifesciences, which is described in the accompanying 
“Building Strength Through HR” feature. Top-level managers at Edwards 
Lifesciences work closely with human resource professionals to make sure 
that employees are organized in a way that helps the company achieve its 
strategic objectives.

One particularly important aspect of the strategic partner role involves 
managing change. With organizations changing continually, the people 
within them must continually adapt to shifting conditions. The ability to apply 
concepts related to psychological reactions, power and influence, motivation, 
and group dynamics can help human resource professionals take a leadership 
role in facilitating change.

Strategic partner role
A human resource role 
concerned with providing inputs 
that help an organization put 
its competitive strategy into 
action.
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EDWARDS LIFESCIENCES

Edwards Lifesciences is a maker of cardiovascular 
medical devices. The company that now employs 
over 6,000 people was spun off from the larger 
Baxter International in 2000. Since 2000 the stock 
price has risen from $14 to $50 per share, and annual 
sales growth has increased from 1 percent to 7 per-
cent. Even in the down economy of 2009, Edwards 
Lifesciences had a stock return of nearly 20 percent. 
Leaders in the organization credit much of this suc-
cess to effective human resource management. 

Success through human resource management 
begins with the CEO, Michael Mussallem. He spends 
about 20 percent of his time working on hiring and 
developing employees. He is described as a person 
who cares about relationships and treats others with 
respect. Even though he is a busy CEO, he will often 
pick up the telephone and talk to people who are 
being recruited for key positions. He also meets each 
year with leaders to conduct talent reviews that assess 
how well the company is doing in terms of utilizing 
key personnel to meet strategic objectives. Employee 
recruitment and job planning are included on every 
agenda for top-management meetings.

As part of the focus on maximizing human 
resource effectiveness, Edwards Lifesciences has 
identified approximately 75 key positions within 
the company. The key positions are not all at the 
top of the organization but represent numerous 
areas where work is critical to meeting strategic 
objectives. Training is used to assure that one or 
two current employees are ready to take over a key 
job if someone gets promoted or quits. This helps 

Building Strength Through HR

assure that about 70 percent of job openings are 
filled within the company. 

Edwards Lifesciences competes with other com-
panies by providing customers with top quality 
products. Creativity and excellence are required 
from employees. The company thus relies on the 
acquisition, development, and retention of top-
notch employees to fill key positions. These efforts 
have paid off as the company has seen great success 
even in times of economic difficulty. 

Source: Information from Gian Ruiz, “Edwards Lifesciences: 
The Cardiovascular Device Maker Pinpoints and Tracks 
Mission-Critical Jobs to Stay ahead of Business Needs 
and Build a Deep Bench of Important Talent,” Workforce 
Management, March 26, 2007, p. 24; Anonymous, “Best on 
the Street: 2009 Analysts Survey—Medical Equipment & 
Supplies,” Wall Street Journal, May 26, 2009, p. C14; Tony 
Bingham and Pat Galagan, “Finding the Right Talent for 
Critical Jobs,” T + D 61 No. 2 (2007): 30–36.

Human Capital Developer
Organizations are only successful when they learn faster than their competi-
tors. The human capital developer role focuses on helping employees improve 
their skills. Sometimes facilitating learning requires human resource special-
ists to work as trainers who teach formal classes. Other times, the developer 
role requires sitting down with individuals and helping them make individu-
alized plans for the future. In both cases, the objective is to make sure that 
employees continue to learn and improve.

Like the strategic partner role, the human capital developer role is 
becoming increasingly important in today’s organizations. Rapid changes 

Human capital developer role
A human resource role concerned 
with facilitating learning and 
skill development.
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in  technology necessitate frequent changes in work 
processes, which require new inputs from employees. 
Employees who do not learn new skills become less 
capable of helping the organization meet the needs 
of customers. The human capital developer role thus 
adds value to the organization by helping employees 
build and maintain cutting-edge skills.

HUMAN RESOURCE 
COMPETENCIES
Another way of understanding what human resource 
professionals do is to examine the competencies they 
need. A competency represents the knowledge, skill, 
and ability needed to perform a desirable behavior. 
To fill their various roles, human resource specialists 
need competencies in many areas. Most of these com-
petencies fit into the three broad categories shown in 
Figure 1.3: knowing the business, carrying out human 
resource practices, and managing change.37 As the 
figure indicates, each competency requires areas of 
knowledge and skill that are unique, but the compe-
tencies overlap to a large extent.

Knowing the Business
Human resource specialists must demonstrate knowledge of the organization’s 
core business processes to gain the respect of other organization members. What 
does the organization produce, and how? What makes it different from other 
organizations trying to do the same thing? What makes its customers happy? 
What needs to be done to make the company profitable? Much of this knowl-
edge is not directly related to traditional human resource management activi-
ties, but trends suggest that such knowledge is becoming increasingly valuable. 
In particular, human resource specialists need business knowledge competen-
cies related to financial management, customer relations, competitor analysis, 
globalization, production capability, and information systems. Knowledge of 
these aspects of the business is particularly important for the strategic partner 
role, which requires human resource specialists to integrate their actions with 
the actions of other organizational leaders.

Carrying Out Human Resource Practices
A core set of competencies are the human resource practice competencies, 
which relate to the knowledge, skill, and ability required for recruiting, hir-
ing, training, and compensating employees. Human resource specialists need 
to know how to properly divide work duties, create reporting relationships, 
and design motivating jobs. They need to know about staffing procedures 
that help attract, select, and promote the right people. The Building Strength 
Through HR feature explains how McDonald’s has benefitted from these 
competencies in order to effectively staff as many as 1.6 million jobs. 

In the area of development, human resource specialists must be able to 
design and carry out training programs and conduct career development 
sessions. Designing performance appraisal systems, offering feedback, and 
managing pay and benefit systems also require expertise. Effective human 
resource specialists also need to be skilled communicators who can work 

Competency
Knowledge, skill, ability, and 
other personal attributes needed 
to perform a work behavior.

Business knowledge 
competencies
Knowledge and skills in areas 
of general business, such as 
finance, accounting, marketing, 
and operations planning.

Human resource practice 
competencies
Knowledge and skills applied 
to carry out actions such as 
recruiting, hiring, training, and 
compensating.

Figure 1.3 Human Resource Competencies.
Source: Adapted from David Ulrich, Wayne Brockbank, 
Arthur K. Yeung, and Dale G. Lake, “Human Resource 
Competencies: An Empirical Assessment,” Human 
Resource Management 34 (1995): 475. Reprinted with 
permission of John Wiley, & Sons, Inc.

Knowledge of
Business

Human
Resource
Practices

Change
Management
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MCDONALD’S
McDonald’s has 31,000 restaurants located in 118 
different countries. Chances are pretty good that 
you know someone who either works or has worked 
at McDonald’s, as one in eight people have worked 
for the restaurant at some point in time. Today 
over 1.6 million people work for McDonald’s. 
These employees have helped make McDonald’s 
one of the most successful companies of all time. 
Annual revenue is over $23 billion each year, and 
net income exceeds $4 billion. McDonald’s rev-
enue actually grew, and it became more successful 
during the recent economic crisis.

A key to success at McDonald’s is employee 
recruiting. Finding enough employees to fill jobs 
is a constant task. McDonald’s focuses specifi-
cally on hiring students. Relationships with school 
principals, coaches, and counselors help steer stu-
dents toward jobs at McDonald’s. Flexible work 
schedules help balance work with social interests. 
McDonald’s also focuses on hiring people with 
physical and mental disabilities. These and other 
recruiting practices allow McDonald’s to maintain 
a steady flow of job applicants who are willing to 
work in entry-level positions, which helps minimize 
overall labor costs.

Once employees are hired, McDonald’s helps 
them feel a connection to the company and 
coworkers. One method of building connections is 
StationM, which is a private networking site simi-
lar to Facebook and MySpace. Hourly employees 
can use the site to post comments, share photos, 
and participate in contests. This technology creates 

Building Strength Through HR

bonds and helps young employees feel a connec-
tion that builds loyalty. 

McDonald’s also emphasizes skill  development. 
The company actually runs a Hamburger 
University, where many managers receive extensive 
training. Although many companies cut training 
during tough economic times, McDonald’s did not. 
Effective training helps explain why most managers 
began their careers as cashiers and cooks. Once they 
become managers, fewer quit than at competitors.

Overall, McDonald’s successfully manages a very 
large number of employees. Its business results 
clearly show that more effective human resource 
management equates with improved performance. 
Restaurants with the highest levels of employee satis-
faction and commitment have the highest customer 
satisfaction. They are also the most profitable. 

Sources: Diana Thomas, “McDonald’s Continues to Invest in 
Talent,” T + D, 63, No. 11 (2009): 15; Amy Garber, “McD 
Takes HR Strides to Cement Worker Loyalty,” Nations 
Restaurant News, March 7, 2005; Anonymous, “Human 
Resources: A Challenge Best Addressed One Unit at a Time,” 
Nation’s Restaurant News (2005): 100–101; stationM.com.

with managers to send clear messages related to both business processes and 
personnel decisions. This communication comes through both formal mes-
sages and personal conversations. Competency in human resource practices is 
especially important for carrying out the roles of functional expert, employee 
advocate, and human capital developer.

Managing Change
The set of competencies that are perhaps most difficult to describe and mea-
sure relate to change management. Change management competencies help 
the organization grow and adapt to new situations. To be effective in this role, 
human resource specialists need to build trust and credibility. In part, they 

Change management 
competencies
Knowledge and skills applied to 
help an organization grow and 
adapt to new conditions.
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can do so by developing supportive relationships with many people through-
out the organization. Managers of change must be creative, and they benefit 
from knowing how to encourage creativity in others. Skill in identifying and 
solving problems is also extremely helpful. Change management competen-
cies are particularly beneficial for carrying out the human capital developer 
and employee advocate roles. 

?
CONCEPT CHECK
 1. What are the four critical human resource roles, and what 

are some key features of each?
 2. What is a competency, and what competencies do human 

resource professionals need to develop?

We’ve already seen that the ability to manage change is a key aspect of 
human resource management. The labor market is one important area in 
which changes can influence the organization’s human resource practices. 
Of course, nobody can predict the future with perfect accuracy, but a review 
of trends in the labor market suggests some areas of expected change. In 
response, organizations and their human resource practices may need to 
change as well. One good source of information about labor market trends is 
the Bureau of Labor Statistics (BLS), an agency within the U.S. Department of 
Labor. BLS surveys and analyses predict particularly important trends related 
to changes in population, the labor force, employment opportunities, and 
education and training.38 Data also suggest an increasing trend toward global-
ization and multinational corporations.

POPULATION TRENDS
How much will the U.S. population grow in the coming years? Will the propor-
tion of young people in the population get bigger or smaller? What about the 
balance of minority groups? Each of these questions focuses on U.S. popula-
tion trends, which are general movements over time in the number and char-
acteristics of people living in the United States. Organizations are interested 
in population trends for two main reasons: to help them determine how the 
demand for their goods and services might change and to provide insight into 
the number and type of workers that are likely to be available in the future.

The U.S. population grew at a rate of about 29 percent for the past ten 
years, and current projections indicate that the country’s total population will 
grow by about 25 percent during the next decade. The rate of growth is thus 
expected to be somewhat lower than in the past. We might conclude, then, 
that the demand for goods and services will increase, more jobs will be cre-
ated, and a growing number of workers will enter the workforce during this 
period. Like the rate of population growth, however, the rates of growth in 
these areas will be somewhat lower than in the past.

Population trends
Demographic trends related to 
the characteristics of people in 
a certain population.

How Will Current Trends Affect Human 
Resource Management?

LEARNING OBJECTIVE 4
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The balance between young and old people in the U.S. population is also 
changing. By 2018 the number of people between the ages of 16 and 24 will 
increase slightly, the number between 35 and 44 will stay about the same, the 
number between 45 and 54 will decrease slightly, and the number older than 
55 will increase by almost 30 percent. Demand for goods and services desired 
by older people should thus increase considerably. The workforce will also 
become older, with more people near the ends of their careers. As a result, 
attracting and motivating older workers will become a more important task 
for human resource departments.

LABOR FORCE TRENDS
Of course, not everybody in the population works. Labor force trends focus 
not on the population as a whole but on the number and characteristics 
of people who will be working or looking for work. One projected change 
involves the percentage of older workers. As shown in Figure 1.4, by 2018 
trends in overall population will lead to a greater proportion of older people 
in the workforce. Racial proportions will also continue to change. The per-
centage of non-Hispanic white employees is expected to decrease from 70 to 
65 percent of the workforce, whereas the percentage of Hispanic workers will 
increase from about 14 to 18 percent of the workforce. Another important 
trend concerns women in the workforce. The number of female employees is 
expected to continue growing faster (9 percent growth) than the number of 
male employees (7.5 percent growth).

Attracting and keeping minority and women employees will become 
increasingly important. We might thus expect to see more programs that offer 
convenience to working mothers, such as flexible working hours and onsite 
daycare. Organizations will also need to find better ways to meet the needs of 
minority workers. One such approach is to create ongoing groups of people 
with underrepresented backgrounds and needs who can meet together and 
discuss issues. These groups can also provide important feedback and sugges-
tions to help leaders understand the unique perspectives of minority workers.

Labor force trends
Trends concerning the number 
and types of people who are 
working or looking for work.
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Figure 1.4  Labor Force by Age. Source: Information from U.S. Department of 
Labor Bureau of Labor Statistics website, http://www.bls.gov/oco/oco2003.htm.
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EMPLOYMENT TRENDS
Nobody wants to work in a company or an industry without a future. Therefore, 
an important question that arises is, Where will the jobs be in the years to 
come? Employment opportunity trends identify the type of work opportunities 
that will likely be available in the future. One ongoing trend that is expected to 
continue is the shift from goods-producing to service-providing employment. 
Most new jobs will be in areas that produce services, and the fastest growing 
industries will be health services, professional services, and education. The 
need for healthcare services will continue to increase as the population ages, 
and the demand for childcare will grow as more women enter the workforce.39

Organizations in growing industries often find it difficult to attract and 
retain enough quality workers. Good human resource management is particu-
larly beneficial in these organizations because it helps them win the war for 
talent. Effective recruiting, hiring, and compensation are therefore expected 
to be particularly critical for high-growth occupations such as nurses, com-
puter programmers, and teachers. Figure 1.5 provides an overview of expected 
growth for a number of occupations. The outlook is bright for occupations 
such as data analyst and health aide, but rather bleak for production workers 
who make and assemble goods—particularly clothing—and farmers.

TRENDS IN EDUCATION AND TRAINING
Education and training trends tell us something about what competencies peo-
ple will need to perform jobs in the future and how organizations can better 
focus their recruitment efforts. Growth is expected for a number of jobs that 
require college education. One such category is information services; increased 
demand is forecast for network analysts, software engineers, and database 
administrators, for example. As we’ve already seen, growth is also expected in 

Employment opportunity 
trends
Trends concerning the types of 
jobs that will be available in the 
future.

Education and training 
trends
Trends concerning the 
knowledge and skills workers 
will need in the future.
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Figure 1.5 Trends in Occupations. Source: Information from U.S. Department of 
Labor Bureau of Labor Statistics website, http://www.bls.gov/oco/oco2003.htm.
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the field of healthcare, so that more jobs will be available for physician assis-
tants, registered nurses, physical therapist assistants, and dental hygienists.

Training sometimes comes on the job rather than from formal education, 
and some jobs in high-growth areas will require this sort of training. Healthcare 
aides, who perform tasks in areas such as physical therapy, home care, and 
social services, represent such jobs. Organizations that need employees with 
these skills must develop on-the-job training programs that will ensure new 
employees learn the necessary knowledge and skills.

GLOBALIZATIONS TRENDS
Globalization trends influence human resource management at many compa-
nies. Globalization refers to a process in which companies move beyond their 
national borders to do business in other countries. For global companies, the 
entire world represents not only their marketplace but also their place of pro-
duction. International trade is growing at nearly 10 percent per year, a sure 
indicator of globalization as an important force.40 Numerous large corpora-
tions have operations in countries scattered across the globe; even many small 
companies are purchasing goods and seeking sales from people living in more 
than one country.

The globalization trend appears to be beneficial for organizations, as com-
panies on average are more profitable when greater portions of their sales, 
assets, and employees are foreign.41 Nevertheless, having operations in more 
than one country does increase the complexity of human resource activities. 
Fairly compensating employees who work in foreign countries, for example, 
requires a great deal of expertise. Legal issues across various countries can 
also make it impossible to adopt standardized practices. Developing an inter-
national perspective for managing people is thus crucial as organizations con-
tinue to develop in multiple locations throughout the world.

Globalization trends 
Trends concerning the process 
by which companies move from 
doing business within one 
country to doing business in 
many countries.

?
CONCEPT CHECK
 1. How are current population trends and labor force trends 

likely to affect organizations and their human resource 
 practices in the future?

 2. What do employment opportunity trends tell us?
 3. How does globalization complicate human resource management? 

This chapter provides a broad introduction to human resource manage-
ment, a field that focuses on people in organizations. Through good human 
resource practices organizations can become more successful in a number 
of ways. The human resource management field has changed somewhat in 
recent years. Historically, it has emphasized functional skills, which represent 

How Do Strategic and Functional Perspectives Combine 
to Direct Human Resource Practices?

LEARNING OBJECTIVE 5
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day-to-day activities such as developing specific hiring methods, conducting 
pay surveys, and providing training. Today, however, it also requires strategic 
skills, which represent broader aspects of business and include activities such 
as planning and change management. Successful organizations require lead-
ers and human resource professionals to pay attention to both strategic objec-
tives and taking care of people.42

Accordingly, this textbook integrates the functional and strategic perspec-
tives. The overall outline of the book is shown in Figure 1.6. Specifically, 
chapters are built around a strategic framework that illustrates how human 
resource decisions and practices fit with organizational strategy. Most chap-
ters also discuss a key functional area. 

As shown in the figure, an organization’s competitive business strategy, 
along with legal and safety issues, influence the organization’s choice of a 
human resource strategy. In turn, the human resource strategy chosen shapes 
the specific activities the organization uses to secure and motivate employees. 
Activities aimed at securing employees include work design, recruiting, selec-
tion, and retention; these are discussed in Chapters 4 through 7. Activities 
that relate to motivating workers, which include performance management, 
career development, training, compensation, and labor relations, are dis-
cussed in Chapters 8 through 13. All these activities must be coordinated with 
each other as well as with the overall human resource strategy. The impor-
tance of coordination is discussed in Chapter 14.

Human resource management is an exciting field that provides critical ben-
efits to organizations. Studying human resource management can help you 
develop knowledge and skills that will make you more effective throughout 
your career. Even if you don’t become a human resource specialist,  knowing 

Figure 1.6 Framework and Chapter Outline Illustrating How Human 
Resource Management Practice Links to Strategy.

SECURING EMPLOYEES MAXIMIZING PERFORMANCE

Managing Employee
Retention and Separation

CHAPTER 7
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CHAPTER 4

Recruiting Talented
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CHAPTER 5
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CHAPTER 6

Training for Improved
Performance
CHAPTER 9

Developing Employees
and Their Careers

CHAPTER 10

Motivating Employees
Through Compensation

CHAPTER 11

Designing Compensation
and Benefit Packages

CHAPTER 12

Working Effectively
with Labor

CHAPTER 13

Measuring Performance
and Providing Feedback

CHAPTER 8

Making Human Resource
Management Strategies

CHAPTER 2

Aligning Strategy
with Practice
CHAPTER 14

Assuring Equal
Employment Opportunity

and Safety
CHAPTER 3

Creating Value Through
Human Resources

CHAPTER 1
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why human resource specialists do what they do will enable you to work more 
cooperatively with them. Furthermore, knowing about methods for hiring and 
motivating others can provide you with important leadership skills. As you 
grow into leadership positions, you will be better equipped to meet the needs 
of others. Gaining knowledge about human resources will also make you a 
better strategic planner, enabling you to see how the needs of people and 
programs can be integrated to promote high performance. Taking a course in 
human resource management and reading this text can thus be important in 
determining your future success.

?
CONCEPT CHECK
 1. How do the functional perspective and the strategic 

 perspective combine to create success?

  

IN THE MANAGER’S PERSPECTIVE THAT OPENED THE CHAPTER, 
MELISSA WAS EXCITED ABOUT THE PROSPECTS OF GETTING A 
JOB. SHE FELT LIKE THE COMPANY WAS SUCCESSFUL AND THAT 
IT WOULD PROVIDE HER WITH A BRIGHT FUTURE. FOLLOWING 
ARE THE ANSWERS TO THE “WHAT DO YOU THINK?” QUIZ 
THAT FOLLOWED THE CASE. WERE YOU ABLE TO CORRECTLY 
IDENTIFY THE TRUE STATEMENTS? COULD YOU DO BETTER NOW?

1. Companies with good human resource practices have 

more satisfied workers.  TRUE.   Companies who treat 

employees well have more satisfied workers, who in turn 

provide better customer service.

2. Companies with happy employees are more profitable.  

TRUE.   High employee satisfaction has been consis-

tently linked to good organizational performance.

3. Companies lose money when they try to be good social 

and environmental citizens.  FALSE.   More socially 

responsible companies actually have higher profits on 

average.

4. Having a successful career in the future workplace will 

require young employees to work effectively with older 

people.  TRUE.   Trends sug-

gest that the workforce will 

get older over the next few 

years as the percentage of 

people aged 55 to 64 increases.

5. Human resource specialists can provide critical infor-

mation and support that helps make life better for 

employees.  TRUE.  The employee advocate role is an 

important part of the contribution made by human 

resource specialists.

Melissa is wise to think about a company’s human resource 

practices before deciding whether to accept a job offer. 

Effective human resource management is a key determi-

nant of employee satisfaction and is an important part of 

organizational success. Joining a company with effective 

human resource practices will mean that Melissa is more 

likely to enjoy her work—and that her new employer is 

more likely to be around for all the years that Melissa 

wants to work there.

  

  

  

  

  

A  M A N A G E R ’ S  P E R S P E C T I V E  R E V I S I T E D
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The U.S. population will increase, though at a lower 
rate than in the past, and will get older. As the pop-
ulation ages, the demand for products and services 

SUMMARY

The contribution of human resources to success 
can vary across an organization’s life cycle. In the 
entrepreneurial stage, survival equals success. 
Human resource management helps the organiza-
tion find employees. Success during the commu-
nal stage is marked by expansion and innovation. 
Building a sense of belonging and satisfying the 
needs of employees are critical. During the formal-
ization stage, success comes from developing clear 
and efficient procedures. Human resource manage-
ment builds structured programs that provide con-
sistent procedures. An organization must change 
and adapt in the elaboration stage. This change is 
facilitated by hiring and rewarding people with new 
ideas and different ways of doing things.

The stakeholder perspective focuses on people 
who affect and are affected by an organization. 
Human resource practices protect the interests of 
employees, and organizations with good practices 
experience lower employee turnover. Skilled and 
motivated employees effectively meet the needs 
of customers. Organizations with more effective 
human resource management practices have higher 
profits. Better human resource management can 
also benefit society as a whole by protecting the 
environment and helping disadvantaged people.

How is organizational success 
determined?

LEARNING OBJECTIVE 1

Human resource departments provide organizations 
with a number of key functions. In the function of 
strategic management, the human resource depart-
ment works with other parts of the organization 
to plan effective methods of delivering goods and 
services. The function of workforce planning and 
employment determines who will do what tasks and 
recruits and selects people into jobs. The function 
of human resource development focuses on mea-
suring the contributions of employees and teaching 
them new knowledge and skills. In the function of 
total rewards, the human resource department plays 
an important role in making sure that employees 

are paid fairly and receive the proper insurance 
benefits. A fifth function is employee and labor 
relations, which captures efforts to work with labor 
unions and to ensure fair treatment of workers. The 
final human resource function is risk management.

Human resource specialists add value to an orga-
nization through a number of different roles. In 
the functional expert role, they build systems and 
practices that help the organization better man-
age people. Human resource specialists contribute 
knowledge and skills that many other organiza-
tional members do not have. The employee advo-
cate role provides an opportunity for meeting the 
needs of individual employees. Specialists filling 
this role listen to employee concerns and try to help 
them solve problems. The human resource per-
spective is integrated into other parts of the organi-
zation through the strategic partner role. The role 
of human capital developer facilitates learning and 
makes sure that employees in the organization con-
tinue to develop new knowledge and skills.

Performing the human resource roles requires 
competency in three different areas. One area is 
 knowledge of the business. Effective human re source 
specialists understand business issues such as finan-
cial management, competitor analysis, and pro-
duction capability. Carrying out human resource 
practices is a basic competency that focuses on skill 
and knowledge related to specific practices. Human 
resource specialists need to know the best ways to 
do things related to recruiting, selecting, and moti-
vating employees. They must also have change 
management competencies, such as knowledge of 
problem-solving techniques, ability to develop trust, 
and skill in encouraging others to be creative.

What do human resource specialists do?

LEARNING OBJECTIVE 3

What does human resource management 
provide to an organization?

LEARNING OBJECTIVE 2

How will current trends affect organizations 
and human resource management?

LEARNING OBJECTIVE 4
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In order to be truly effective, human resource man-
agement must combine strategic planning with 
day-to-day functional activities. Specific areas where 
this combination can take place include improving 
methods for securing employees and then maxi-
mizing their performance.

How do strategic and functional 
perspectives combine to direct human 
resource practices?

LEARNING OBJECTIVE 5purchased by older people, such as healthcare, will 
grow. Older workers will also make up a greater 
percentage of the workforce. The proportion of 
Hispanic workers and women in the workforce 
will increase as well. Human resource depart-
ments will thus benefit from finding ways to meet 
the needs of older people, women, and members 
of minority groups. Job growth is expected in the 
fields of healthcare, education, and data analysis. 
Globalization will require human resource depart-
ments to create processes that effectively manage 
people working in various foreign countries.

Business knowledge competencies 22
Change management competencies 23
Communal stage 7
Competency 22
Education and training trends 26
Elaboration stage 9
Employee advocate role 19
Employee and labor relations 15
Employee turnover 10
Employment opportunity trends 26
Entrepreneurial stage 7
Formalization stage 9
Functional expert role 19
Globalization trends 27

KEY TERMS

Human capital developer role 21
Human resource development 14
Human resource management 4
Human resource practice competencies 22
Labor force trends 25
Organizational life cycle 6
Population trends 24
Risk management 16
Stakeholders 9
Strategic management 14
Strategic partner role 20
Total rewards 14
Workforce planning and employment 14

 1. Why might a newly formed organization be 
considered successful even if it is losing money?

 2. Think of stores where you shop. Do employees of 
some stores seem happier than  employees of 
other stores? What human resource  practices 
might explain differences in employee happiness?

 3. How can socially responsible  organizations 
have high profits even though they spend 
money on things like environmental protection?

 4. Why do managers and human resource spe-
cialists often do poorly on tests about the best 
ways of hiring and paying employees?

 5. What are some specific things that can be 
done to teach company leaders how human 
resource management can contribute to 
 organizational success?

DISCUSSION QUESTIONS

 6. Which human resource role do you think 
is most important? employee advocate? 
 functional expert? strategic partner? human 
capital  developer? Explain your answer.

 7. Why do you think change is so difficult for 
organizations? What can human resource 
 specialists do to make change easier?

 8.  What are some challenges you might face if you 
join an organization with a lot of older workers?

 9. What are some things an organization could 
do to better meet the needs of women and 
members of minority groups?

 10. How do you think the field of human 
resource management will change in the 
next 10 years?
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Sears, Roebuck, & Company was incorporated in 1886 and is currently a retail-
ing giant with a market capitalization over $41 billion. Arthur Martinez, CEO 
of Sears, is effecting a significant transformation of this retailing institution 
by broadening its scope to include an expanded array of home repair services 
and thousands of small stores, most of which will be closer to consumers and 
farther from shopping malls. Martinez took the helm in 1992, when Sears was 
losing $3.4 billion annually, and has since rejuvenated the company through 
eliminating the Sears Catalog; downsizing 50,000 jobs; closing 113 unprofit-
able stores; selling the famous Sears Tower; and divesting Allstate, Coldwell 
Banker, the Discover Card, and Dean Witter brokerage in order to focus on 
Sears’s core businesses. Sears is now in the midst of a five-year-old transfor-
mation that includes a $4 billion store refurbishing program. The makeover 
also included a focus on a target customer—the middle class American mom 
(25–54, homeowner with a household income between $25,000 and $60,000)— 
and implementing a complementary marketing campaign of focusing on “the 
softer side of Sears.” These efforts have been rewarded by an increase in mar-
ket share and profits, and by Sears being named by Fortune this year as the 
most innovative general-merchandise retailer.

The HR community at Sears, under the direction of Senior VP of Admin-
istration and HR Tony Rucci, has been widely identified as the single most 
important business group in leading the change efforts within the firm, most 
of which have come about largely as a result of purposive changes in the way 
in which Sears manages its people. The HR function has clarified its vision, 
added more resources, and moved its staff closer to stores.

Perhaps the most salient of Sears “best practices” in the management of 
people is reflected in its process for developing a clear competitive strategy 
and associated operational goals, and then relentlessly communicating both 
strategy and goals to employees. After some experimentation with a more 
“conventional” mission and vision statement (which was found to have little 
direct impact on employee behavior), Sears developed a conceptual model of 
firm performance linking employees, customers, and shareholders in a causal 
chain. This model known throughout the firm as the “three Cs” (for the cre-
ation of a compelling place to work, compelling place to shop, and a compel-
ling place to invest) was subsequently validated with very substantial amounts 
of data collection and econometric analysis. . . . These analyses confirmed what 
Sears management had long believed: Corporate financial performance is a 
lagging indicator, information about what has already happened throughout 
the firm, but providing little information about what will happen. Sears was 
able to establish that in its “high touch” retailing environment, employee atti-
tudes affected both customer attitudes and behavior, both of which in turn 
influenced Sears’s financial performance. Moreover, Sears has shown that an 
increase in employee satisfaction in one quarter will increase customer reten-
tion in the next quarter, which will subsequently be reflected in shareholder 
returns the quarter after that.

QUESTIONS
 1. In what ways are measures of employee satisfaction potentially more 

important than measures of financial performance?

EXAMPLE CASE Sears
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 2. What is it about the business of Sears that makes employee satisfaction so 
important?

 3. How might the vision of the “3Cs” have helped Sears work through issues 
such as closing stores, downsizing the number of employees, and selling 
parts of the business?

 4. Based on experiences shopping at Sears, how effective do you think they 
have been in sustaining excellence?

Source: Steven P. Kirn, Anthony J. Rucci, Mark A. Huselid, and Brian E. Becker, “Strategic 
Management at Sears,” Human Resource Management 38 (1999): 329–335. Reprinted with permis-
sion of John Wiley & Sons, Inc.

DISCUSSION CASE Curt’s Cowboy Corner

Curt’s Cowboy Corner is a chain of 15 stores that sells cowboy boots and western 
clothing. Curt opened the first store 10 years ago in a small Rocky Mountain 
town and quickly gained a following of loyal customers. Based on input from cus-
tomers and friends, Curt decided to expand his business and began opening new 
stores in nearby towns. He plans to open 10 more stores in the next few years.

Each of Curt’s stores has a manager, three full-time sales representatives, 
and five to six part-time employees. In the early days, Curt worked closely with 
each store manager to plan day-to-day operations, helping to make all hiring 
decisions. He and a secretary also spent many days each month working on 
payroll. Lately, however, Curt has found that he does not have enough time to 
interview job candidates and handle several other of his customary tasks. He 
thinks this might be one reason some of the newer employees aren’t working 
out so well. In addition, last month, he was two days late completing the pay-
roll, thereby creating numerous problems for employees. Curt knows that he 
needs to do a better job of delegating tasks. Another of his concerns focuses on 
the potential liabilities of having a growing workforce. One employee recently 
told him that she felt uncomfortable about some sexual comments her boss 
had made to her. Curt spent several hours talking to both the employee and 
her boss, and although he feels pretty good about how he handled the situa-
tion, he acknowledges that he does not have the requisite knowledge or skill 
to resolve such matters.

Curt’s brother, who owns a number of automobile dealerships in a distant 
city, has encouraged Curt to hire a human resource professional. But Curt has 
been reluctant to hire staff members who do not spend time selling in stores. 
His philosophy has always been that staff members who don’t make sales are 
an expense without much return. At the same time Curt knows that he must 
do something or else things will get worse. If he is able to grow the business as 
he plans, he will soon have nearly 100 full-time employees.

QUESTIONS
 1. What are some specific tasks that a human resource specialist could do for 

Curt?
 2. Are there any financial benefits that might come from hiring a human 

resource specialist?
 3. How might labor trends affect Curt’s ability to continue expanding his stores?
 4. What benefits and problems might result if Curt hires a human resource 

specialist to provide support to all stores? Would it be better to simply 
 delegate all human resource activities to each store manager?
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The Society for Human Resource Management 
(SHRM) is a professional association devoted to 
human resource management. Visit the SHRM 
website at shrm.org and learn about the human 
resources field.

Look for information related to the following 
questions:
 1. How many members are there in SHRM?
 2. What types of careers are available in the field 

of human resource management?

EXPERIENTIAL 
EXERCISE Visit the SHRM Website

 3. What is the SHRM Code of Ethics, and how 
does it guide the efforts of human resource 
specialists?

 4. What kind of resources does SHRM offer to 
help people learn new skills?

 5. What are chapter/member groups? Who can 
join?

 6. What are some current news issues that relate to 
human resource management?

INTERACTIVE 
EXPERIENTIAL EXERCISE

Building an HR Department at Mega 
Manufacturing
http://www.wiley.com/college/sc/stewart

Access the companion website to test your knowledge by completing a 
Mega Manufacturing role-playing exercise.
In this exercise, you’re an HR consultant and will be assisting a small but 
established company (Mega Manufacturing) who will be going through sig-
nificant expansion due to a new government contract. With the growth, the 
owner knows that it will be a good idea to add a dedicated HR person to his 
management team and wants you to help. As he’s talking about the beliefs 
and vision of the company, you consider the organizational life cycle model, 
core HR functions, and critical HR roles. He then asks for your suggestions, 
and you realize that this assignment may be a great opportunity to align this 
new HR department with the strategy of the company. •
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and make human resources an 
important part of a new strategic 
plan. She strongly believes that 
good human resource management 
 practices are important for 
improving organizational effectiveness. She 
wonders, though, whether she has the knowledge 
and skills necessary to really contribute to upcom-
ing efforts to create a different strategic plan. 
How does a company develop a good strategy for 
competing with other businesses? Does she know 
enough about the strategic planning process?

Tara remembers a few years back when she 
attended an educational retreat and took a  strategic 
management course that focused on different ways 
businesses compete with each other to deliver 
services and goods. She doesn’t think the company 
currently has a clear strategy. Do people buy the 
company’s products because they are superior to 
the products provided by other companies? Perhaps 
customers only purchase when the products cost 
less. As she reflects on these questions, Tara realizes 
that she doesn’t really know what the company 
does differently than its competitors. She wonders 
if the human resource department might be able to 
make a stronger contribution if she had a clearer 
understanding of the underlying approach to doing 
business.

A  M A N A G E R ’ S  P E R S P E C T I V E

AS TARA BEGINS CLEANING HER DESK AND PRE-
PARING FOR HER UPCOMING MEETINGS TOMORROW, 
SHE BEGINS TO THINK ABOUT HER APPOINTMENT 
WITH THE NEWLY APPOINTED COMPANY PRESIDENT. 
TARA, WHO IS THE HUMAN RESOURCE DIRECTOR, 
WONDERS IF HER NEW LEADER WILL MAKE ANY SIG-
NIFICANT CHANGES. ECONOMIC CONDITIONS HAVE 
MADE IT DIFFICULT TO TURN A PROFIT IN THE LAST 
COUPLE OF YEARS. HOWEVER, TARA KOWS THAT 
THE COMPANY WAS SHOWING SIGNS OF TROUBLE 
EVEN BEFORE THE ECONOMY TURNED BAD. SHE IS 
CONVINCED THAT A NEW APPROACH TO DOING BUSI-
NESS IS NEEDED IF THE COMPANY REALLY WANTS TO 
REASSERT ITSELF AS A MARKET LEADER. SHE HAS 
HEARD RUMORS THAT THE PRESIDENT INTENDS TO 
DEVELOP A NEW STRATEGIC PLAN. SHE HOPES THAT 
THE PURPOSE OF HER MEETING TOMORROW WILL BE 
TO DISCUSS HOW HUMAN RESOURCE MANAGEMENT 
PRACTICES FIT WITH THE COMPANY’S STRATEGIC 
OBJECTIVES.

Tara is confident that being invited to meet with 
the new president is a positive sign. She hopes that 
he will follow through on his public statements 

Making Human 
Resource Management 

Strategic

C h a p t e r  2
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Tara thinks about how she spends each day help-
ing managers make critical human resource decisions. 
In the past, she has emphasized developing loyalty 
and trying to make sure that employees stay with 
the company for long periods of time. She thinks this 
approach offers a lot of benefits. But she sometimes 
wonders if it would help to bring in more new people. 
What about diversity? Can the company benefit from 
new skills and ways of thinking? Given the current 
economy and relatively high rate of unemployment, 
Tara is quite certain that she would be able to iden-
tify and hire some very good new employees. Would 
now be a good time to bring in some outside talent?

As she thinks about tomorrow’s meeting, Tara 
reminds herself that this is a big opportunity. For 
years, she has complained that the field of human 
resource management doesn’t get the respect it 
deserves. Perhaps Tara can use her expertise to 
help the new president and other leaders overcome 
problems created by the economic downturn. Tara is 
excited by the prospect of making a difference and 
helping the company become more effective.

THE BIG PICTURE Human Resource Management Is Most Successful 
When Aligned with an Organization’s Competitive Business Strategy

WHAT DO YOU THINK?
Suppose Tara hears the following comments during her 
meeting with the company president. Which of the state-
ments do you think are true?

Having good employees is more important 
than having good production equipment.

Much of the workforce lacks needed skills, 
so high-quality employees are difficult to 
find and retain.

The most effective way for an organiza-
tion to compete with other organizations 
is to produce similar goods and services at 
lower prices.

Organizations are most effective when they 
develop a highly committed workforce.

An organization seeking to produce the 
highest quality products should have 
 different human resource practices than 
an organization seeking to produce 
 inexpensive products.

?

T OR F

T OR F

T OR F

T OR F

T OR F
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38 Chapter 2 • Making Human Resource Management Strategic

How Can a Strategic Approach to Human Resources 
Improve an Organization?

Suppose someone gave you $10,000 to invest in a single company, with the 
condition that you must leave the money invested in the same company 
for the next 30 years. At the end of 30 years, you get to keep all the prof-
its from the investment. What company would you choose? Would it be a 
 technology-focused company like Microsoft? How about a global leader 
like Coca-Cola? Maybe a large company with numerous products, such as 
General Electric? What would be the most important factors to consider 
when making this choice?

As discussed in Chapter 1, profitability is an important part of organiza-
tional effectiveness and a factor you would certainly want to consider in choos-
ing an investment. In fact, business researchers and stock analysts spend a lot 
of time trying to learn why some companies are consistently more profitable 
than others. One possible explanation is that highly profitable companies are 
simply in desirable industries. Perhaps it is just easier to earn profits doing 
some types of work. Another potential explanation is that profitable compa-
nies have better technological capabilities—better equipment and processes. 
Still another possibility is that highly profitable companies are just bigger. 
Their large size might provide them with more power and resources, mak-
ing it easier to produce goods and services. Yet none of these theories really 
explains why some companies are more profitable than others. In any indus-
try, and at any size, some companies do well and others don’t.

Research suggests that a major key for long-term profitability is a clear 
strategy for being better than competitors, along with a highly effective work-
force that carries out that strategy.1 A good example is Southwest Airlines. 
Southwest has a clear strategic direction for being better than other airlines. 
Perhaps, more importantly, Southwest has a highly motivated workforce that 
allows it to successfully carry out its strategy. Indeed, the combination of a 
clear strategy and high-quality workforce allowed Southwest Airlines to earn 
the highest stock return of any company over a 30-year period.2

Southwest started out as a small company with three airplanes, and govern-
ment regulations prohibited it from flying to states not bordering Texas. In 
the ensuing years Southwest Airlines has been consistently profitable, even at 

After reading this chapter you should be able to:

Describe the strategy formulation process.

Describe two generic competitive business strategies that organizations use.

Explain the universalistic and contingency approaches to human resource strategy, 
including key characteristics of the commitment strategy.

Describe four human resource strategies that organizations commonly use.

Explain how human resource strategies and competitive business strategies are 
aligned.

LEARNING OBJECTIVE 1

LEARNING OBJECTIVE 2

LEARNING OBJECTIVE 3

LEARNING OBJECTIVE 4

LEARNING OBJECTIVE 5

L E A R N I N G  O B J E C T I V E S
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How Can a Strategic Approach to Human Resources Improve an Organization? 39  

a time when other airlines have consistently lost money and many have faced 
bankruptcy. Just think about it. If you had been able to invest your $10,000 
in Southwest Airlines 30 years ago, that investment would have grown to over 
$10.2 million.

As mentioned, one element of Southwest’s success is its clear strategic 
direction. What are the elements of the company’s strategy? First, it has a clear 
strategy of offering low fares. Unlike other major airlines, Southwest does 
not use a complicated price structure whereby some passengers pay much 
more than others. Instead, it aims to have the lowest available fare. The fact 
that other airlines are forced to substantially cut their fares once Southwest 
enters a market indicates how successful Southwest’s low-fare strategy is.3 
Unfortunately for competitors, their costs to fly passengers are as much as 
70 percent higher than Southwest’s costs.4 Why? Southwest is simply more effi-
cient. This makes it possible for Southwest to earn profits while selling tickets 
at prices that would represent losses for other airlines.

What makes Southwest so much more efficient than other airlines? The 
company gets more productivity out of its employees. Southwest needs only 
about one-third as many employees as its competitors to fly the same number 
of customers.5 How can it do this? The secret seems to be best captured by 
the company’s founder, Herb Kelleher, who has said that Southwest’s order 
of top priorities is employees, customers, and then shareholders.6 In short, 
Southwest Airlines uses human resource practices to find and keep a large 
number of loyal employees who concentrate on reducing costs.

One way that Southwest reduces cost is by encouraging each employee to 
pitch in and help finish tasks, even if those tasks are not part of that person’s 
normal job. For instance, flight attendants help clean airplane cabins, and 
pilots help move luggage. This practice greatly reduces the time that a plane 
is on the ground between flights.7 Southwest has also developed a culture that 
makes it fun to work there. In 2008 the company received almost 200,000 
resumes but only hired slightly more than 3,000 employees.8 Southwest is thus 
in the position of being able to hire only the very best employees. In particu-
lar, it focuses on hiring people who have the right attitude and who are willing 
to work hard to meet customer needs.9 The company also pays well and was 
one of the first airline companies to share profits with employees.

The pattern of long-term success doesn’t, however, prevent Southwest 
Airlines from continually facing strategic challenges. Herb Kelleher retired as 
CEO in 2001 and was followed as CEO by James Parker, who led the company 
through three somewhat troubling years. First, terrorist attacks and rising fuel 
costs made it increasingly difficult for airlines to earn profits. Then employ-
ees demanded higher wages, with negotiations frequently creating conflict 
between managers and employees.10 Nevertheless, Southwest continued to 
outperform its competitors and return profits.11 Gary Kelly, who took over 
in 2004 after Parker’s retirement, makes it clear that he will not deviate from 
Southwest’s core strategy: to be the airline with the lowest fares and the low-
est cost structure. He also continues to emphasize the development of highly 
committed employees who spend their entire careers working to improve 
Southwest Airlines.12 This consistent approach of adopting a low-cost strategy 
and emphasizing commitment to employees has been helpful during recent 
times of economic difficulty. For the first time since inception, Southwest 
Airlines began posting quarterly losses in 2008,13 but its lean structure and 
efficient practices helped it recover more quickly than competitors.14 Success 
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40 Chapter 2 • Making Human Resource Management Strategic

relative to competitors has even allowed Southwest to consider expanding at a 
time when most other airlines are just trying to survive.15

The Southwest Airlines example illustrates how a strategic approach to 
human resource management increases organizational effectiveness. For 
Southwest, employees are a critical resource in meeting the needs of custom-
ers. The overall strategic direction of the organization guides decisions about 
how people are recruited, selected, trained, and compensated. These human 
resource practices help create a workforce that provides the talent necessary to 
serve customers well. Organizations with clear strategies for effectively meet-
ing the needs of customers, and clear human resource practices that match 
those strategies, simply get better results than other organizations.

SOUTHWEST AIRLINES

Southwest Airlines is a low-cost airline that 
employs over 35,000 people to move over 
100 million passengers each year. Human 
resource management at Southwest builds 
competitive advantage by

 • Having a clear strategic direction for competing with other airlines.
 • Creating a company culture where everyone is committed to success 

and doing whatever it takes to serve customers.
 • Being highly selective and hiring only the very best employees.
 • Paying above-average wages to obtain and keep the best employees.

Building Strength 
Through HR

We use the term strategy to discuss many things in our lives. We talk about 
strategies for taking exams, strategies for getting jobs, and strategies for sav-
ing money. But just what are we talking about when we use this term? We can 
think of a strategy as a set of coordinated choices and actions. Strategy con-
cerns where you want to go and how you want to get there. A strategy for get-
ting a job thus represents decisions about how to present your resume, where 
to apply, and what to say in an interview. Strategy is more than just decisions, 
however; it also concerns putting choices into practice.

With regard to human resource management in organizations, there are 
actually two types of strategy. One is competitive business strategy, which 
focuses on choices and actions about how to serve the needs of customers. The 
other is human resource strategy, which focuses on choices and actions con-
cerning the management of people within the organization. These two types 
of strategy must work together to ensure high organizational  effectiveness—
as they do at Southwest Airlines.

Strategy
Coordinated choices and actions 
that provide direction for people 
and organizations.

Competitive business 
strategy
Strategy that focuses on 
different ways to provide goods 
and services that meet customer 
needs.

Human resource strategy
Strategy that focuses on 
different ways of managing 
employees of an organization.

How Is Strategy Formulated?

LEARNING OBJECTIVE 1
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One way of understanding similarities and differences in these two forms 
of strategy is to examine the common elements of strategy formulation. The 
first step in strategy formulation is gathering information (see Figure 2.1).
Information gathering commonly involves assessments both of the external 
environment and of internal capabilities. Once relevant information has been 
gathered, it is analyzed and decisions are made. The set of decisions made 
constitutes a strategic plan, which must then be implemented. In the follow-
ing sections, we look at the first two steps.

GATHERING INFORMATION
Effective strategic leaders seek a great deal of information. They constantly 
scan their external environment in an effort to understand their internal 
resources and capabilities. Such assessments may not allow them to predict 
the future perfectly but can help them better understand what has already 
happened, an understanding that will enable them to make better decisions.16

Assessing the External Environment
An external environment consists of all the physical and social factors outside 
of an organization’s boundaries.17 Some of these elements provide an orga-
nization with potentially favorable conditions and are labeled opportunities; 
other elements provide potentially unfavorable conditions and are labeled 
threats. Although opportunities are generally easier to control than threats, 
a clear understanding of both is critical for effective strategy formulation.18

One way of thinking about the importance of assessing threats and oppor-
tunities is to consider them in relation to your future goal of finding a job. A 
successful job search depends on a clear strategy, which requires an under-
standing of environmental conditions. Features of the environment might 
include the number of businesses hiring people in your field, the number of 
other new graduates looking for similar jobs, and the geographic location of 
potential employers. If the economy is bad and few businesses are hiring new 
employees, or if a large number of new graduates are highly qualified for the 
position you desire, you will face a threat. In contrast, a new technology that 

External environment
Forces outside the organization’s 
boundaries that influence the 
organization and its outcomes.

Opportunities
Positive elements of an 
organization’s external 
environment.

Threats
Negative elements of an 
organization’s external 
environment.

Figure 2.1 Strategy Formulation Process.

Step 1: Gather Information
• Scan the organizational environment to assess opportunities and threats
• Assess internal capabilities and resources to determine strengths and weaknesses
• Focus on human resources as a rare resource that is difficult to imitate

Step 3: Implement the Decision
• Take action and make specific plans for action
• Assign specific areas of responsibility and hold people accountable for results
• Develop procedures to measure success in carrying out decisions

Step 2: Analyze Information and Make Decision
• Form a group that meets together to develop collective intuition
• Encourage quick conflict
• Set flexible timetables that keep the group moving toward decisions
• Diffuse politics and create a culture of cooperation
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42 Chapter 2 • Making Human Resource Management Strategic

makes your skills valuable to a large number of organizations represents an 
opportunity. Having information about the job market in general helps you 
develop a good plan, or strategy, for finding a job.

Just as you will use environmental information in finding a job, organiza-
tional leaders use information about environmental opportunities and threats 
to form their strategies.19 Important elements of organizational environments 
include demographic and cultural trends, economic and political conditions, 
and technological developments.20

Demographic and cultural trends include population growth, the age 
distribution of the population, the percentage of women in the workforce, 
and changes in the relative sizes of ethnic groups. As discussed in Chapter 1, 
people in the United States are living longer, and the percentage of ethnic 
minorities is growing. These features provide opportunities for organizations 
offering services to senior citizens and for organizations that produce and sell 
goods and services especially desired by, for example, Latino individuals.

Critical features of the economic environment include interest rates and 
new job creation, whereas the political environment includes laws and the 
positions of elected officials. The economic downturn that began in 2008 pre-
sented a major threat to most business organizations, with particular difficulty 
being experienced in industries such as construction and financial services. 
Other important threats and opportunities concern legal changes related to 
international trade. Stories about trade opportunities and threats in countries 
such as China appear almost every day.

An especially important aspect of current organizational environments is 
technological change. Trends such as improving manufacturing technologies 
and increased availability of information create opportunities for some orga-
nizations and threats for others. A recent example of technological innova-
tion is Twitter, which is discussed in the accompanying Technology in HR 
feature.

Effective strategy formulation thus begins with information about threats 
and opportunities outside the organization. In formulating competitive busi-
ness strategy, a company’s understanding of these trends can help determine 
what goods and services to provide. Knowledge can also guide choices about 
whether to focus on lowering costs or on providing goods with superior fea-
tures. Understanding broad changes outside the organization is also critical 
for human resource strategy. Organizations need information about demo-
graphic and cultural changes, for example, to forecast how many workers with 
particular skills will be available in the future. An interesting example of how 
environmental changes influence organizations is currently seen in Taiwan. 
The rapid rise and economic development of China has opened doors and 
markets for many companies located in Taiwan. Moreover, the job market in 
Taiwan has been depressed due to the economic downturn, but workers have 
found many opportunities in China. At least 1.5 million people from Taiwan 
are now working in China.21 The changing nature of the global market thus 
provides both opportunity and threat for companies located in Taiwan and 
China. Problems occurring in one area often create opportunities for compa-
nies and workers in another area.

Assessing Internal Capabilities
Strategy formulation also requires assessment of an organization’s internal 
resources and capabilities. Areas of high capability are labeled strengths, and 
areas of low capability are called weaknesses.

Strengths
Positive elements that define 
areas in which an organization 
has high internal capability.

Weaknesses
Negative factors that define 
areas in which an organization 
has low internal capability.
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TWITTER AS AN OPPORTUNITY FOR BUSINESS

The micro-blogging service Twitter offers an excit-
ing opportunity for businesses. Companies can use 
Twitter to send short messages not only to custom-
ers but also to current and prospective employees.

Companies such as Southwest Airlines, KFC, 
and General Mills have found success in commu-
nicating with customers. Southwest uses Twitter 
to connect with first-time customers by sending 
them an inexpensive yet personalized message of 
thanks and invitation for future service. Twitter 
was an important part of KFC’s strategy for launch-
ing its grilled chicken product. Potential custom-
ers received information and links to vouchers for 
a free meal. In a similar way, General Mills found 
success by encouraging tweets about its new line of 
gluten-free baking products. The benefits of new 
products were extolled by customers rather than by 
a marketing department. 

Human resource practices can also benefit 
from micro-blogging. For example, in the United 
Kingdom the Royal Air Force has employees con-
tinually sending short messages about what it is 
like to work in different roles. These posts on 
Twitter, along with responses to questions, serve 
as an important recruiting tool. Twitter can also 
be used as a training tool. Employees in training 
classes become more engaged by sending messages 
to instructors and other participants. Experienced 
employees can send tweets that help teach others 
the steps of completing important work tasks.

Of course, companies can also make mistakes as 
they get involved in social networking. In contrast 
to traditional communication such as advertising 
and job posting, micro-blogging creates two-way 
communication. Customers and potential employ-
ees talk back and share their thoughts with many 

others. Blatant attempts to sell products or make 
a company look good are often met with criticism. 
Here are some steps to keep in mind to avoid some 
common pitfalls:

 1. Listen before you speak. Successful companies 
begin their interactions by first finding out 
what is being said about them.

 2. Follow key people. Identify people who fre-
quently send tweets that relate to your company 
and its services or products.

 3. Respond with help. Respond to tweets by offer-
ing help and addressing customer service issues.

Sources: Tim Bradshaw, “It Pays to Think Before You 
Tweet; Twitter May Be the Latest Hot Marketing Tool, but 
Companies Need to Ensures the Tone of Their Message 
Suits the Medium before Launching a Campaign,” 
Financial Times, July 21, 2009, p. 14; Anonymous “Make 
Twitter an Effective Business Tool in 4 Steps, PR News 65, 
no. 29 (2009); Emily Bryson York, “Social Media Allows 
Giants to Exploit Niche Markets,” Advertising Age 80, no. 
25 (2009): 3-4; Pat Gallagan, “Twitter as a Learning Tool. 
Really,” Training and Development 63, no. 3 (2009): 28–30; 
Anonymous, “RAF Uses Twitter and Flickr to Show Potential 
Recruits Life in Force,” New Media Age, July 23, 2009, p. 3.

Technology in HR

The example of a job search can also be helpful for thinking about strengths 
and weaknesses. Threats and opportunities focus on the  environment—
in the case of your job search, environment signifies things other than you. 
Strengths and weaknesses focus internally—in the job search example, on 
your own characteristics. Your strengths might include past experience work-
ing in the industry or your graduation from a school with a strong reputation 
for producing high-quality graduates. These are all capabilities that help set 
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you apart from other job seekers. At the same time, you probably have some 
weaknesses. Perhaps you have decided you must live in a certain city, or maybe 
your grades are lower than you wish. These weaknesses might work against 
your ability to obtain a desirable job. The strengths and weaknesses of orga-
nizations are similar in that they focus on characteristics that are part of the 
organization itself.

While obviously it is more desirable to have strengths than weaknesses, an 
understanding of both is essential for true success. Just as an honest assess-
ment can help you get a job, organizations do better when they continually 
assess both strengths and weaknesses. Most strengths and weaknesses can be 
thought of in terms of the resources that an organization has. Some are tangi-
ble, such as money and equipment; others are intangible, such as reputation.

One way of thinking about potential sources of strength and weakness is 
the strategic concept of the value chain. The value chain suggests that an 
organization’s primary purpose is to transform various inputs to create goods 
and services that are valuable to customers. To create this transformation, 
the organization must first obtain necessary resources. It combines these 
resources through a production process to create goods and services, which 
are then delivered to customers. Effective delivery requires marketing activi-
ties to identify potential customers and service activities to ensure that custom-
ers are satisfied.

The primary production process is supported by procurement processes, 
technology, infrastructure, and human resource management. Procurement 
helps the organization obtain high-quality resources; technology helps 
improve the production process; infrastructure—the structure of the organi-
zation and the relationships among its parts—helps coordinate actions; and 
human resource practices involve acquiring and motivating employees, which 
are a particularly important source of support. As illustrated by Southwest 
Airlines, a strategy is only effective if an organization has the talent needed 
to carry it out. Since our focus is on human resource management, we will 
concentrate on this part of the value chain. Our goal is to understand how 
effective management of people can be a source of internal strength.

In the resource-based view of organizations, resources—including human 
resources—are true strengths when they are both valuable and rare. Accord-
ingly, the ability to attract and keep high-quality employees represents a 
strength for the organization only when high-quality employees are hard to 
find. After all, if such employees are easy to find, every company will have them.

Good human resource management is critical because high-quality 
employees are relatively rare. A recent report by the Task Force on Workforce 
Development concluded that much of the workforce lacks required skills. 
There is a shortage not only of technological and computer skills but also of 
more general skills such as critical thinking and communication.22 This short-
age is not confined to the United States; similar issues have been identified in 
other countries, such as the United Kingdom, France, and Germany.23 Thus, 
effective ways to attract and keep employees do, in fact, represent sources of 
internal strength that can give an organization a competitive advantage.

To be true strengths, human resource practices must also provide some-
thing that is difficult to imitate and for which there is no substitute. As you 
will see later in this chapter, creating an integrated set of human resource 
practices is extremely difficult. Competitors are often able to imitate parts of 
a human resource strategy, but they can rarely imitate the entire package.24 
This is particularly true when an organization is able to retain high-quality 
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employees throughout long careers. In terms of substitutability, there is always 
the possibility that machines can replace employees, as has already occurred 
in some manufacturing organizations. However, people are still needed to 
design and operate the machines. Given the current emphasis on knowledge 
and service work, it appears that most organizations will continue to need 
employees, and thus human resource strategies, well into the future.

In summary, human resource practices can represent a critical internal 
strength for organizations. Conversely, lack of effective human resource 
management can represent a major weakness. Gathering information about 
human resource capabilities is therefore a vital part of an effective assessment 
of organizational strengths and weaknesses.

ANALYZING INFORMATION 
AND MAKING DECISIONS
Once information has been gathered, the next step in the strategy formula-
tion process is to analyze the information and make decisions. Spending time 
and effort to gather information is of little value unless it is used to arrive at 
high-quality decisions that are then carried out. 

Research suggests four steps that can be used to make decisions  effectively.25 
These steps are illustrated in Figure 2.2. The first step, to build collective intu-
ition, develops when a group of people meet together often to discuss the 
information that has been gathered. Through these meetings, each member 
can share what he or she knows with other group members. The outcome is a 
sense of intuition, or “gut feel,” about the proper strategic direction.

The second step is to stimulate conflict. It may seem strange, but experi-
encing conflict about how to do things is very important for making good 
 decisions.26 In the absence of conflict, important threats and weaknesses 
are often ignored. Making sure that the team of decision makers includes 

Figure 2.2 Effective Decision Making. Source: Information from Kathleen M. 
Eisenhardt, “Strategy as Strategic Decision Making,” Sloan Management Review 40 
(1999): 65–72.

Step 1: Build Collective Intuition
• Meet together often
• Create a comfortable working climate

Step 4: Diffuse Politics
• Begin with a common goal
• Assure that the leader does not dominate

Step 3: Maintain Appropriate Pace
• Define a solvable problem that is important but not too big
• Create a flexible timeline

Step 2: Stimulate Conflict
• Encourage diversity of ideas and thoughts
• Advocate multiple possibilities
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people with different backgrounds can be helpful. Experienced managers 
and younger managers, for example, bring different insights to the decision- 
making process, as do marketing personnel and operations personnel. 
Another way to encourage conflict is to assign team members to advocate 
different possibilities, even if they don’t really believe those possibilities are 
best.

The third step in good decision making is to maintain an appropriate 
pace. Decision makers too often see their task as so large that they become 
 paralyzed. The key to effective decisions is to focus on issues that are large 
enough to be meaningful but small enough to be resolved. In this way, the 
team can view each decision as part of a larger set of decisions. The best plan 
is to set a flexible timeline that provides guidance for moving the decision for-
ward but does not force the group to make the decision prematurely.

The final step is to diffuse politics. Bad decisions result when members 
of the decision-making team focus on making themselves look good at the 
expense of others. To avoid this problem, the team should begin with a com-
mon goal that develops a sense of cooperation rather than competition. Each 
team member should have a clear area of responsibility, in which he or she 
can provide expert input. 

Strategy formulation is best done by a group of decision makers working 
together to carefully analyze the information obtained from assessing the orga-
nization’s external environment and internal capabilities. The group then 
makes decisions about the best way to provide goods and services. This process 
of gathering and analyzing information is fundamental in determining how to 
compete with other organizations. Good decision making also provides plans 
for building a high-quality workforce.

?
CONCEPT CHECK
 1. What are the three steps in the strategy formulation process?
 2. What are some components of an organization’s external 

environment?
 3. Why does human resource management represent an 

 important potential strength for organizations?
 4. What four steps are necessary for effective decision making? 

What Are Common Competitive Business Strategies?

LEARNING OBJECTIVE 2

Earlier we made the point that competitive business strategy and human 
resource strategy must work together to ensure high organizational effective-
ness. In this section, we look more closely at competitive business strategies, 
which encompass various types of strategies. For instance, large corporations 
have strategies that guide their choices concerning the types of businesses 
they will pursue. Some corporations are made up of business units that are 
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very similar; Whirlpool Corporation, for example, focuses only on making 
and selling appliances. Other corporations are made up of business units that 
are very different from one another. At General Electric, business units do 
very different things: some make small appliances, others provide financial 
services, and still others manufacture plastics. Decisions related to business 
types make up corporate-level strategy.

Good corporate-level strategy is important, but a different kind of strat-
egy is most critical for day-to-day human resource activities. This other type 
of strategy is business-level strategy, which concerns how the organization 
will compete with other companies that provide similar goods and services. 
A corporation with several different business units may have a business-level 
strategy for each unit. Because each unit provides a specific type of good or 
service to meet a particular set of customer needs, strategies for the various 
units might be similar, or they might be very different. In any case, it is within 
business units that strategic human resource practices add the most value. 
Throughout this textbook we therefore focus on business-level competitive 
strategy.

Organizations can pursue a wide variety of strategies, but two generic 
 business-level strategies capture the main ways in which business units com-
pete: cost leadership and differentiation. Organizations with a cost leadership 
strategy seek to become low-cost producers of goods and services; their goal 
is to develop efficient production methods that enable them to sell at a lower 
price than competitors. Organizations with a differentiation strategy seek to 
produce goods and services that are somehow superior to the goods and ser-
vices provided by competitors; their goal is to create unique value for which 
customers are willing to pay a higher price.27

COST LEADERSHIP STRATEGY
An organization chooses the cost leadership strategy when its decisions and 
actions focus on providing value by reducing cost. The goal of a business pur-
suing cost leadership is to become highly efficient, which will allow the orga-
nization to create value by producing goods and services at lower cost. Many 
organizations using a cost leadership strategy sell at prices lower than their 
competitors. However, not every company that sells at low prices is using a 
cost leadership strategy. Cost is, of course, not the same thing as price. Cost 
captures the expenses associated with creating the product, whereas price is 
what the organization receives for the product. The difference between cost 
and price creates profit. The key to the cost leadership strategy is in control-
ling expenses, not in simply setting low prices.

Southwest Airlines provides a good example of a firm with an effective cost 
leadership strategy. Southwest tries to have the lowest prices, but that is not 
the real basis of its strategy. Its strategy, rather, is to reduce the expenses asso-
ciated with providing air travel. Other airlines often sell tickets at prices simi-
lar to Southwest’s, but their costs are higher, which results in lower profits. 
These firms are sometimes forced to match Southwest’s ticket prices, even 
when the matching price is below what it costs them to fly passengers. The 
practice of setting prices below costs is one reason for the high bankruptcy 
rate in the airline industry.

Organizations with a successful cost leadership strategy usually produce 
basic and standardized products and services and often have a relatively large 
share of the market. They pay lower prices for raw materials because they buy 

Corporate-level strategy
A competitive strategy 
that concerns the different 
businesses and diversity of 
products and services that an 
organization produces.

Business-level strategy
A competitive strategy that 
concerns how an organization, 
or part of an organization, 
will compete with other 
organizations that produce 
similar goods or services.

Cost leadership strategy
A business-level strategy that 
seeks to produce goods and 
services inexpensively.

Differentiation strategy
A business-level strategy that 
seeks to produce goods and 
services that are in some manner 
superior to what is produced by 
competitors.
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them in large quantities, and they use technology to develop efficient man-
ufacturing methods. Walmart is an outstanding example of an organization 
that has succeeded with a cost leadership strategy. Walmart has extremely effi-
cient operations. It buys in high volume, which enables it to obtain favorable 
prices from suppliers. It also has a very efficient transportation system, which 
allows it to move goods at relatively low cost. Overall, this efficiency enables 
Walmart to sell products at low prices but still earn a profit.

A focus on cost reduction cannot come at the expense of producing goods 
and services with at least acceptable levels of quality and desirable features. 
Even if an organization’s products are lower-priced than competing products, 
customers will not purchase them if their quality is unacceptable. Of course, it 
isn’t always easy to tell what customers will consider when making the tradeoff 
between price and desirable features. For instance, observers long thought 
that Southwest’s policy of no assigned seats would cause problems, but cus-
tomers don’t seem to care enough about seat choice to pay a higher price. In 
fact, the CEO recently posted a blog about doing away with the open seating 
policy, but quickly received over 700 email messages that were mostly against 
such a move.28 Now, however, new competitors such as JetBlue have begun to 
provide benefits such as individual television screens for passengers. These air-
lines also focus on cost reduction and often have costs similar to Southwest’s. 
If they can produce something of higher value at almost the same cost, then 
the cost leadership strategy of Southwest might be in trouble. The question is 
whether Southwest will need to add features such as individual televisions to 
retain customers. The key to success is not necessarily providing all the unique 
features that other airlines offer, but rather reducing costs while providing 
enough of those features to satisfy passengers.

One problem with a cost leadership strategy is that usually just one orga-
nization can be the lowest-cost provider in any industry, and this is often 
an organization that has a large share of the market and is defending its 
 territory.29 Therefore, only a relatively small number of business organizations 
can be successful with this strategy. Another problem occurs when the market 
changes in such a way that the goods or services provided are no longer val-
ued. Changes in technology can have this effect. Such changes can result in 
an organization that is a highly efficient provider of goods or services that no 
one needs or wants.

Nevertheless, the cost leadership strategy can result in long-term success 
for organizations such as Walmart and Southwest Airlines. But what is it that 
allows firms such as these to succeed with a cost leadership strategy? Both firms 
are obsessed with cost reduction. They have cultures that create a sense of 
 frugality, discipline, and attention to detail, as well as tight control structures 
that carefully track cost changes, and they continually focus on learning how 
to do what they do more efficiently. Much of their cost leadership  ability stems 
from their strategic human resource management practices: Their employees 
work more efficiently than employees at other organizations.

DIFFERENTIATION STRATEGY
An organization following the differentiation strategy focuses on offering 
value by providing something better than competitors—something for which 
customers are willing to pay a higher price. The organization may  differentiate 
its goods or services in any one of several ways. For example, the product itself 

c02.indd   48c02.indd   48 07/04/11   7:22 PM07/04/11   7:22 PM



What Are Common Competitive Business Strategies? 49  

may be unique, as when a pharmaceutical firm has a drug that no other firm 
has. A marketing approach is another way of differentiating goods and ser-
vices. Most advertising is created to generate perceptions that goods or ser-
vices are somehow different from those offered by competitors. Yet another 
area for differentiation is excellent customer service. Customers are often will-
ing to pay more for a product if they know that the organization will help 
them if a problem arises. The effect of differentiation for fast-food restaurants 
is described in the accompanying “How Do We Know?” feature.

Target is a retail store that employs a business-level strategy of differentia-
tion, seeking to set prices close to those of retailers such as Walmart. But the 
source of competitive advantage is not the cost structure itself. Rather, Target 
seeks to provide something slightly different from Walmart at a similar but 
perhaps slightly higher price. For instance, Target has store designer brands 
that are geared toward slightly more upscale customers. It also focuses on hav-
ing clean, well-organized stores, as well as enough employees to ensure rapid 
checkout. In the end, Target tries to beat Walmart not by having lower cost 
but rather by providing a different value. Target’s unique value is attractive to 
a certain set of customers as long as costs are only slightly higher. This differ-
entiation strategy works best when economic conditions are generally favor-
able. Consumers have been less willing to shop at Target instead of Walmart 
when economic conditions have been poor and their confidence in their 
 ability to continue earning and spending has been low.30

WHAT DIFFERENTIATES FAST-FOOD RESTAURANTS?
Have you ever wondered why some people like to 
eat at McDonald’s, but others prefer Burger King? 
What sets one fast-food chain apart from another? 
To find out, Bonnie Knutson asked 200 college 
students about their perceptions of Arby’s, Burger 
King, KFC, McDonald’s, Subway, Taco Bell, and 
Wendy’s. She asked the students to rate these res-
taurants on features such as atmosphere, menu 
choices, consistency, and price.

The study found that students have common 
beliefs about differences between fast-food res-
taurants. McDonald’s received the highest overall 
ratings. Students saw McDonald’s as particularly 
strong in terms of combination meals, kid’s meals, 
consistency, and value. They gave Taco Bell the 
highest rating for low-priced food. Subway received 
the highest rating for good nutrition, and Wendy’s 
for menu variety.

The Bottom Line. The results of this study 
illustrate the concepts of cost leadership and dif-
ferentiation. Taco Bell is seen as a low-cost pro-
vider, which can be an effective strategy as long as 
the cost structure really allows it to produce and 
serve food at low cost. Subway has been success-
ful at differentiating itself based on nutrition, and 
Wendy’s has differentiated based on menu vari-
ety. These restaurants also have different human 
resource strategies that help support their com-
petitive strategies. Professor Knutson concludes 
that fast-food restaurants should place high impor-
tance on creating a clear brand image that is con-
sistent with their strategy for competing with other 
restaurants.

Source: Bonnie J. Knutson, “College Students and Fast Food: 
How Students Perceive Restaurant Brands,” Cornell Hotel and 
Restaurant Administration Quarterly 41, no. 3 (2000): 68–74.

How Do We Know?
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Another example of a firm with a differentiation strategy is BMW, which 
produces automobiles that are more expensive than those of many of its com-
petitors. Consumers are willing to pay a higher price for a BMW because they 
perceive it has greater value, particularly in the areas of reliability, comfort, 
and image. People expect a BMW to be a more enjoyable car to drive than a 
less expensive alternative.

Whereas few organizations in a given industry can successfully use the cost 
leadership strategy, a large number of organizations can simultaneously pur-
sue differentiation strategies. Each simply seeks to differentiate in a unique 
way. The key is to create value that is perceived as high enough to warrant a 
higher price. Of course, organizations with a differentiation strategy cannot 
simply ignore cost. Usually, their cost structures, and associated prices must 
be close to those of competitors. If costs and prices are too far out of line, 
the added value of the unique features may not be sufficient to encourage 
purchases.

The requirements for succeeding with a differentiation strategy are quite 
different from those needed by the cost leadership strategy. Organizations 
using a differentiation strategy must continually struggle to show that their 
products are truly unique, which often requires them to adapt rapidly to 
changing customer preferences. Differentiators must also be highly innova-
tive, and they must take risks and continually prospect for new ways of doing 
things. But differentiation and cost leadership are similar in one respect: 
Organizations that succeed with differentiation do so because of their human 
resource practices. Organizations using the differentiation strategy are cre-
ative and innovative because they have employees who do things better than 
the employees of their competitors, which helps them to be perceived as pro-
viding a different value.

COMBINATION STRATEGY
An interesting question is whether an organization can simultaneously pur-
sue both cost leadership and differentiation. Theoretically, this is difficult. 
Organizations trying to purse both strategies often end up doing neither very 
well; they are stuck in the middle with no real competitive advantage. Their 
desire to add unique features creates a cost structure that does not allow them 
to produce goods and services at the lowest cost. Yet their focus on cost does 
not allow them to develop features that are truly exceptional.

Most organizations must therefore choose one or the other approach and 
make strategic decisions accordingly. An organization with a primary cost 
leadership strategy should seek to differentiate only as long as doing so does 
not harm its ability to be the lowest-cost producer. Similarly, an organization 
with a primary differentiation strategy should seek to reduce costs wherever 
possible. But cost reduction only makes sense if it does not destroy the fea-
tures that make the organization’s product unique and valuable.

Organizations can sometimes be successful at simultaneously pursuing cost 
leadership and differentiation strategies, but these cases are rare and tend 
to occur in markets where competition is not strong. If the market does not 
include a truly low-cost provider, and if most competitors are stuck between 
cost and differentiation, then an organization may be able to have it both 
ways for a while. An organization may also pioneer a unique innovation that 
provides it with a secret or protected way of doing things that is both unique 
and low in cost. Unfortunately, such scenarios do not typically last very long.31
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?
CONCEPT CHECK
 1. What are the basic characteristics of the cost leadership 

strategy?
 2. What are the main features of the differentiation strategy?

Our discussion of competitive strategy shows that successful organizations cre-
ate value by doing things for customers that other organizations do not do as 
well. The continued success of these organizations depends on their possess-
ing capabilities that competitors cannot easily copy. One source of potential 
capability is physical resources, such as technology and equipment, which are 
often easy for competitors to duplicate. As we have seen, another source of 
potential capability—one that is less easy to copy—is human resources.32

Effective human resource management capabilities are difficult to copy 
because effectiveness comes not from a single practice but from a number 
of related practices. These practices are developed over extended periods of 
time. Social relationships that arise from human resource practices are also 
extremely difficult to copy. Taken together, these factors make human resource 
capabilities a source of potentially sustainable competitive advantage.33

Human resource practices build capability, in part, by encouraging 
employees to fill certain roles.34 A role is a set of behaviors characteristic of 
a person in a particular setting. Employee roles are strongly influenced by 
the cues, or signals, that an organization provides. For instance, some orga-
nizations pay high performers a lot more than other people in the organiza-
tion. Such large pay differences are meant to cue competition and innovation 
among employees. Other organizations use group rewards to cue cooperative 
behavior. Cooperative cues can also come from training programs that teach 
people conflict negotiation skills, or from employee selection practices that 
seek to identify agreeable workers. Roles, which reflect patterns of behavior, 
thus become stronger as a variety of human resource practices combine to 
consistently cue the desired behaviors. The result is a complex process that is 
difficult for other organizations to duplicate.

The same characteristics that make human resource practices difficult to 
duplicate can sometimes make their results difficult to understand and pre-
dict. Nevertheless, research has identified consistent patterns of good human 
resource management. Researchers have taken two basic approaches in inves-
tigating human resource patterns:

 • The universalistic approach seeks to identify a set of human resource 
practices that is beneficial for all organizations. The goal of universalistic 
research is therefore to find the one best way of managing human resources.

 • The contingency approach seeks to match human resource practices 
with competitive business strategies. In this view, the human resource 
practices that work best for organizations pursuing a certain competi-
tive strategy will not necessarily work best for organizations pursuing a 
 different strategy.35

Role
Behaviors that define how a 
person is expected to act in 
a given setting, such as the 
workplace.

Universalistic approach
A human resource perspective 
that seeks to identify methods 
of managing people that are 
effective for all organizations.

Contingency approach
A human resource perspective 
that seeks to align different 
ways of managing people with 
different competitive strategies 
for producing goods and 
services.

What Are Basic Approaches to Human Resource Strategy?

LEARNING OBJECTIVE 3
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Research supports both approaches. Fortunately, the two approaches are 
not contradictory. Whereas some human resource practices are beneficial for 
all organizations, the benefits of other practices seem to depend on the orga-
nization’s competitive business strategy. Furthermore, the two approaches 
have different areas of interest. The universalistic approach tends to focus 
on broad principles, whereas the contingency approach focuses more on spe-
cific practices.36 The two approaches are thus complementary and often work 
together to form an overall human resource strategy.

THE UNIVERSALISTIC APPROACH
The universalistic approach, as we have seen, seeks to identify the best prac-
tices for all organizations to follow. One important finding of universalis-
tic research is that human resource practices are most effective when they 
are bundled together into internally consistent clusters.37 A single effective 
human resource practice, such as the use of a good employee selection test, 
provides only limited benefits unless it is combined with other effective prac-
tices. For instance, using a computer knowledge test to select employees offers 
more benefits when such testing is combined with a compensation system that 
rewards people who actually use the computer skills to do their jobs. In a simi-
lar way, a training program that encourages innovation is most effective when 
it is combined with appraisal and compensation systems that measure and 
reward the behaviors taught during training. Sets of human resource prac-
tices that are internally consistent and that reinforce each other are known as 
human resource bundles.

Many practices related to hiring and motivating employees cluster natu-
rally into two bundles. One bundle is based on a control strategy; the primary 
focus of human resource practices in this bundle is standardization and effi-
ciency. The second bundle is based on a commitment strategy; the primary 
focus of practices in this bundle is to empower workers and build a strong 
sense of loyalty and commitment.38

Both the control and commitment strategies have been found in a number 
of different settings.39 For example, in the steel production industry, research-
ers found that the practices of a distinct group of plants represented a commit-
ment strategy. These plants reported widespread use of incentive pay, careful 
screening of recruits, high teamwork, and extensive sharing of information. 
Another group of plants used practices representing a control strategy. These 
practices included close supervision, strict work rules, narrow job responsibili-
ties, and little formal training.40 Similar observations were made in a study of 
automobile assembly plants. One set of plants reported using commitment 
strategy practices such as extensive recruiting, employee involvement groups, 
and widespread training. These practices fostered a strong sense of coopera-
tion between employees and managers. Other assembly plants reported using 
control strategy practices such as narrowly defined jobs and close supervision. 
The control practices created large status differences between employees and 
managers.41

Studies comparing the control and commitment strategies almost always 
conclude that the commitment strategy is best. Organizations with commit-
ment strategies have higher productivity, and they generally produce higher 
quality goods and services.42 The superiority of a commitment strategy is con-
sistent across various types of organizations and industries, but particularly 
strong in manufacturing organizations.43 Moreover, its benefits have been 

Human resource bundles
Groups of human resource 
practices that work together 
to create a consistent work 
environment.

Control strategy
A human resource bundle 
that emphasizes managerial 
control and tries to streamline 
production processes.

Commitment strategy
A human resource bundle that 
builds strong attachment to the 
organization and emphasizes 
worker empowerment.
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documented in countries other than the United States, such as New Zealand 
and Korea.44 A strong research conclusion from the universalistic approach is 
therefore that organizations should adopt a commitment strategy.

The commitment strategy is often summarized as a human resource bun-
dle that encourages high involvement. (The major human resource practices 
in the commitment strategy bundle are summarized in Table 2.1.) What do 
these practices have in common? Why are they consistently related to higher 
productivity and quality?

One answer to the question of what the practices have in common is 
that they communicate a message that management cares about employ-
ees. Organizations with managers who value people tend to use good 
human resource practices to effectively deliver goods and services.45 These 
organizations provide employees with opportunities for personal growth. 
Selective hiring, extensive training, and pay linked to performance provide 
employees opportunities to excel, which lead to deeper commitment to the 
 organization.46 The organizational climate conveys a sense of concern for 
employees, which increases job satisfaction and employee commitment.47 
Extensive training also improves employee skills. Employees develop a strong 
attachment to the organization and are less likely to quit.48 Employees who 
think that human resource actions simply minimize cost at the expense of 
employees are less committed and satisfied than employees who see personnel 
actions as increasing quality and ensuring their well-being.49 In essence, the 
commitment strategy bundle of human resources is beneficial because these 
practices treat employees as a critical resource.

Such strong support for the commitment strategy may seem to suggest that 
all organizations should simply adopt this strategy and the related human 
resource practices. Unfortunately, it’s not quite this simple. The commitment 

Table 2.1 Examples of Commitment Strategy Practices

Practice Area Typical Examples

Job Tasks Broad job responsibilities
Meaningful tasks
Rotation across a variety of tasks

Empowerment Inclusive decision making
High levels of responsibility
Building employee confidence

Teams Organizing around work teams
Self-management within teams

Communication Two-way communication
Quality-of-life surveys
Encouraging suggestions

Training Extensive new employee training
Formal training for everyone
Multiple job skill development

Compensation Pay for performance
High levels of pay
Ownership forms of pay such as stock

Staffing Highly selective recruiting
Identification of skilled workers
Long-term relationships with employees

c02.indd   53c02.indd   53 07/04/11   7:22 PM07/04/11   7:22 PM



54 Chapter 2 • Making Human Resource Management Strategic

strategy is a broad concept that includes few specific details. The strategy rec-
ommends that organizations hire high-quality employees and give them free-
dom and responsibility. As explained in the “How Do We Know?” feature, 
the commitment bundle creates a climate of trust and cooperation, which 
in turn leads to knowledge exchange and ultimately increased performance. 
However, the commitment strategy is not clear and consistent about specific 
ways to do these things.50

THE CONTINGENCY APPROACH
The contingency approach to human resource strategy seeks to align people 
management practices with competitive business strategies. Because this book 
takes a strategic view of human resource management, we emphasize the con-
tingency approach. In this section, we look at two key differences in organiza-
tions: whether they have a cost leadership or a differentiation strategy and 
whether they have an internal or an external labor orientation. In the remain-
der of the chapter, we examine how these differences combine to define an 
organization’s human resource strategy.

DO GOOD HUMAN RESOURCE PRACTICES 
IMPROVE PERFORMANCE?
Is it wise for an organization to spend money to 
find, hire, and train good employees? What are 
the effects of better hiring, training, and compen-
sation? Are the benefits that these practices bring 
worth the costs? Christopher Collins and Ken Smith 
set out to answer these questions by obtaining data 
from 136 technology firms. They measured high-
involvement work practices, which are consistent 
with the commitment strategy. Specific items asked 
about human resource practices of selection, train-
ing, compensation, and performance appraisals. 
The researchers linked these practices to revenue 
from new products and sales growth. They also 
assessed climates for trust and cooperation, as well 
the exchange of knowledge. 

The study found that organizations using the 
commitment strategy had increased revenue and 
growth. The data also provided insight into the pro-
cess by which human resource practices improve 
financial returns. Better methods for hiring, train-
ing, and paying employees create a climate of trust 
and cooperation. This good organizational climate 

leads to more learning and exchange of informa-
tion among employees. The improved learning and 
sharing of ideas in turn corresponds with increased 
financial performance. 

The Bottom Line. Effective human resource 
practices build a sense of trust and cooperation 
among workers, which leads them to share infor-
mation and learn from each other. These posi-
tive interactions among employees, which are set 
in motion by good human resource management, 
help innovative firms grow and make money. 
Professors Collins and Smith conclude that leaders 
of technology firms should carefully choose their 
human resource practices used to manage knowl-
edge workers.

Source: Christopher J. Collins and Ken G. Smith, 
“Knowledge Exchange and Combination: The Role of 
Human Resource Practices in the Performance of High-
Technology Firms,” Academy of Management Journal 49 
(2006): 544–560.

How Do We Know?
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Cost Leadership Versus Differentiation
We’ve already discussed the differences between the competitive business 
strategies of cost leadership and differentiation. We’ve also suggested that 
these two strategies differ in terms of human resource practices. Table 2.2 
summarizes important differences in how organizations with these strategies 
approach human resource management.

Organizations with a cost leadership strategy focus their efforts on increas-
ing efficiency and hire generalists who work in a variety of different  positions.51 
Organizations tightly control work processes and carefully define what they 
want employees to do. Appropriate behavior is specifically prescribed for 
employees, and human resource practices focus on minimizing labor costs.52

A cost leadership strategy with a focus on tightly controlled processes makes 
sense when the organization knows exactly what it wants people to do. This sit-
uation usually arises when the preferences of consumers are well known and 
seldom change. The result is mass production of standardized goods or ser-
vices at the lowest possible cost. As described above, Walmart is a good exam-
ple of a company pursuing this strategy. The company carefully standardizes 
practices and focuses on reducing deviations within its processes. Employees 
focus their efforts on shipping and selling goods as efficiently as possible. 

In contrast, organizations using a differentiation strategy focus their 
human resource efforts on innovation and quality enhancement. Employees 
in these organizations are often specialists who perform very specific tasks. 
Rather than seeking to control processes, these organizations concentrate on 
outcomes. Workers have more choice about how things should be done,53 
and accordingly, they are held accountable for the goods and services they 
produce.

A differentiation strategy with a focus on outcomes is particularly beneficial 
when organizations produce customized goods or services. In these organiza-
tions, the best process for completing work is often unknown, and employees 
are expected to continually look for different ways of doing things.54 Service 
organizations such as investment firms and healthcare providers frequently 
have an outcome focus because their customers have very different needs and 
expectations. Unique customer expectations require employees to change 
their actions to best serve each client.55 For instance, the investment bank-
ing firm Morgan Stanley works to build long-term relationships and meet the 
specific needs of clients, adapting its services for each client. This customiza-
tion approach has helped Morgan Stanley obtain important clients such as 
Google.56

Cost Strategy Differentiation Strategy

Emphasis on group contribution Emphasis on individual contribution

Focus on improving processes Focus on outcomes and results

Development of general employee skills Development of specific employee skills

Cooperation among employees Moderate competition among employees

Efficiency culture Innovation culture

Clearly prescribed tasks Flexible task assignments

Rules and procedures that standardize work Few rules and procedures; exceptions to rules allowed

Table 2.2 Strategic Human Resource Differences
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Internal Versus External Orientation
In addition to differing in competitive strategy, organizations differ in the 
extent to which they develop employees’ skills within the organization. An 
organization with an internal labor orientation seeks to make its own talent 
and to keep employees for long periods of time. In contrast, an organization 
with an external labor orientation seeks to buy talent. These organizations 
hire people who already have the needed skills and in many cases keep them 
for only a short period of time.57 Internal and external orientations have been 
identified across a number of organizations and industries, including sales, 
manufacturing, technology, food, and legal firms.58 Basic differences between 
the two orientations are summarized in Table 2.3.

Organizations with an internal labor orientation generally hire young 
employees; a primary goal of hiring is to identify people who will have long 
careers within the organization. Because employee turnover is undesirable, 
human resource practices focus on developing loyalty and commitment. The 
idea is to develop a close relationship with employees and to provide employ-
ees with a sense of stability and security. In exchange, employees agree to sac-
rifice some of their own personal interests. For example, they agree to develop 
skills that may not be valuable to other organizations, which decreases their 
chances of receiving other job offers.59

An internal orientation has several potential strengths. Organizations are 
able to predict what skills and capabilities will be available to them in the future, 
and employees build strong relationships with one another, so coordination 
and cooperation are high. Organizations with an internal labor orientation 
also save money because they reduce expenses for recruiting, interviewing, 
and hiring employees. One company that has benefited from emphasizing an 
internal labor orientation is the British grocery producer Fenmarc, which is 
profiled in the accompanying “Building Strength Through HR” feature.

An internal labor orientation has potential weaknesses as well. Organi-
zations develop long-term commitments that make it difficult for them to 
adapt. Changes in strategic direction are complicated because workers have 
been encouraged to develop specific skills necessary for carrying out the old 
strategy. Long-term commitments may also make it difficult for organizations 
to replace workers whose skills are not up to date. In addition, such organiza-
tions tend to develop bureaucratic structures that make them inflexible.60

Organizations with an external labor orientation look very different. These 
organizations seek out people who have already developed skills, and the 

Internal labor orientation
A human resource perspective 
that emphasizes hiring workers 
early in their careers and 
retaining those workers for long 
periods of time.

External labor orientation
A human resource perspective 
that limits attachment to 
a specific organization and 
emphasizes hiring workers who 
already possess the skills they 
need to complete specific tasks.

Internal External

Hiring of people early in their careers Hiring of people who have already developed skills

Extensive orientation for new employees Limited orientation of company policies

Focus on internal promotions Focus on bringing in new talent

Ongoing training opportunities Limited training opportunities

Development of skills valuable only 
to the specific organization

Development of skills valuable to many 
organizations

Bias against laying off employees Acceptance of employee layoffs

Employees contribute because of loyalty Employees contribute because of money

People identify closely with the organization People identify closely with a profession

Table 2.3 Differences in Labor Orientation
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FENMARC PRODUCE LTD

Fenmarc Produce is a vegetable processor and 
packer located in the United Kingdom. For a num-
ber of years, the company was not consistently prof-
itable. A few years ago, the privately held company 
was purchased by a leadership team that placed 
special emphasis on linking competitive strategy 
to human resource management. Company lead-
ers, recognizing that vegetables are commodities, 
decided to focus on making the company a low-cost 
producer. Fenmarc also sought to become a pre-
ferred supplier for the Walmart affiliate Asda, which 
is a supermarket giant in the United Kingdom.

In order to improve its production processes 
and ensure the delivery of safe produce, Fenmarc 
implemented a widespread training program. 
The program uses case studies, group activities, 
and coaching to improve the individual skills of 
employees. Employees who complete the training 
report more confidence in their abilities.

Fenmarc sees each of its employees as a valu-
able contributor. An important part of the orga-
nizational philosophy is that every individual has 
important opinions that should be valued. Six key 
principles capture this emphasis on people:

 • Say it as it is.
 • Challenge it, improve it, learn from it.

Building Strength Through HR

 • Integrity before profit.
 • Make it fun, make it happen.
 • One team, one purpose.
 • Respect for the individual.

Treating people well has helped Fenmarc retain 
its employees and has also improved efficiency. In 
a two-year period, the company received 2,200 sug-
gestions for continuous improvement, and acci-
dents fell by 20 percent. Investing more in people 
has paid off by improving company profitability.

Source: Information from David Pollitt, “Investment in 
Training and Development Bears Fruit for Fenmarc,” 
Human Resource Management International Digest 15, no. 1 
(2007): 27–29; www.fenmarc.com/general.php.

primary goal of hiring is to identify people who are able to contribute with-
out additional training. Employee turnover can be desirable in some cases 
because it provides a way to make sure that the organization is able to continu-
ally hire people with the most up-to-date skills. Long-term commitments are 
avoided. The relationship between the organization and its employees is weak 
and based on contractual agreements. Employees work because they are paid, 
not necessarily because they are loyal. They usually do not develop a strong 
feeling of attachment to the organization.

A primary strength of the external orientation is flexibility; it allows the 
organization to respond quickly to changing conditions. Workers trained by 
universities or other employers can be quickly added in areas that demand 
new skills. Labor costs are not fixed, and the total number of employees can 
easily be increased or decreased. A primary weakness of this orientation is lack 
of consistency. Employees do not really provide a unique competitive advan-
tage. Employees are essentially shared with other organizations, which makes 
it more difficult to create a rare resource that cannot be imitated.61
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What is the basis for choosing an internal or an external labor orientation? 
Several considerations are important:

 • Will the organization continue to need certain skills and inputs over 
a long period of time? If so, the organization is more likely to find an 
internal orientation useful.

 • Does the organization produce goods and services that require unique 
labor inputs? If so, the organization may not be able to buy the labor 
inputs it needs. Employees must be trained to perform tasks that exist 
only in that organization, so an internal orientation is more appropriate 
than an external one.

 • Does the organization know exactly what it needs employees to do? 
Sometimes an organization is unclear about what it wants from employ-
ees in certain areas. Organizational leaders may know that they need to 
improve a certain area, but they may be unfamiliar with the employee 
skills needed to carry out the improvement. In such cases, an internal 
labor strategy allows the organization to enter into a long-term agree-
ment that enables a new employee to become a committed member of 
the team and change the way some work tasks are completed. In con-
trast, an external labor strategy allows an organization to quickly acquire 
specialized skills that are taught in other places such as universities. 
Organizational leaders know the skills and abilities needed, and they 
also know that current employees are unable to fill the needs. In many 
cases it is easier to hire specialized workers such as computer program-
mers with the latest skills than it is to train them.62

?
CONCEPT CHECK
 1. How does the contingency approach to human resource man-

agement differ from the universalistic approach?
 2. What human resource practices are associated with cost 

reduction strategies? differentiation strategies?
 3. What is the difference between an internal labor orientation 

and an external labor orientation?

As we have just seen, the contingency approach identifies two strategic choices 
underlying an organization’s human resource strategy: whether to focus on 
cost leadership or differentiation and whether to make or buy talent. We can 
combine the four possible results in a grid describing four different forms of 
human resource strategy, as shown in Figure 2.3. Based on the grid, we could 
call these four HR strategies the internal/cost, external/cost, internal/differ-
entiation, and external/differentiation approaches. For ease of reference in 
this book, though, we will call the strategies the Loyal Soldier HR strategy, 
the Bargain Laborer HR strategy, the Committed Expert HR strategy, and the 
Free Agent HR strategy.

What Are Common Human Resource Strategies?

LEARNING OBJECTIVE 4
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A word about these terms is in order before we begin our discussion. The 
strategies we will discuss reflect common differences related to managing peo-
ple at work, but even human resource professionals do not have terms that 
describe these strategic differences clearly. Because the technical terms are 
somewhat awkward and hard to conceptualize, we have developed the descrip-
tive terms just mentioned. We believe these descriptive terms make this text-
book more interesting and easier to read, but you should be aware that the 
terms may not be the exact terms you will hear used in other courses or in 
the business world. So it is important to remember that you may sometimes 
need to explain the meaning of the terms when you talk to others who have 
not read this book. However, using the terms Loyal Soldier, Bargain Laborer, 
Committed Expert, and Free Agent should help you get a clearer picture of 
what we mean when we describe the four different strategies.

INTERNAL/COST HR STRATEGY: 
THE LOYAL SOLDIER
Combining an internal orientation with a cost leadership strategy results in 
what we will call a Loyal Soldier HR strategy. We chose this label because this 
strategy emphasizes hiring and retaining loyal employees who do whatever the 
company asks of them. Organizations with this strategy design work so that 
employees have broad roles and perform a variety of different tasks. People 
are recruited and hired because they fit the organization culture and because 
of their potential to become loyal employees. Efforts are made to satisfy the 
needs of employees and build a strong bond that reduces the like lihood of 
employee turnover. Organizations with this human resource strategy hire 
people early in their careers and provide them with extensive training in a 
number of different skills. Careers often include a number of very different 
positions, with promotions often made into positions that are not closely 
related to previous experiences. Performance appraisals are designed to facili-
tate cooperation rather than competition. Compensation includes long-term 
incentives and benefits and is often linked to the overall performance of the 
organization. Unions, which can help build feelings of unity, are frequently 
observed in these organizations.

Loyal Soldier HR strategy
A human resource strategy that 
combines emphasis on long-
term employees with a focus on 
reducing costs (an internal/cost 
approach).

Figure 2.3 Strategic Framework for Human Resources.
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United Parcel Service (UPS) is a good example of a company with a Loyal 
Soldier HR strategy. UPS’s competitive strategy is to provide low-cost shipping. 
UPS has a strong internal promotion policy. A typical employee enters UPS 
as a part-time worker moving and sorting boxes. As employees work their way 
through the ranks, they may perform several different jobs, such as driver and 
facility manager. The company provides training in a number of areas, with 
an emphasis on teaching the company’s philosophy and policies. Teamwork, 
cooperation, and a strong work ethic are encouraged. Long-term incentives 
are tied specifically to UPS, and over half of the drivers and fulltime employ-
ees own stock in the company. Extensive benefit packages include excellent 
medical and dental plans. The company takes an interest in employees and 
offers wellness programs that encourage physical activity. These programs 
help reduce injuries and absenteeism.63 The end result is a strong bond 
between UPS and its employees. Most employees report a great sense of pride 
in working for UPS. The bottom-line result is that even during difficult eco-
nomic times, UPS has seen profits that are higher than competitors.64

EXTERNAL/COST HR STRATEGY: 
THE BARGAIN LABORER
Combining an external orientation with a cost leadership strategy results in 
a Bargain Laborer HR strategy. The emphasis of this strategy is on obtain-
ing employees who do not demand high wages. Organizations with this strat-
egy design work so that managers can tightly control employee efforts. Each 
employee is given clearly defined tasks that can be learned easily. People 
are recruited and hired to perform simple tasks that do not require clearly 
developed skills. Little attention is paid to meeting the long-term needs of 
employees. Organizations with this human resource strategy do not pro-
vide careers with clear paths for promotion and advancement. Performance 
appraisal focuses on day-to-day feedback and rarely incorporates formal mea-
sures. Training is mostly limited to on-the-job techniques that teach specific 
methods for completing particular tasks. Compensation is frequently based 
on hours worked, and benefits and long-term incentives are minimal. Short-
term employment tends to make unions somewhat rare in organizations that 
pursue cost efficiency through an external labor orientation.

The Bargain Laborer HR strategy is very common for many positions in the 
hotel industry. For instance, a regional hotel located in Phoenix, Arizona, is 
constantly searching for employees to work in jobs such as housekeeping and 
food services. Most people who apply for these jobs are hired. Once hired, 
employees are given minimal on-the-job training that focuses on how to per-
form specific tasks. They are expected to carefully follow their supervisor’s 
instructions. Pay is based on the number of hours worked. Most employees do 
not receive benefits. The hotel’s focus is on reducing labor costs, and employ-
ees who receive better job offers from other companies frequently leave.

INTERNAL/DIFFERENTIATION HR STRATEGY: 
THE COMMITTED EXPERT
Combining an internal orientation with a differentiation strategy results 
in the Committed Expert HR strategy. The primary objective of this strat-
egy is to hire and retain employees who specialize in performing certain 
tasks. Organizations using this strategy design work so that employees have 

Bargain Laborer HR strategy
A human resource strategy that 
combines emphasis on short-
term employees with a focus on 
reducing costs (an external/cost 
approach).

Committed Expert 
HR strategy
A human resource strategy that 
combines emphasis on long-
term employees with a focus 
on producing unique goods 
and services (an internal/ 
differentiation approach).
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a great deal of freedom to innovate and to improve methods of complet-
ing tasks. People are recruited and hired because of their potential fit with 
the organizational culture, as well as their aptitude for becoming experts 
in particular areas. These organizations hire people early in their careers 
and train them to be experts in specific fields, such as accounting or sales. 
Performance appraisals are designed to balance cooperation and competi-
tion among employees. Careers generally include numerous promotions 
into similar jobs with increasing responsibility. Employees receive long-term 
training that helps them develop strong expertise. Compensation is relatively 
high and usually includes a good benefits package that ties employees to the 
organization.

Merck, the pharmaceutical company, employs a Committed Expert HR 
strategy, focusing a great deal of attention on developing employees during 
long careers. When employees enter Merck, they choose a career in research, 
sales and marketing, manufacturing and engineering, finance, or informa-
tion services. They receive extensive training to provide them with the latest 
information and skills in their chosen area of expertise. Many Merck employ-
ees have a mentor who guides their careers and shares important informa-
tion about the organizational culture. Compensation includes base pay and 
bonuses for exceptional performance. Many employees also receive long-term 
incentives, such as stock options. Merck’s human resource practices help sup-
port a culture that stimulates creativity and innovation.65

EXTERNAL/DIFFERENTIATION HR STRATEGY: 
THE FREE AGENT
Combining an external orientation with a differentiation strategy forms what 
we refer to as a Free Agent HR strategy. The main emphasis associated with 
this strategy is hiring people who have critical skills but who are not neces-
sarily expected to remain with the organization for a long period of time. 
Organizations using this strategy design work so that employees have exten-
sive responsibility within specific areas and substantial freedom to decide 
how to go about their work. Long-term commitments are avoided, and no 
efforts are made to encourage strong attachments between employees and 
the organization. People are recruited because they already have the skills 
and experience they need to perform specific jobs. They are not led to expect 
long-term careers in the organization. Higher-level positions are frequently 
given to people from outside the organization. Performance appraisal focuses 
on outcomes and results. Training is rare. Short-term compensation is usually 
high, which is necessary if the organization is to obtain people with top skills. 
Pay is linked specifically to individual performance results. Benefits and long-
term compensation packages, which tie employees to the organization, are 
avoided. We rarely see unions in these organizations.

Free Agent HR strategies are quite common for information technology 
firms. Information technology changes rapidly, and top skills are often in 
short supply. Many companies in information technology offer relatively high 
salaries to get skilled people to leave jobs with competitors. People with in-
demand skills earn high salaries by frequently jumping from one firm to the 
next. At the extreme, many companies hire technology specialists on short-
term contracts.66 As a result of these practices, people working in the field 
of information technology are often more loyal to the profession than to a 
particular company.

Free Agent HR strategy
A human resource strategy that 
combines emphasis on short-
term employees with a focus 
on producing unique goods 
and services (an external/ 
differentiation approach).

c02.indd   61c02.indd   61 07/04/11   7:23 PM07/04/11   7:23 PM



62 Chapter 2 • Making Human Resource Management Strategic

?
CONCEPT CHECK
 1. What two human resource strategies are associated with the 

cost leadership strategy? How do these two HR strategies differ?
 2. What two human resource strategies are associated with the 

differentiation strategy? How do these two HR strategies differ?

The four strategies just outlined provide a general framework for describing 
human resource practices. Of course, most organizations don’t fit perfectly 
into one of the four boxes shown in Figure 2.3. For a majority of organizations, 
human resource practices fall mostly into one of the categories, with some 
practices that don’t exactly fit. Some organizations have a more equal mix of 
two different strategies. In general, however, organizations fall on one contin-
uum from internal to external and another continuum from cost leadership 
to differentiation, which means that they fit somewhere within the framework. 
The four basic categories are therefore useful for illustrating important issues 
and discussing differences across organizations. We will examine many spe-
cific human resource strategies within the framework of the four strategies in 
Chapters 4 through 13. In Chapter 14, we will return to the question of how 
well the practices of actual organizations fit into the four basic strategies.

Recall that the four basic human resource strategies arise from the contin-
gency approach. The core idea of the contingency perspective is the notion 
that human resource strategies are most effective when they match com-
petitive business strategies. Accordingly, organizations with a cost leadership 
competitive strategy are expected to do best when they have either a Bargain 
Laborer or Loyal Soldier HR strategy. Organizations with a competitive busi-
ness strategy of differentiation are expected to do best when they have either 
a Committed Expert or Free Agent HR strategy. How well does research sup-
port these expectations? We answer this question next.

RESEARCH SUPPORTING 
THE CONTINGENCY PERSPECTIVE
The strategic approach to human resource management is relatively new. 
Researchers have only been studying the contingency perspective for the 
last decade or so, which means that there are still a number of things we 
don’t clearly understand. However, preliminary research generally supports 
the notion that organizations are most successful when they take a strategic 
approach to managing people. Research related to the contingency perspec-
tive provides three specific insights.

 1. Many organizations do have human resource strategies that fit their 
 competitive strategies.

 2. Organizations are more successful when they broadly adapt their human 
resource practices to fit their competitive strategies.

How Do Human Resource Strategies Align 
with Competitive Business Strategies?

LEARNING OBJECTIVE 5
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 3. Organizations with a cost leadership or differentiation strategy do perform 
better when they have a matching human resource strategy.

Let’s look more specifically at the research related to each insight.
A starting point for contingency research has been simply to determine 

the percentage of organizations that report matching strategies. For instance, 
research in steel manufacturing mills examined whether plants pursuing a cost 
leadership or differentiation strategy had matching human resource strate-
gies. About 90 percent of the plants with a cost leadership strategy had human 
resource practices consistent with the Bargain Laborer or Loyal Soldier HR 
strategies. About 60 percent of the plants with a competitive business strat-
egy of differentiation had practices consistent with the Committed Expert HR 
strategy.67Other studies have found support for the notion that organizations 
naturally tend to adopt the human resource practices that match their com-
petitive strategies.68 Other factors such as organizational structure and values, 
which correspond with strategy, have also been linked to different approaches 
to human resource management that range from minimizing cost to maximiz-
ing employee commitment.69

The next question is whether organizations with matching strategies really 
have better performance. Although research related to this question does 
not always use the four human resource strategies outlined in Figure 2.3, 
the results are mostly supportive. Firms benefit from having human resource 
practices that support their overall strategy. For instance, law firms with a 
competitive strategy of expanding into new markets, which is consistent with a 
strategy of differentiation, have been shown to perform better when they hire 
and retain highly skilled lawyers.70 Call centers with a competitive strategy of 
customizing responses to customers—also, consistent with differentiation—
perform better when their human resource practices ensure good training 
and high pay.71 Compared to hotels where customers’ service expectations are 
not as high, hotels providing higher levels of service benefit more from good 
hiring, training, and compensation practices.72 Overall, this line of research 
confirms that organizations perform better when they use human resource 
practices that help them secure and motivate employees who have skills that 
match their approaches for providing value to customers.73

The final question is whether organizations with a cost leadership or differ-
entiation strategy perform better when they have matching human resource 
strategies. Research in this area is generally supportive. For instance, a study 
of manufacturing firms found that plants with a differentiation strategy have 
higher performance when their human resource practices include selective 
staffing, comprehensive technical training, and group incentives to ensure 
that employees are well paid. These practices fit with the Committed Expert 
HR strategy. At the same time, manufacturing plants using a cost leadership 
strategy were found to have higher performance when their practices focused 
on ensuring compliance with policies and procedures, consistent with the 
Loyal Soldier HR strategy.74 In another study, organizations in both service 
and manufacturing performed best when they combined a cost leadership 
competitive strategy with a Loyal Soldier HR strategy rather than a human 
resource strategy focused on differentiation. Also, organizations following 
a competitive strategy of differentiation performed best with a Committed 
Expert HR strategy rather than human resource practices associated with a 
cost focus. Employees working in firms with matching competitive and human 
resource strategies were also found to have higher morale.75 An interesting 
example of the benefits that come from matching human resource strategy 
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with competitive strategy in college basketball programs is described in the 
accompanying “How Do We Know?” feature.

PUTTING IT ALL TOGETHER
Although research is still developing, the evidence suggests that organizations 
do better when their human resource strategies fit their competitive strategies. 
As we have seen, these results support the contingency approach to human 
resource strategy. At this point, we can also tie in the more general universal-
istic approach. Recall that this approach suggests that organizations benefit 
from a commitment strategy. The commitment strategy is similar in many ways 
to the internal labor orientation of the contingency approach. Thus, we can 
combine the two approaches and conclude that, although there are important 
exceptions, many organizations improve their long-term success when they 
adopt an internal labor orientation. Organizations using an internal orienta-
tion develop strong bonds with their employees. People are treated as a valu-
able resource that helps the organizations meet the needs of customers.

Given the choice of an internal orientation, the remaining choice concerns 
whether the organization will use a Loyal Soldier or Committed Expert HR 

WHAT MAKES COLLEGE BASKETBALL 
PROGRAMS SUCCESSFUL?
We’ve suggested that an organization is more pro-
ductive when its employees are chosen for char-
acteristics that help the organization achieve its 
competitive strategies. How about athletic teams? 
Are university athletic teams more successful when 
coaches choose players who fit with the culture 
and objectives of the team? Patrick Wright, Dennis 
Smart, and Gary McMahan sought to answer this 
question for basketball teams by obtaining infor-
mation from 143 NCAA basketball programs.

When they asked about the teams’ competi-
tive strategies, they found several variations. Some 
teams had a finesse strategy based on well-designed 
plays and outside shooting; other teams had a 
speed strategy, which included pressure and a fast-
breaking offense; still other teams had a power 
strategy that focused on working for inside, high-
percentage shots. The researchers also asked about 
the type of players that the coaches preferred to 
recruit and the type of players currently in the pro-
gram. They compared this information with mea-
sures of team performance.

Not surprisingly, the study found that coaches 
tried to recruit players who fit with their  competitive 

strategies. Teams won more games in years when 
they had players who allowed the coaches to follow 
their preferred strategies. Programs with players 
who had skills matching the team strategies also 
had higher performance than programs with play-
ers who did not have matching skills.

The Bottom Line. College basketball teams 
are different in many ways from the kinds of busi-
ness organizations we’ve been discussing. Still, we 
can draw several generalizations from this study to 
learn how competitive strategies relate to workers. 
The study supports the view that organizations can 
benefit from seeking to recruit people with skills 
needed to help them achieve their competitive 
strategies. The study also shows that performance 
is highest when people’s skills and abilities match 
the organization’s strategic objectives. The authors 
conclude that there is indeed an important link 
between strategy and human resource practices.

Source: Patrick M. Wright, Dennis L. Smart, and Gary 
C. McMahan, “Matches between Human Resources and 
Strategy among NCAA Basketball Teams,” Academy of 
Management Journal 38 (1995): 1052–1074.

How Do We Know?
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strategy. This choice depends on the competitive business strategy of the orga-
nization. Organizations seeking cost reduction benefit from the Loyal Soldier 
HR strategy, whereas those seeking innovation and creativity benefit from the 
Committed Expert strategy.76 In the chapters that follow, we will explore how 
specific human resource practices differ depending on which strategy is chosen. 
We will also explore practices associated with the external orientation strategies.

?
CONCEPT CHECK
 1. In what ways does research support the contingency 

approach to human resource management?
 2. How does the commitment strategy fit with the contingency 

approach?

  

IN THE MANAGER’S PERSPECTIVE THAT OPENED THE CHAPTER, 
TARA WAS THINKING ABOUT WAYS TO TIE HUMAN RESOURCE 
STRATEGY TO COMPETITIVE BUSINESS STRATEGY. SHE FELT THAT 
HER COMPANY COULD BENEFIT FROM A BETTER STRATEGY FOR 
COMPETING WITH OTHER BUSINESSES. SHE ALSO WANTED TO FIND 
WAYS TO USE HUMAN RESOURCE PRACTICES TO HELP THE ORGANI-
ZATION ACHIEVE ITS STRATEGY. TARA WONDERED WHETHER HER 
EMPHASIS ON EMPLOYEE LOYALTY WAS THE BEST APPROACH FOR 
HER ORGANIZATION. FOLLOWING ARE ANSWERS TO THE WHAT DO 
YOU THINK? QUIZ THAT FOLLOWED THE DESCRIPTION OF TARA’S 
CIRCUMSTANCES. WERE YOU ABLE TO CORRECTLY IDENTIFY THE 
TRUE STATEMENTS? COULD YOU DO BETTER NOW?

1. Having good employees is more important than having 

good production equipment.  TRUE.  Good employees 

are an organizational resource that is rare and difficult 

to imitate.

2. Much of the workforce lacks needed skills, so high- 

quality employees are difficult to find and retain.  TRUE.   
Quality employees represent a critical internal strength 

for organizations, but surveys suggest that companies 

find it difficult to hire and retain enough employees who 

have not only technical skills but also critical thinking 

and communication skills.

3. The most effective way for an organization to compete 

with other organizations is to produce similar goods 

and services at lower prices.   FALSE.  Organizations can 

 compete through either cost reduc-

tion or differentiation. Because 

only one firm can be the true low-

est cost producer, a majority of 

successful organizations adopt a 

differentiation strategy.

4. Organizations are most effective when they develop a 

highly committed workforce.   TRUE.   The commitment 

strategy, which emphasizes treating employees well and 

seeking to retain them, has been linked with higher over-

all productivity for organizations.

5. An organization seeking to produce the highest quality 

products should have different human resource prac-

tices than an organization seeking to produce inex-

pensive products.   TRUE.   The contingency perspective 

focuses on aligning human resource practices with com-

petitive strategies.

Tara’s questions are common to all organizations. 

Organizational leaders must make decisions about how 

they will compete with other organizations that produce 

similar goods and services. The strategy formulation pro-

cess can help guide their decisions. Focusing on either cost 

leadership or differentiation provides them with a way to 

focus on things that customers value. Organizations also 

benefit from ensuring that human resource practices match 

competitive strategies.

  

  

  

  

  

A  M A N A G E R ’ S  P E R S P E C T I V E  R E V I S I T E D
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Business-level strategies determine how an organiza-
tion will compete with other companies that provide 
similar goods and services. One common strategy is 
the cost leadership strategy. Organizations using 
this strategy strive to produce goods and services 
at the lowest possible cost. They usually produce 
basic and standardized products. The key to suc-
cess for these organizations is having employees 
who are more efficient than the employees of other 
organizations.

A strategy is a set of coordinated choices and 
actions. The first step in strategy formulation is 
gathering information from outside and inside 
the organization. Information about the organiza-
tion’s external environment describes opportuni-
ties, which are favorable conditions, and threats, 
which are unfavorable conditions. Demographic 
and cultural trends, economic and political condi-
tions, and technological developments represent 
important threats and opportunities for most orga-
nizations. Information is also gathered about the 
organization’s internal resources and capabilities. 
Areas of high capability are labeled strengths, and 
areas of low capability are labeled weaknesses. A 
strategic set of human resource practices can repre-
sent a valuable and rare strength.

Once information has been gathered, the next 
step is to analyze the information and make deci-
sions. Encouraging a group of decision makers to 
work together can facilitate this process. Members 
of the group should meet often and develop their 
collective intuition. They should also make sure 
that they explore different points of view and 
numerous alternatives. In addition, they should set 
flexible timelines that keep them moving forward 
and making decisions. Minimizing organizational 
politics also facilitates decision making.

SUMMARY

Another common competitive business-level 
strategy is differentiation. Organizations using a dif-
ferentiation strategy strive to produce goods and ser-
vices that are somehow better than those produced 
by competitors. They usually strive to produce 
unique products and to offer exceptional service. 
The key to success for these organizations is having 
employees who do better things than the employees 
of other organizations.

How is strategy formulated?

LEARNING OBJECTIVE 1

Two basic approaches to human resource strategy 
are the universalistic approach and the contingency 
approach. The universalistic approach focuses on 
identifying a set of practices that are beneficial to all 
organizations. This approach has identified a bun-
dle of practices, labeled the commitment strategy, 
that appear to be generally beneficial. Practices in 
the commitment bundle communicate the message 
that management cares about employees. The com-
mitment strategy also helps ensure that employees 
have the training and freedom to pursue important 
job tasks.

The contingency approach seeks to align human 
resource practices with competitive business prac-
tices. One distinction within this approach is a 
focus on cost leadership versus a focus on differ-
entiation. Organizations mainly concerned with 
reducing costs emphasize processes and general 
roles. They carefully prescribe appropriate behav-
iors for performing work. Organizations that focus 
on differentiation are more interested in innova-
tion and quality enhancement. They emphasize 
career development and having good results. 
Another distinction of interest in the contingency 
approach is whether an organization has an inter-
nal or an external labor orientation. Organizations 
with an internal labor orientation seek long-term 
relationships with employees, whereas organiza-
tions with an external labor orientation seek flex-
ibility and do not make long-term commitments to 
employees.

What are basic approaches to human 
resource strategy?

LEARNING OBJECTIVE 3

What are common competitive 
business strategies?

LEARNING OBJECTIVE 2
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Organizations are likely to have human resource 
practices that fit with their competitive business 
strategies. Organizations that effectively recruit, 
select, train, and compensate their employees 
develop an advantage that is hard for other organi-
zations to copy. This advantage is maximized when 
the organization has a clear competitive strategy and 
a matching human resource strategy. Organizations 
whose human resource strategies match their 
competitive strategies do indeed perform better. 
A strategic approach to human resource manage-
ment sees people as an important resource vital 
to organizational effectiveness. Research suggests 
that organizations with a cost leadership competi-
tive strategy excel when they follow a Loyal Soldier 
HR strategy. Similarly, organizations with a differ-
entiation competitive strategy excel when they use a 
Committed Expert strategy.

The dimension of cost versus differentiation can 
be combined with the dimension of internal versus 
external labor orientation. The result is four differ-
ent forms of human resource strategy. Organizations 
using the Loyal Soldier HR strategy focus on devel-
oping long-term relationships with employees and 
encouraging efficiency by having them contribute 
in a number of different roles. Organizations using 
the Bargain Laborer HR strategy also encourage effi-
ciency but do not develop strong relationships with 
employees. Organizations using the Committed 
Expert HR strategy develop long-term relationships 
with employees and encourage them to become 
experts in a particular area. Finally, organizations 
using the Free Agent HR strategy seek employees 
who make short-term contributions in highly spe-
cialized roles.

What are common human resource 
strategies?

LEARNING OBJECTIVE 4

How do human resource strategies align 
with competitive business strategies?

LEARNING OBJECTIVE 5

Bargain Laborer HR strategy 60
Business-level strategy 47
Committed Expert HR strategy 60
Commitment strategy 52
Competitive business strategy 40
Contingency approach 51
Control strategy 52
Corporate-level strategy 47
Cost leadership strategy 47
Differentiation strategy 47
External environment 41
External labor orientation 56

KEY TERMS

Free Agent HR strategy 61
Human resource bundles 52
Human resource strategy 40
Internal labor orientation 56
Loyal Solider HR strategy 59
Opportunities 41
Role 51
Strategy 40
Strengths 42
Threats 41
Universalistic approach 51
Weaknesses 42

DISCUSSION QUESTIONS

 1. Why are effective human resource practices 
often a better competitive resource than 
equipment and buildings?

 2. What are some external opportunities and 
threats that you think organizations will face in 
the next 10 years? What types of organizations 
will benefit most?
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 8. Choose a company where you or someone 
you know works. Which of the four human 
resource strategies do you think is most 
 common in the company?

 9. What are the key elements of the four human 
resource strategies: Loyal Soldier, Bargain 
Laborer, Committed Expert, and Free Agent?

 10. The chapter text pointed out that a majority of 
organizations have a human resource  strategy 
that fits their competitive strategy. What 
should an organization do if the strategies 
don’t match?

 3. Why can groups be more effective than 
 individuals for making decisions?

 4. What are the primary differences between a 
cost leadership and a differentiation strategy?

 5. What are the key elements of the commitment 
strategy from the universalistic approach? Why 
does this approach generally contribute to 
 success for organizations?

 6. What human resource practices might be asso-
ciated with a cost reduction emphasis? What 
practices might be associated with a differen-
tiation emphasis?

 7. What are the strengths and weaknesses of 
internal and external labor orientations?

EXAMPLE CASE United Parcel Service

Of course, every company wants to attract the best people it can. Equally 
important at UPS is attracting people who fit the company culture, which 
encourages high energy, hard work, fairness, inclusiveness, teamwork, and 
sharing the wealth.

Those who work at UPS are more than employees; they’re business part-
ners. Promotions come largely from within the organization. Managers typi-
cally will handle assignments in about a half dozen different functional areas 
of the business during their careers. This employer/employee relationship 
remains relevant in today’s economy, because the nature of UPS’s business 
involves an extraordinary degree of teamwork.

Every business day, UPS moves 13 million packages around the globe. 
In effect, UPS is the world’s conveyor belt for commerce, one that requires 
350,000 employees to work in harmony and with precision. Every day, 85,000 
drivers take responsibility for roughly 6 percent of the nation’s GDP, which is 
delivered from their package cars.

Every day, thousands of decisions must be made by managers in the field 
to keep the conveyor belt moving smoothly—decisions about lost packages, 
transportation schedules, preparations for bad weather, and myriad other 
details. And every day, logistics and financial services people are creatively 
exploring ways for customers to streamline their supply chains to improve 
productivity and service.

Successfully coaching people is also critical to the company’s success. 
Managers must be empathetic to one of the world’s largest and most diverse 
employee workforces. They must be team builders. That takes experience and 
training; it’s not something that can be gotten from a textbook or learned 
overnight.

How does UPS attract and retain such leaders? The answer lies in connec-
tion, the way the company connects to the world. This connection begins with 
the way UPSers connect inside, to each other and, as in any enduring culture, 
to their roots.
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QUESTIONS
 1. How do practices such as internal promotion and assignment of broad job 

duties help UPS achieve its competitive business strategy?
 2. How do the human resource practices at UPS help build teamwork?
 3. Why are training and experience so important at UPS?

Source: Lea Soupata, “Managing Culture for Competitive Advantage at United Parcel Service,” 
Journal of Organizational Excellence 20, no. 3 (2001): 19–26. [Reprinted with permission of John 
Wiley & Sons, Inc.]

Mountain Bank is located in the northwest United States. The bank has four 
major business lines: retail banking, consumer lending, real estate and mortgage 
banking, and corporate banking. Traditionally, Mountain Bank has had a strong 
presence in the retail banking line, with only a limited presence in the other 
lines. However, deregulation in the banking industry has led to mergers and 
acquisitions for Mountain Bank, as well as for several of its competitors.

Retail banking includes traditional banking activities such as providing check-
ing and savings accounts. Mountain Bank currently has about 50 percent of the 
market for retail accounts in its area. Often, however, these accounts are not very 
profitable. Consumer lending encompasses a variety of secured and unsecured 
consumer loans, such as home equity lines of credit, automobile loans, boat 
loans, and card lines of credit. Mountain Bank currently has about 25 percent of 
this market. Real estate and mortgage banking involves obtaining and servicing 
home mortgage loans, which are seen as a stable form of income for most banks. 
Mountain Bank currently has less than 10 percent of this market. Corporate bank-
ing provides services to businesses. Corporate clients are provided with a wide 
variety of basic services, as well as financing for equipment acquisitions and plant 
expansions. These services are often seen as very profitable. However, Mountain 
Bank has a very small presence in the corporate market—less than 5 percent of 
the market, according to current estimates.

Mountain Bank has established a strategy of leveraging its strong retail bank-
ing presence into gains in the real estate and corporate areas. Past experience 
suggests that one of the best methods for achieving this leverage is cross-selling, 
which occurs when tellers and customer service representatives convince custom-
ers with retail accounts to open corporate accounts or to obtain home mortgages 
from Mountain Bank.

Recent studies have found that bank tellers are critical to the success of 
Mountain Bank. In fact, one study found that customers’ experiences with tellers 
is the single most important driver of customer satisfaction. After all, a bank teller 
is often the only person an individual customer has contact with when visiting a 
bank branch. Although fewer tellers are needed every year due to technological 
improvements, tellers are still the heart and soul of a bank.

A typical branch of Mountain Bank has three to seven tellers, depending on 
size and location. Floating tellers (part-timers) are also used to increase the staff 
during lunch hours and pay days. Mountain Bank has traditionally approached 
the teller position as a low-paying, entry-level position. Tellers are frequently 

DISCUSSION CASE Mountain Bank
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 part-time employees. Turnover is quite high, and successful tellers are often 
transferred to customer service positions.

Job Description

Job: Bank Teller

Pay: $14 per hour

Receives and pays out money and keeps records of money and negotiable instruments involved in 

financial transactions. Receives checks and cash for deposit, verifies amount, and examines checks 

for endorsements. Cashes checks and pays out money after verification of signatures and customer 

balances. Enters customers’ transactions into a computer to record transactions and issues computer-

generated receipts. Places holds on accounts for uncollected funds. Orders daily supply of cash and 

counts incoming cash. Balances currency, coin, and checks in cash drawer at end of shift, using 

calculator, and compares totaled amounts with data displayed on computer screen. Explains, promotes, 

and sells products and services, such as traveler’s checks, savings bonds, money orders, and cashier’s 

checks.

QUESTIONS
 1. What competitive business strategy do you recommend for Mountain 

Bank?
 2. Based on the universalistic approach and commitment strategy, what types 

of human resource practices do you recommend for Mountain Bank with 
respect to its tellers?

 3. Which of the four human resource strategies do you recommend for 
Mountain Bank with respect to its tellers? Why?

Explore the websites of several companies. Choose 
at least two companies from the same industry. See 
what you can learn about their competitive strat-
egies. Visit the part of their website that links to 
employment opportunities.

See if you can find answers to the following 
questions:
 1. Does the website clearly identify either a cost or 

a differentiation strategy?
 2. Does the information on the website fit with 

your general beliefs about the company?
 3. Does the website have a portal for selling goods 

or services? If so, does it seem to emphasize 
price or quality features?

 4. What has happened to the stock price of the 
company over the past 10 years?

EXPERIENTIAL 
EXERCISE Explore Company Websites

 5. What types of jobs are advertised in the employ-
ment section of the website?

 6. Does the website emphasize long-term relation-
ships between the organization and employees? 
Does it emphasize training programs?

Based on the information you obtain, do the 
following:
 1. Evaluate how well the websites succeed in com-

municating information.
 2. Determine whether you think each company’s 

competitive strategy and human resource strat-
egy match.

 3. Identify any relationships between strategies 
and stock prices.

 4. Compare and contrast the strategies and practices 
of the companies that are direct competitors.
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Access the companion website to test your knowledge by completing a Mega 
Manufacturing interactive role-playing exercise.
In this exercise, you meet with senior management at Mega and try to convince other 
members of the management team that HR needs to have a “seat at the table” and 
function as a business partner within the company. The CFO, however, expresses the 
opinion that HR is just a “touchy feely” department that adds no legitimate business 
value. Your objective is to gain credibility and show that a strategic approach to HR 
can improve Mega Manufacturing. Based on previous discussions, you have learned 
that Mega believes that its products are better than those of its competitors. You also 
know that the company prefers to hire experienced people who won’t require much 
training. How will you defend the HR function to the CFO and others in the meeting 
who may share the same opinion of HR? •

INTERACTIVE
EXPERIENTIAL EXERCISE

HR Strategy in Action: Selling the HR 
Function at Mega Manufacturing
http://www.wiley.com/college/sc/stewart
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A  M A N A G E R ’ S  P E R S P E C T I V E

ALEX RETURNS TO HIS OFFICE AFTER MEETING 
WITH JASMINE, ONE OF HIS MOST VALUED TEAM 
MEMBERS. JASMINE JUST INFORMED ALEX THAT 
SHE WILL BE MAKING A FORMAL CLAIM OF SEXUAL 
HARASSMENT. BOB, A MEMBER OF THE SAME MAN-
UFACTURING TEAM AS JASMINE—THE RED TEAM—
HAS REPEATEDLY BEEN MAKING SEXUAL COMMENTS 
THAT CAUSE JASMINE TO FEEL UNCOMFORTABLE. 
JASMINE MENTIONED THIS TO ALEX A FEW WEEKS 
AGO, BUT ALEX HOPED THE ISSUE WOULD JUST GO 
AWAY. NOW HE IS WORRIED THAT HIS RESPONSE 
WAS NOT WHAT IT SHOULD HAVE BEEN. TODAY 
HE ASSURED JASMINE THAT HE WOULD SEE TO IT 
THAT THERE WAS NO RETALIATON FOR MAKING A 
HARASSMENT CLAIM. HOWEVER, ALEX WONDERS IF 
THINGS WOULD HAVE GOTTEN THIS BAD IF HE HAD 
STEPPED IN SOONER. 

Alex knows that he should have tried to help 
resolve Jasmine’s concern. Yet, he is unclear whether 
the company is responsible for Bob’s actions. Does 
he as a supervisor have a responsibility to reprimand 
Bob for making sexual comments? Are there laws 

that protect people from 
 having to work in envi-
ronments that make them 
uncomfortable? Is there 
real harm as long as Bob 
is not physically touching Jasmine? 

As Alex thinks about legal issues, he remembers 
seeing an accident report for the blue team. Tim, one 
of the team members, received an injury while 
cleaning a piece of equipment. He tried a shortcut 
procedure that was not approved by company policy. 
In the accident report, however, Tim stated that he 
did not know there was a specific policy about how 
the equipment was to be cleaned. Tim will probably 
not be able to work for the next two weeks. Is the 
company required to pay him for the work he misses 
during the two weeks? Is the company responsible 
for the medical bills? After talking to Jasmine, Alex is 
now wondering if Tim might sue the company.

Alex also remembers a story he recently saw on 
the morning news. A nearby company is having 
legal difficulties because minority workers are not 
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being promoted. Alex thinks about his company 
and realizes that there are very few employees 
who are racial minorities. He wonders if having a 
more diverse workforce would be helpful. Since he 
personally thinks diversity might be good, Alex 
also wonders what he could do to better promote 
diversity. What could he do to better enhance work 
opportunities for groups of people that have not 
historically been hired? 

Of all the things he has faced as a supervi-
sor, Alex realizes that legal issues are the things 
he fears most. What are his responsibilities? He 
remembers receiving some training when he was 
promoted from the line. It seemed like common 
sense at the time. But maybe he should review the 
material now that he has gained experience to help 
him understand what things are really important.

WHAT DO YOU THINK?
Suppose you are having a conversation with Alex. He is 
trying to remember the training he received and makes the 
following statements. Which of the statements do you think 
are true?

People who are victims of sexual harass-
ment can sue the person who harassed 
them but not the company.

Companies must hire minority workers 
even when they are not as qualified as 
other people who are applying for the 
same job.

A company can have legal problems when 
it doesn’t hire enough women, even if it 
treats men and women the same.

Men and women must be paid the same 
when they perform the same job.

Employees have a right to know about any 
hazardous chemicals they are exposed to 
at work.

?

T OR F

T OR FT OR F

T OR F

T OR F

T OR F
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People sometimes criticize human resource departments for being too con-
cerned about following laws. However, a major part of the employee advocate 
role is ensuring that people are treated fairly. The human resource function 
can provide important guidance for treating employees fairly and helping 
organizations comply with laws. Complying with laws, in turn, can save organi-
zations a great deal of money—money they would have to spend to fight legal 
accusations or to try to repair damaged reputations.

The importance of fulfilling legal responsibilities often becomes appar-
ent only when things go wrong. Consider that many well-known companies 
have faced lawsuits over employment discrimination. Most of these cases have 
been settled outside of legal courts, but a substantial amount of money is usu-
ally spent defending and settling claims. Some of the most widely publicized 
and expensive examples of discrimination settlements include those made by 
State Farm Insurance, Coca-Cola, Texaco, Shoney’s, and Home Depot. Some 
of these high-profile cases involved alleged sex discrimination. For instance, 
State Farm paid $240 million to settle a case brought by 800 women employ-
ees. Home Depot took a charge of $104 million to settle claims that women 
were denied jobs and promotions. Other cases involve allegations of racial 
discrimination. Settling racial lawsuits cost Texaco $176 million, Coca-Cola 
$192 million, and Shoney’s $132 million.1

In 2001, six former and current employees filed a large discrimination case 
against Walmart. These unhappy employees claimed that Walmart denied 
women equal pay and opportunities for promotion. The case, however, 
became a major story in 2004 and again in 2007 when judges ruled that it 
could proceed as a class-action suit. In fact, the case continued into 2010 with 
the parties still arguing about the appropriateness of the decision to allow a 
class-action suit. This as an important issue, because class-action status means 
that anyone who might have been harmed by Walmart’s alleged actions—in 
this case, women applying for jobs or working at Walmart after December of 

After reading this chapter you should be able to:

Explain how Title VII of the Civil Rights Act of 1964 and its amendment by the Civil 
Rights Act of 1991 protect workers against discrimination.

Describe how major laws such as the Age Discrimination in Employment Act, the 
Americans with Disabilities Act, the Equal Pay Act, and the Family and Medical Leave 
Act protect workers.

Describe different methods for increasing workplace diversity, including opportunity 
enhancement, equal opportunity, tiebreak, and preferential treatment. 

Explain the laws and practices concerning employee safety, including (a) the 
Occupational Safety and Health Act and (b) workers’ compensation.

Describe specific practices that can help an organization comply with legal guidelines 
and promote good health and safety practices.

LEARNING OBJECTIVE 1

LEARNING OBJECTIVE 2

LEARNING OBJECTIVE 3

LEARNING OBJECTIVE 4

LEARNING OBJECTIVE 5

L E A R N I N G  O B J E C T I V E S

Why Is It Important to Understand 
Legal and Safety Issues?
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1998—could choose to join forces and be represented together in the case. 
Estimates suggest that as many as 1.6 million women could ultimately be 
involved. Some early estimates placed the possible cost of defending and set-
tling the case as high as $8 billion.2 A different lawsuit alleging racial discrimi-
nation for truck drivers was settled in 2009 for $17.5 million.

The women and their attorneys used a number of statistics to make their 
case. For instance, they pointed out that women make up over two-thirds of 
the hourly workers at Walmart but only about one-third of the managers. They 
also argued that men earn promotions to assistant manager in less than three 
years, but it takes women over four years to earn similar promotions. They 
claimed payroll records show that women doing hourly jobs take home over 
$1,000 less each year than men doing comparable jobs; for women managers, 
the difference is said to be over $14,000. The judge who allowed the class-
action suit determined that these statistics were enough evidence of potential 
discrimination for a lawsuit to go forward.3

Walmart spokespersons denied the allegations. They argued that fewer 
women than men apply for promotions and that pay differences were the 
result of women not performing the same jobs as men. Walmart also embarked 
on a proactive campaign to address its employment practices. The company 
says that it has established a number of programs to advance the causes of 
women. It recently evaluated and restructured its pay scales, and it now posts 
job openings through an electronic system. In addition, the CEO announced 
a more affordable health plan, and executives now receive bonuses for meet-
ing diversity goals.4

The company also mounted a national television campaign that aggres-
sively publicized the millions of dollars Walmart gives to community organiza-
tions and featured long-time employees describing the benefits of working at 
Walmart. Walmart also created a website to tell its side of the story. All these 
measures may help Walmart to successfully defend itself, but the cost will have 
been very high. In the end, it seems safe to conclude that Walmart would pre-
fer that the legal action had never begun.5

RESPONDING TO 
DISCRIMINATION CLAIMS

Walmart, Coca-Cola, State Farm Insurance, and 
other large employers have learned the impor-
tance of preventing and quickly responding to 
allegations of discrimination. Organizations 
accomplish these goals by
 • Developing and enforcing clear policies against discrimination.
 • Adopting programs that provide employment opportunities for 

groups that have been historically disadvantaged.
 • Using advertising and public relations campaigns to improve the 

image of their company as a desirable place to work.

Building Strength 
Through HR

c03.indd   77c03.indd   77 07/04/11   7:24 PM07/04/11   7:24 PM



78 Chapter 3 • Ensuring Equal Employment Opportunity and Safety  

Of course, there are no magic methods for ensuring that at least some 
employees will not feel they are victims of discrimination. But being famil-
iar with employment laws reduces the likelihood of facing discrimination 
charges. Thus, an important part of effective human resource management is 
knowing the laws and then teaching managers and others involved in person-
nel decisions how to comply with legal requirements.

Common Protected Classes

Race Sex
National/

Ethnic Origin Color Age Religion Disability
Political
Opinion

Sexual
Orientation

Marital/
Family Status

Canada X X X X X X X X X

Chile X X X X X X X X

Germany X X X X X X

India X X

Italy X X X X X X X

Japan X X X X X X

Kenya X X X X X X X

Korea X X X X X X X X X X

South Africa X X X X X X X X X X

Spain X X X X X X X X X

Taiwan X X X X X X X

United Kingdom X X X X X X X

United States X X X X X X X

Figure 3.1 Protected Classes of Employees in Various Countries. Source: Adapted from Brett Myors et al., “Industrial 
and Organizational Psychology,” 1 (2008): 231.

Who is protected from discrimination? The cases mentioned so far have dealt 
with racial and sexual discrimination. But what happens if a company has 
a policy prohibiting employees from having long hair? What about a policy 
against wearing a nose ring? Can a company have a policy against hiring col-
lege students?

Although there seem to be laws to protect everyone, in reality federal laws 
in the United States only protect a few specific groups of people. In most 
cases, people can only claim discrimination based on immutable character-
istics, that is, traits they cannot reasonably change if they really want a job. 
Immutable characteristics usually include sex, race, age, and religion. Specific 
laws have been enacted to protect people in each of these categories from dis-
crimination. Laws to protect people with certain characteristics are not con-
fined to the United States. Figure 3.1 shows protected classes of employees in 
a number of different countries.

In the United States the Constitution and its amendments provide peo-
ple with some assurance that they will be treated fairly. However, protection 

Immutable characteristics
Personal characteristics that 
cannot reasonably be changed, 
such as race and sex.

What Is the Main Law Relating to Discrimination 
and Employment?

LEARNING OBJECTIVE 1
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from discrimination comes primarily from specific laws, most of which were 
enacted in the last 50 years. Table 3.1 presents an overview of major federal 
laws related to discrimination and employment. States and even cities have 
acts that provide additional protection in many cases. For instance, most states 
have laws against discrimination based on marital status, and a number of 
states prohibit discrimination based on sexual orientation.6 These state laws 
can provide additional guidelines, but they cannot conflict with the concepts 
set forth by federal acts. If a state law does conflict with a federal law, the fed-
eral law rules.

In the realm of employment and discrimination, one law is the basis for a 
majority of legal issues. That law is Title VII of the Civil Rights Act of 1964. We 
discuss Title VII in this section, along with an amendment known as the Civil 
Rights Act of 1991.

TITLE VII OF THE CIVIL RIGHTS ACT OF 1964
The most important law affecting human resource practices, the Civil Rights 
Act of 1964,7 was passed by Congress and signed into law as a result of the 
civil rights movement of the 1960s, which sought to end racial discrimina-
tion. Being a law passed by the U.S. Congress, the Civil Rights Act of 1964 is 
of course a federal law. The part of the act that specifically applies to equal 
opportunity in employment is Title VII. Thus, people working in human 
resources often refer to the Civil Rights Act of 1964 simply as Title VII.

Given that it was passed as part of a larger effort to end racial discrimi-
nation, it seems obvious that Title VII should protect the interests of racial 
minorities. It does more than that, however. Title VII provides protection to 
people based on five specific traits: race, color, national origin, religion, and 
sex. Title VII was written to protect people of all races, colors, national origins, 
religions, and of either gender. In practice, however, the law is usually applied 
for the protection of people who have been historically disadvantaged. This 
most often includes women and members of minority racial groups. These 
groups are referred to as protected classes, because they represent a collec-
tion of individuals specifically protected from discrimination by the wording 
and intent of Title VII.

Most, but not all, companies are required to comply with Title VII. When 
the Civil Rights Act was originally passed in 1964, lawmakers were concerned 
that it would place an unreasonable burden on small employers who did 
not have enough resources to make sure they were in compliance. The law 
was thus limited to companies with 25 or more employees. It has since been 

Title VII
The portion of the Civil Rights 
Act of 1964 that focuses 
specifically on employment 
discrimination.

Protected classes
Groups of people, such as racial 
minorities and women, who are 
protected against discrimination 
by law.

Law Protection Based On

Title VII of Civil Rights Act of 1964 Race, color, national origin, religion, sex

Civil Rights of 1991 Race, color, national origin, religion, sex

Age Discrimination in Employment Act Age (people over 40)

Americans with Disabilities Act Physical and mental disability

Equal Pay Act Sex

Family and Medical Leave Act Illness and parental status

Executive Order 11246 Race and sex

Table 3.1 Major U.S. Employment Laws
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amended to exclude only companies with fewer than 15 employees. Another 
exemption is religious institutions. Churches are not required to comply with 
the guidelines of Title VII. Even with these exceptions, however, Title VII cov-
ers almost all employees who work for either private or public organizations. 
Furthermore, in cases of exemption, state laws often provide the same protec-
tion as Title VII. Thus, a company that has too few employees to come under 
federal Title VII may still have to comply with a similar state law.

A major part of Title VII was creation of the Equal Employment Opportunity 
Commission (EEOC). The EEOC is a federal agency in charge of administra-
tive and judicial enforcement of federal civil rights laws. The commission is led 
by five commissioners who are appointed by the president of the United States. 
The president also appoints a general counsel who conducts and oversees liti-
gation. A large number of people work under the direction of these leaders in 
regional offices. An individual who feels that he or she has been the victim of 
employment discrimination can file a complaint with the EEOC. EEOC staff 
members research the claim and try to help resolve the complaint. Where the 
complaint cannot be resolved, the EEOC can sometimes take the case to court, 
where it proceeds with a lawsuit on behalf of the alleged victim or victims.

In a broad sense, Title VII protects people from discrimination. 
Discrimination in the context of employment occurs when not all people are 
given the same opportunity for employment and promotions. In this sense, 
Title VII requires equal employment opportunity, meaning that people 
should be given an equal chance to obtain employment regardless of their 
race, color, national origin, gender, or religion. Specifically, Title VII offers 
protection from three distinct types of discrimination: disparate treatment, 
adverse impact, and harassment.

Disparate Treatment
What happens when a restaurant decides to hire women but not men to serve 
food? Is it fair to make being female a requirement for doing the job? Does it 
violate Title VII? What if the restaurant is trying to differentiate itself by pro-
viding a certain type of atmosphere? Should the government step in and help 
men who want to work as servers? These issues were hotly debated a number 
of years ago when a lawsuit was filed against the Hooters restaurant chain. 
Hooters has a company policy of having food served by women dressed in 
shorts and small T-shirts. The company openly denies men the opportunity 
to apply for server positions. A few men who wanted to work as servers com-
plained to the EEOC, which brought legal action against Hooters. The case was 
eventually settled out of court, but it illustrates an important legal principle.8

Having a policy against hiring men is an example of disparate treatment, 
which is the specific practice of treating certain types of people differently 
than others. In the Hooters case, men were treated differently than women. A 
more common example might be asking some people but not others certain 
interview questions. For instance, suppose that an interviewer asks women 
applicants if they have childcare arrangements that will enable them to be 
available to work when scheduled. If the interviewer does not ask the same 
question of men, disparate treatment has taken place. Holding women to a dif-
ferent standard than men is disparate treatment. Another example is requir-
ing job applicants from a certain racial group to pass a problem-solving test 
when no such requirement is in place for people from other racial groups. In 
most cases, Title VII prohibits disparate treatment. There are, however, some 
instances in which disparate treatment is allowed.

Equal Employment Opportunity 
Commission (EEOC)
A federal agency with 
responsibility to oversee, 
investigate, and litigate claims 
of employment discrimination.

Discrimination
In the context of employment, 
unfair treatment that occurs 
when people from particular 
groups are not given the same 
employment opportunities as 
people in other groups.

Equal employment 
opportunity
Absence of discrimination in 
the workplace; the condition 
in which people have an equal 
chance for desirable employment 
regardless of belonging to a 
certain race, gender, or other 
group.

Disparate treatment
The practice of treating job 
applicants and employees 
differently based on race, 
gender, or some other group 
characteristic.
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Suppose, for example, that a prison system that houses men wants to hire 
only male guards. Should the prison be allowed to refuse applications from 
women? One reason an exclusion might be allowed is that the presence of 
women to guard convicted rapists could create a dangerous situation for 
the women guards, the prisoners, and other male guards.9 In this case, Title 
VII may allow men and women job applicants to be treated differently. The 
entertainment industry provides another example. Only males might be given 
the opportunity to perform male roles in theater productions, and only 
females might perform female roles. In both cases, being one gender rather 
than the other is seen as a bona fide occupational qualification (BFOQ). The 
idea of a BFOQ usually applies to gender—and in some cases religion—and 
means that it is reasonable to assume that only a person with that particular 
characteristic can do the job.

Let’s return to the Hooters case, which, as noted, was settled before it actu-
ally went to court. The settlement required the restaurant to give men an 
opportunity to work in a different job that was seen as being similar to the 
waitress position.10 Had a trial been conducted, a central issue would have 
been the type of job being performed. If the job was simply to serve food, then 
the restaurant would most likely be in violation of Title VII. It’s difficult to 
think of a good reason why men could not serve food. In contrast, if the job 
was to provide a particular form of sex entertainment, then BFOQ would be 
a possible defense for not hiring men. No man could provide the particular 
type of entertainment Hooters required. Examples of BFOQ are rare. In most 
cases as noted, disparate treatment is a violation of Title VII.

What can a company do to protect itself against claims of disparate treatment? 
In most cases, it must ensure consistent treatment for all employees. Company 
policies and practices should treat everyone the same. Fair treatment has other 
benefits as well. Treating people differently because of their race, sex, or reli-
gion is not only illegal but also reduces motivation. People are less likely to work 
hard when they see themselves or others being treated in unfavorable ways.11

Adverse Impact
What would happen if your professor decided to base grades on students’ 
height? On average women would receive lower grades than men. Such an 
act might seem unfair, but it would not be disparate treatment. Grades for 
men and women would be based on the same thing: height. Nevertheless, 
basing grades on height would create unequal results for men and women. 
Discrimination of this sort is called adverse impact discrimination. Adverse 
impact is subtler than disparate treatment and occurs when a company’s poli-
cies treat all applicants the same but result in different employment opportu-
nities for different groups.

An example of adverse impact occurred years ago when airlines had 
height requirements for flight attendants. Everyone had to meet a certain 
standard of height, so all applicants were treated the same. However, using 
height to make selection decisions had the effect of screening out most Asian 
applicants. Another example occurred approximately 40 years ago when a 
power company began to require laborers to have a high school diploma.12 
Educational opportunities were not the same for members of different races. 
As a result of requiring a diploma, the power company hired a very small 
 number of  minority applicants. There was no disparate treatment, as everyone 
was required to have a diploma. Yet requiring a diploma had the effect of 
screening out a greater proportion of minority applicants.

Bona fide occupational 
qualification (BFOQ)
Characteristic of members of a 
specific group that is necessary 
to perform a certain job.

Adverse impact
Discrimination that results from 
employer practices that are not 
discriminatory on their face but 
have a discriminatory effect.
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Although disparate treatment is normally a violation of Title VII, the legal-
ity of adverse impact is less clear. The very purpose of employee selection is to 
separate people so that those who are less qualified are not hired. Problems 
arise when certain groups are screened out at a higher rate than others. Still, 
screening out more people from some groups than others isn’t by itself neces-
sarily a violation of Title VII.

An important key is whether the selection method accurately identifies 
people who can do the job better. Companies do not violate the law when 
they hire fewer applicants from a protected class if they use appropriate meth-
ods to make hiring decisions. A common defense for adverse impact is thus 
validity. Validity is shown when the measures used to select employees provide 
assessments that accurately identify the people most likely to succeed.

Potential victims of discrimination are usually unable to determine whether 
a company’s selection methods are valid. The courts have thus placed the bur-
den of proof in adverse impact cases on the company. The potential victim 
of discrimination must simply show that members of the protected class are 
hired, promoted, or laid off at a different rate than others. For example, the 
potential victim might show that the company hires a larger percentage of 
men than women. The burden of proof would then shift to the company to 
demonstrate that its selection procedures are valid—that is, that the proce-
dures identify the people who are best able to do the job.13

Note, too, that the courts have not required companies to employ exactly 
the same proportion of people from all categories. Rather, they have adopted 
the four-fifths rule. This rule is violated when the percentage of people 
selected from one group is less than 80 percent of the percentage of peo-
ple selected from the best-represented group. For instance, suppose a com-
pany selects 50 percent of male applicants but selects less than 40 percent 
( four-fifths of 50 percent) of female applicants. Under the four-fifths rule, a 
potential victim of adverse impact discrimination would simply need to show 
that the company selects people from the protected class at this lower rate. 
That doesn’t necessarily mean the company is in violation of Title VII. It does 
mean that the burden of proof falls to the company, which is required to dem-
onstrate the validity of its selection procedures. The typical legal proceedings 
in adverse impact cases are shown in Figure 3.2.

Validity
The quality of being justifiable. 
To be valid, a method of 
selecting employee must 
accurately predict who will 
perform the job well.

Four-fifths rule
Evidence of adverse impact 
that occurs when the hiring 
rate of one group is less than 
80 percent of the hiring rate of 
another group.

Figure 3.2 Adverse Impact Case Proceedings.

Step 1: Plaintiff Demonstrates Unequal Hiring Practices
• Plaintiff (applicant) uses evidence to show that the 4/5ths rule is violated
• This demonstrates that a greater proportion of job applicants is being hired
  from the majority group than from minority groups

Step 3: Plaintiff Shows Alternative Procedures
• Plaintiff (applicant) can try to show that there are other methods available for
  selecting employees which are equally good but that do not result in adverse
  impact

Step 2: Company Defends Validity of Practices
• Defendant (company) tries to show that it has selection practices that accurately
  identify people who are likely to succeed on the job. In essence, the selection
  process is demonstrated to correspond with performance
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The example in the “How Do We Know?” feature describes how com-
panies that use good human resource practices are less likely to be seen as 
discriminatory. The potential value of effective HR is illustrated by the case 
mentioned earlier in which laborers were required to have a high school 
diploma clearly illustrates the purposes and procedures associated with 
adverse impact. The company, Duke Power, established the policy near the 
time that Title VII was passed into law. Because of the policy, many minority 
group members were barred from applying for a position they desired. These 
people believed that requiring a diploma was nothing more than a pretext; 
in their view, the company’s real goal was to avoid hiring members of the 
minority group. They produced statistics showing that only a small percent-
age of people from their protected class were hired, even though a large 
percentage of white applicants were hired. The burden of proof then shifted, 
and the power company was required to demonstrate that having a diploma 
was indeed necessary to successfully perform the job. When the company was 
unable to show an adequate link between having a diploma and job perfor-
mance, the case was decided in favor of the minority applicants.

DO COURTS GIVE COMPANIES CREDIT FOR GOOD HR PRACTICES?
What can a company do to reduce the chances of 
being found guilty of discrimination? Does it help 
to follow good human resource practices? Maury 
Buster, Philip Roth, and Philip Bobko answer 
this question in a study that describes a scientific 
method for ensuring that hiring practices are 
related to job performance.

The process these researchers describe is used 
to determine the minimum qualifications for jobs. 
Minimum qualifications often include certain edu-
cational degrees and job experience. Such require-
ments are common, but an important question is 
whether they are really necessary. The researchers’ 
process for linking minimum qualifications to job 
performance involves obtaining expert ratings and 
includes three steps.

 1. People currently doing the job and their 
supervisors generate statements of minimum 
qualifications.

 2. These statements are placed into a questionnaire, 
and experts in the field rate each potential 
statement with respect to whether the qualifica-
tions it describes are truly necessary for a mini-
mally acceptable candidate on the first day of 
the job.

 3. The statements rated most favorably are then 
used in determining minimum qualifications 
for job applicants.

The three-step procedure was used to develop 
minimum qualifications for an engineering 
position. The problem was that use of the quali-
fications resulted in adverse impact—fewer 
members of some minority groups were hired. 
When the case went before a federal court, 
however, the court accepted the three-step pro-
cess as an appropriate method for determining 
whether minimum qualifications for education 
and experience were necessary.

The Bottom Line. Federal courts do indeed 
look favorably on the use of scientific practices to 
show that hiring methods result in choosing the 
most qualified applicants. Professor Buster and col-
leagues conclude that scientific principles can be 
used to develop selection methods that properly 
screen applicants, even when adverse impact exists.

Source: Maury A. Buster, Philip L. Roth, and Philip 
Bobko, “A Process for Content Validation of Education 
and Experienced-Based Minimum Qualifications: An 
Approach Resulting in Federal Court Approval,” Personnel 
Psychology 58 (2005): 771–799.

How Do We Know?
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Duke Power could have benefitted from better development of employee 
selection practices. The most critical practice is to make sure a company uses 
valid  methods to select employees. The results of tests, interviews, and other 
measures must be linked to differences in job performance, as described in 
Chapter 6. Employers with good human resource practices not only treat 
employees better but are also able to better defend themselves against claims 
of discrimination.

The legal requirement of showing a relationship between selection prac-
tices and job performance is consistent with actions that increase profitability. 
Why incur the effort and expense of testing and evaluating job applicants if 
the measures do not provide information that helps make better selection 
decisions? A company that doesn’t check to make sure its selection proce-
dures accurately identify the applicants most likely to succeed on the job may 
be wasting its resources as well as unfairly discriminating against applicants 
from protected classes.

Harassment
What if you are required to work with someone who says and does things that 
make you uncomfortable? Do you have the right to ask that person to stop? 
Can you require the company to create an environment that is less harmful to 
you? These questions get at the notion of harassment, which occurs when an 
employee is persistently annoyed or alarmed by the improper words or actions 
of other people in the workplace, such as supervisors or coworkers.

Whether harassment is illegal depends on what the person who  bothers you 
is saying and doing. In terms of Title VII, harassment is illegal if the harassing 
behavior is related to any of the five protected classes. Most cases of harass-
ment, however, involve behavior directed at an employee because of his or her 
gender. This kind of harassment is known as sexual  harassment. According 
to the EEOC, which monitors compliance with Title VII, “Unwelcome  sexual 
advances, requests for sexual favors, and other verbal or physical conduct of 
a sexual nature constitute sexual harassment when (1) submission to such 
conduct is made either explicitly or implicitly a term or condition of an 
individual’s employment, (2) submission to or rejection of such conduct by 
an individual is used as the basis for employment decisions affecting such 
 individual, or (3) such conduct has the purpose or effect of unreasonably 
interfering with an individual’s work performance or creating an intimidat-
ing, hostile, or offensive working environment.”14 Because sexual harassment 
has received a great deal of attention and is the kind most commonly dis-
cussed, we’ll focus on it here. Table 3.2 provides a list of specific guidelines for 
dealing with sexual harassment.

The courts have defined two types of sexual harassment. One type is quid 
pro quo (literally, “something for something”) sexual harassment, which 
occurs when an employee is told that continued employment or advancement 
depends on sexual favors. This type of harassment occurs, for example, if a 
supervisor informs an employee that she will be promoted only if she engages 
in sexual activities with him. Quid pro quo sexual harassment is fairly straight-
forward. It is illegal to make employment consequences dependent on sexual 
favors. Even a single quid pro quo statement by a supervisor is enough to war-
rant a sexual harassment action under Title VII.

Quid pro quo harassment can also affect employees who are not directly 
propositioned. For instance, suppose two people are competing for a promo-
tion and one engages in sexual activities with the supervisor in order to obtain 
the position. Does this constitute harassment for the employee who did not 

Harassment
In the workplace, improper 
actions or words of coworkers 
that cause an employee to feel 
persistently annoyed or alarmed.

Sexual harassment
In the workplace, improper 
words or actions that are sexual 
in nature or that are directed 
toward workers of a specific sex 
or sexual orientation.

Quid pro quo
In the context of sexual 
harassment, a form of 
harassment that makes 
continued employment and 
advancement contingent upon 
sexual favors.
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receive the promotion? The courts have ruled that it does. An employee who 
does not receive a promotion may be a victim of harassment if he or she can 
show that the person who did receive the promotion received it as the result 
of a sexual relationship.15

The second type of sexual harassment is labeled hostile environment 
harassment. This type of harassment occurs when comments or behavior in 
the workplace have the purpose or effect of unreasonably interfering with an 
individual’s work performance or creating an intimidating, hostile, or offen-
sive working environment. For example, continually subjecting a woman (or 
a man) to unwelcome sexual remarks can create a hostile environment. The 
person making the remarks need not be a supervisor.

An important issue in harassment cases has been whether the company 
should be liable for the actions of an employee or supervisor who has engaged 
in harassment. Some early court rulings suggested that only the individuals 
doing the harassing would be accountable. However, a number of harassment 
cases made their way to the Supreme Court, which clearly established that 
organizations are indeed liable for the actions of their employees.16 If the 
organization knows or should have known about the harassment, then the 
victim of harassment can look to the company to pay damages.

Most people would agree that continually asking someone for sexual favors 
or improperly touching someone represents harassment, but the effects of 
other actions are less clear. What if male workers place pictures of nude 
women in the workplace? What if men tease women in a way that doesn’t 
seem offensive to them but does seem offensive to the women? In these cases, 
it is sometimes difficult to determine whether actions represent violations of 
Title VII. A single isolated comment would not normally be enough to show a 
pattern of hostility. However, repeated comments and unwelcome requests do 
constitute harassment. Behavior that makes others feel uncomfortable is gen-
erally forbidden. In short, actions and comments become harassment when 
a reasonable person would interpret them as harassment. Victims need not 
show that the comments and actions make them completely incapable of per-
forming their jobs, but only that the environment had a negative impact on 
their psychological well-being.17

Sexual harassment has been linked to a number of undesirable out-
comes. Individuals who are harassed report decreased physical and mental 
health. They also have lower job satisfaction and are more likely to avoid 
tasks, be absent, and quit. Work groups where harassment occurs are also 
less  productive.18 Individuals and organizations can thus benefit greatly 
from organizational policies and practices that stop harassment. What can 
a company do to keep harassment from occurring? As explained in the 

Hostile environment 
In the context of sexual 
harassment, a form of 
harassment that occurs when 
employees create an offensive 
environment in the workplace 
that interferes with an 
individual’s ability to perform 
work duties.

Define harassment and affirmatively express company disapproval of harassing actions.

Clearly define the sanctions and penalties for violation of the harassment policy.

Inform employees of their legal rights, including how to make an EEOC claim.

Establish a grievance procedure that is sensitive to the rights of all parties.

Widely communicate the plan and rapidly investigate and resolve complaints.

Source: Adapted from Arthur Gutman, EEO Law and Personnel Practices, 2nd ed. (Thousand 
Oaks, CA: Sage, 2000), p. 126. [Reprinted with permission.]

Table 3.2 Sexual Harassment Guidelines
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“How Do We Know?” feature, not all employees are equally likely to unfairly 
discriminate. More important, organizations can do things to reduce discrimi-
nation. Sexual harassment is less likely to occur when an organization has a 
climate of respect. Such a climate can be facilitated by formal procedures that 
provide guidelines for appropriate behavior, as well as channels for report-
ing harassment without fear of retaliation. Education can also help prevent 
 harassment.19 Most organizations have thus outlined specific procedures 
for making sure that no unwanted sexual and racial comments and behav-
ior occur in the workplace. Formal policies concerning harassment, as well 
as  formal channels to communicate allegations of harassment, are important 
for demonstrating that the organization is taking reasonable care to eliminate 
unwanted behavior. Companies must also aggressively act when allegations 
are made. The accompanying “Technology in HR” feature describes how 
organizations are managing internet and email use.

THE CIVIL RIGHTS ACT OF 1991
The Civil Rights Act of 1991 created some important extensions of Title VII.20 
One significant issue concerned shifting of the burden of proof to companies 
accused of adverse impact discrimination. Normally, the burden of proof in a 

WHO IS MOST LIKELY TO UNFAIRLY DISCRIMINATE?
When is unfair discrimination most likely to occur? 
Most of us think that some people are more likely 
than others to discriminate against women and 
minorities. We also think that discrimination is 
more likely in some circumstances than others. 
But who is most likely to discriminate, and when? 
A study by Jonathan Ziegert and Paul Hanges pro-
vides answers to these questions.

The researchers asked 103 undergraduate stu-
dents to complete a number of measurement 
scales. One scale measured their implicit racial 
attitudes, which are attitudes and ingrained beliefs 
about race. Students also provided a measure of 
their motivation to control prejudice. People with 
higher motivation seek to hide their prejudices. 
About a month after completing these measures, 
students completed an exercise that asked them 
to evaluate potential job applicants. Some of the 
applicants were members of racial minorities. 
Students were also told to assume that they were 
working for a boss with certain preferences about 
hiring minority workers.

Students gave lower evaluations to minority job 
candidates when they were told that their supposed 

boss preferred not to hire members of the minority 
group. This negative bias against recommending 
minority job candidates was highest for people with 
an implicitly negative attitude toward minorities. 
Students who were implicitly biased but were also 
motivated to control their prejudice were not as 
likely to give lower evaluations to minorities.

The Bottom Line. The organizational cli-
mate for prejudice is important. People seem less 
likely to discriminate when their supervisors estab-
lish a clear preference that everyone be treated 
equally. People who have subtle negative atti-
tudes about minorities are more likely to discrimi-
nate than people who are not as biased. Yet these 
negative attitudes can be controlled when people 
consciously choose to control them. The authors 
conclude that in order to understand discrimina-
tion we need to assess both people’s attitudes and 
their level of motivation to appear nonprejudiced.

Source: Jonathan C. Ziegert and Paul J. Hanges, “Employment 
Discrimination: The Role of Implicit Attitudes, Motivation, 
and Climate for Racial Bias,” Journal of Applied Psychology 90 
(2005): 553–562.

How Do We Know?
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LEGAL ISSUES WITH INTERNET AND EMAIL USE

Widespread use of email messaging and the 
Internet has certainly made it easier to exchange 
information. This ease of information exchange 
can, however, create legal problems for organi-
zations. Employees who might know better than 
to directly make a harassing remark often write 
in appropriate notes in email messages that get 
 forwarded around the office.

A sense of anonymity might also encourage 
employees to post inappropriate sexual comments 
to electronic bulletin boards. Similar problems 
occur when employees create a hostile work envi-
ronment by viewing pornographic material on 
company computers. A number of court decisions 
have established that organizations are responsible 
for offensive acts such as inappropriate email mes-
sages, sexually derogatory electronic board post-
ings, and viewing of pornographic material.

Another potential legal liability arises when an 
organization allows employees to use company 
computers to share copyrighted material such as 
music and videos. Integrated Information Systems, 
a software company located in Arizona, paid the 
Recording Industry Association of America more 
than $1 million to settle a claim that it had allowed 
employees to use its equipment to share illegal cop-
ies of music. The Motion Picture Association of 
America has also made it clear that it will prosecute 
corporations if they do not take steps to discourage 
and eliminate sharing of illegal video copies.

Of course, an important question is whether 
an employer has the right to access its employees’ 
private email messages and associated computer 
content. The clear answer is yes. The courts have 
consistently ruled that employees have no right 
to privacy when it comes to communications pro-
duced on company time with company equipment. 
The very act of accepting employment provides the 
employer with permission to monitor employee 
communications. Employees should therefore 
not assume privacy for email messages and other 
electronic content created and sent with company 
equipment.

So what can an organization do to protect itself 
from problems that occur when employees misuse 
electronic communication? The first answer is that 
an organization needs a clear policy that describes 
acceptable uses of company computers and other 
equipment. This policy must prohibit messages 
and communications that are sexually, religiously, 
and racially offensive. Many companies also have 
policies that prohibit the use of peer-to-peer (P2P) 
technology that facilitates the transfer of illegal 
music and videos. In fact, some organizations are 
designing their computer systems to prevent the 
use of P2P software. Although these safeguards 
might eliminate the use of some helpful electronic 
tools, they are necessary to limit the liability that 
organizations assume for the acts of employees.

Sources: Daniel J. Langin, “Employer Liability for Employee 
Use of Peer-to-Peer Technology,” Journal of Internet Law 9, 
no. 5 (2005): 17–20; Chauncey M. DePree, Jr., and Rebecca 
K. Jude, “Who’s Reading Your Office E-mail? Is That Legal?” 
Strategic Finance 87, no. 10 (2006):44–48.

Technology in HR
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lawsuit is on the plaintiff—the person bringing the suit. That means that it is 
the plaintiff’s responsibility to show that the defendant committed a wrong-
ful act. If the plaintiff can’t meet this burden of proof, the defendant is not 
required to prove anything. However, the burden is somewhat different in 
employment discrimination cases.

Let’s look briefly at the history of this issue to clarify what happened. 
Following passage of Title VII in 1964, the Supreme Court issued a num-
ber of rulings that essentially shifted the burden of proof to companies in 
 discrimination cases. If the plaintiff could show adverse impact, then the com-
pany bore the responsibility for demonstrating that its hiring practices were 
not unfairly discriminatory. However, the makeup of the Court changed over 
time, and in the years leading up to 1991 the Court decided a number of cases 
that appeared to signal that the burden of proof should not be shifted to the 
company.21 To counter this trend, the 1991 act directly specified that the bur-
den of proof rests with the company once a potential victim establishes that 
adverse impact exists.

Another question that was repeatedly debated in the courts in the 1980s 
was whether it was appropriate for companies to use different methods to 
score tests for people from different protected classes. When this practice, 
known as race-norming, is used, each person receives a score that only tells 
how he or she did in comparison with others of the same race or gender. The 
effect is to make some people rank higher than they otherwise would, since 
scores in their group are lower on average. The Civil Rights Act of 1991 made 
race-norming illegal. Now an individual’s scores must be compared with all 
other scores, not just with the scores of members of his or her own group.

The 1991 act also changed the kind of damages that could be awarded 
in discrimination cases. Until 1991, companies found guilty of discrimina-
tion could only be held liable for the actual damages caused to employees; 
these actual damages might include such things as lost wages. The 1991 act 
provides for not only actual damages but also punitive damages. Punitive 
 damages are payments designed to punish the company and can be substan-
tially higher than actual damages. Many victims now receive punitive dam-
ages. For instance, a woman who brought a sex discrimination case against 
Merrill Lynch & Company received a $2.2 million settlement that included 
not only back pay and lost earnings but also punitive damages against the 
company.22 The award was given by a board of arbitrators who determined 
that the company had failed to train and discipline employees who engaged 
in sexual harassment.

Finally, until 1991 judges heard employment cases, and potential victims 
could not ask for a jury trial. The 1991 act allows jury trials for employment 
discrimination cases. In many cases juries appear to be more willing than 
judges to award punitive damages. Allowing jury trials, along with awards of 
punitive damages, substantially changed the nature of employment law.

APPLICATION OF U.S. LAWS TO 
INTERNATIONAL EMPLOYERS
The application of Title VII and other employment discrimination laws can be 
complex for international employers. What laws apply if the employer is based 
in a foreign country? Do U.S. laws apply to U.S. citizens who are working in 
foreign countries? The trend toward increased globalization is making issues 
such as these increasingly important.

Race-norming
The practice of evaluating an 
applicant’s score by comparing 
the score only with scores 
achieved by people of the same 
race.

Punitive damages
Payments ordered by courts 
that exceed actual damages 
and are designed to punish 
a defendant—for example, 
to punish a company for 
discrimination.
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Figure 3.3 shows a decision tree that can be used to help determine whether 
U.S. discrimination laws apply to international employers. The first step is to 
determine whether the job is located in the United States. If it is, and if the 
employer is a U.S. company, then U.S. laws protect the employee holding 
that job against discrimination, as long as the employee is authorized to work 
in the United States. Protection may be limited if the employee entered the 
United States illegally or without permission to work. Even if the employer 
is not a U.S. company, discrimination laws generally apply to jobs located in 
the United States. An exception arises if a treaty or special status exempts the 
 foreign employer from U.S. law. For example, an individual located in the 
United States but working for a foreign government may not be protected 
from discrimination because the employer is granted special diplomatic 
 status.23 This is a rare exception, so most employees working in the United 
States are covered by Title VII and other discrimination laws, even if the 
employer is a foreign-based company.

Figure 3.3 Do U.S. Discrimination Laws Apply to International Employers? 
Source: Adapted from Richard A. Posthuma, Mark V. Roehling, and Michael A. 
Campion, “Applying U.S. Employment Discrimination Laws to International Employers: 
Advice for Scientists and Practitioners,” Personnel Psychology 59 (2006): 711. 
[Reprinted by  permission of Wiley-Blackwell.]
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If the job is located outside the United States, a different set of rules 
applies. Of course, Title VII and similar laws do not apply in other countries 
when the employer is not a U.S. company. This makes sense, as there is no 
basis for the U.S. government to enforce its laws on foreign companies doing 
business in their own lands. However, if the employer is a U.S. company, then 
its employees who are U.S. citizens are protected by U.S. discrimination law, 
unless such protection would violate the laws of the country where the job is 
located. We can see an example of this exception in a case involving a non-
Muslim who was prevented from working as a helicopter pilot flying into a 
sacred area in Saudi Arabia. U.S. courts allowed the U.S.-based employer to 
disqualify the pilot—a U.S. citizen—from employment on religious grounds 
(a potential violation of Title VII) because the presence of a non-Muslim in 
this area would have violated the law of Saudi Arabia.24 We should also point 
out that U.S. law does not generally protect employees who are citizens of 
foreign countries from discrimination, even if the employer is a U.S. business. 
Thus, workers in foreign lands are only protected by U.S. discrimination laws 
when they are U.S. citizens working for U.S. organizations.

In summary, most people working in the United States are covered by Title 
VII and other discrimination laws, even if the headquarters of their employer 
is not located in the United States. In foreign countries, U.S. law gener-
ally provides protection to employees who are U.S. citizen working for U.S. 
companies.

?
CONCEPT CHECK
 1. What is the major law regarding employment discrimination, 

and who is protected by this law?
 2. How are disparate treatment and adverse impact 

different?
 3. What are the two types of sexual harassment?
 4. What are some major provisions of the Civil Rights Act of 

1991?
 5. How do U.S. discrimination laws apply to international 

employers?

We’ve seen that Title VII and its 1991 amendment provide protection against 
discrimination based on race, religion, and sex. Other laws extend similar 
protections to individuals based on different characteristics, such as age and 
disability status. Still other laws protect employees who need to take time off 
from work to help family members or deal with medical conditions.

What Are Other Important Employment Laws?

LEARNING OBJECTIVE 2
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THE AGE DISCRIMINATION 
IN EMPLOYMENT ACT
Older people comprise a protected class that is not included in Title VII. 
Lawmakers were uncertain about the right way to address age discrimination, 
so they decided to study the issue further before passing a specific law. The 
law that was created from this study is the Age Discrimination in Employment 
Act of 1967 (ADEA), which essentially provides Title VII protections to older 
workers.25 Specifically, the law as amended applies to everyone over 40. Some 
special occupations, such as police officer and firefighter, have been allowed 
to require people to retire at a specific age.

An interesting feature of the ADEA is that it doesn’t simply classify people 
as either younger or older than 40. In cases of gender, race, and religion, 
people can simply be classified as being or not being a member of the pro-
tected class. When it comes to age, people are compared against others. Thus, 
discrimination can occur when a worker who is 50 receives better treatment 
than a worker who is 60. Companies cannot defend themselves against claims 
of age discrimination by simply showing that they employ a number of people 
over 40.

ADEA is similar to Title VII in that small employers are exempt. The differ-
ence is that the minimum number of employees is 20 rather than 15. Like Title 
VII, the ADEA protects people from several types of discrimination, including 
disparate treatment, adverse impact, and hostile environment discrimination.

Whereas Title VII is usually applied to hiring and promotion decisions, 
ADEA protection has historically been focused mostly on termination deci-
sions, even though the reach of the law includes hiring and promotion. In 
fact, the most common complaint associated with the ADEA occurs when 
older employees are laid off or have their job benefits reduced. Disparate 
treatment is shown when a qualified person older than 40 is terminated and 
replaced with someone substantially younger. Some cases of disparate treat-
ment are subtler, however. For example, a company might replace a worker 
with someone slightly younger, and then replace the new person with some-
one else slightly younger, until finally the person in the position is substan-
tially younger than the original person. Another sometimes disguised form of 
disparate treatment occurs when a company terminates a number of employ-
ees in all age categories but then offers younger workers better opportunities 
for other positions.26

Adverse impact operates the same as for Title VII. Statistical patterns are 
used to show that negative employment decisions harm older workers more 
than other groups. Companies then bear the burden of showing that their 
termination policies were based on reasonable factors other than age. In the 
case of hostile environment, an older employee can claim that derogatory 
comments and conditions create an abusive workplace. For instance, an older 
woman going through menopause successfully used the ADEA in her claim 
that comments related to her age were intimidating and hostile.27

Age discrimination is of particular concern to companies when they must 
reduce their workforces. Unfortunately, many companies face the task of 
workforce reduction and thereby have the potential of negatively harming 
older workers more than younger workers. Good human resource practices 
can help these companies manage layoffs better. For instance, companies 
should carefully document the need for layoffs. They should then create a 
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written policy that describes the principles that they use to determine who 
is laid off. Table 3.3 provides important suggestions for things that an orga-
nization should take into account when it faces the difficult task of laying off 
workers.

Organizations’ performance can also be enhanced by eliminating age dis-
crimination. Some people have stereotypes of older workers as less effective 
than younger workers. However, these notions are generally false. Research 
clearly shows that older workers are just as effective as younger workers when 
it comes to completing core job tasks. Moreover, older workers are less likely 
to do things that harm the organization. They engage in more safe work prac-
tices, arrive to work on time, take fewer days off, and spend extra effort to 
improve performance.28 Older workers thus perform as well as, and in many 
cases better than, their younger coworkers. 

THE AMERICANS WITH DISABILITIES ACT
What if you were in a skiing accident and lost the use of your legs? Should 
business organizations bear a burden to help you find work that can be done 
even with your disability? Should businesses be required to alter some of their 
work processes so that you can perform certain jobs? What if your eyesight 
is bad and you need to wear glasses? Are you disabled? These are questions 
addressed by the Americans with Disabilities Act (ADA), which was passed 
into law in 1990.29

Who Is Covered?
The ADA provides protection for individuals with physical and mental dis-
abilities. Physical disabilities include conditions such as loss of an arm or leg, 
blindness, and chronic illnesses, such as cancer and diabetes. Mental disabili-
ties include conditions such as depression, learning disorders, and phobias. 
Actually determining whether an individual has a disability can, however, 
be somewhat difficult in practice. In order to be classified as a disability, a 
condition must impair or limit a major life activity. Major activities include 
functions such as caring for oneself, walking, hearing, speaking, perform-
ing manual tasks, and learning. In essence, the ADA provides protection for 
individuals who have physical or mental impairments that prevent them from 
doing normal life activities.

Lawmakers excluded a few specific conditions. People are not protected 
by ADA if they have sexual behavior disorders or gambling addictions, for 
example, or if they currently use illegal drugs. In addition, a disability must be 

Physical disabilities
Body impairments that 
substantially limit an 
individual’s ability to engage in 
normal life activities.

Mental disabilities 
Impairments of the mind 
that substantially limit an 
individual’s ability to engage in 
normal life activities.

Source: Adapted from Arthur Gutman, EEO Law and Personnel Practices, 2nd ed. (Thousand 
Oaks, CA: Sage, 2000), p. 224. [Reprinted with permission.]

Conduct a management study to support necessity of a layoff and what principles 
will guide who is affected.

Based on the management study, construct a written layoff policy.

Document alternatives to layoff that were considered and/or used.

Use length of service as a layoff principle whenever possible.

Use an internal committee for layoff decisions, not individual department heads.

Table 3.3 Guidelines for Effective Layoffs
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something that cannot be easily fixed. For instance, poor vision can normally 
be fixed with eyeglasses or contact lenses. Someone who has poor vision that 
can be corrected with glasses is thus not considered disabled.30

The ADA provides specific protection to individuals currently suffering 
from a disability. The law also protects people in two other categories: those 
who have a record of having a disability in the past and those who are regarded 
as having a disability, even if they do not. The distinction between being cur-
rently disabled and having a record of being disabled is particularly important 
in the case of illegal drug use. Current drug addicts are specifically exempted 
from the law. However, people who have a record of drug use in the past may 
be covered. The condition must have been a true addiction rather than just 
casual use, and sufficient time must have passed since the last drug use.31 But 
a former addict who has not used drugs for at least a number of months can 
qualify for protection under the ADA.32

What Protection Is Offered?
The ADA does not guarantee that people with disabilities will be given any 
job they want. ADA guidelines apply only when the disabled person has the 
knowledge, skills, and abilities that are essential for performing the job. In 
some cases, a disabled person may not be required to perform functions that 
are not essential to the job. This means that organizations need to be very spe-
cific about the essential and nonessential parts of jobs. They do this through 
the process of job analysis, which will be discussed in Chapter 4.

The ADA also may require companies to provide disabled individuals with 
reasonable accommodation to help them perform the essential duties of their 
jobs. Under the law, an accommodation is any change in the work environ-
ment or in the way things are customarily done that enables an individual with 
a disability to enjoy equal employment opportunities. Common accommoda-
tions include making facilities accessible to people in wheelchairs, restructur-
ing parts of the job, modifying work schedules, modifying work equipment, 
reassigning a person to a different job, and providing a helper to read or 
interpret.33 An organization is not required to change the job conditions to 
meet the preferences of the employee, however.34

An organization may not have to make reasonable accommodations if 
doing so would create undue hardship for the organization. Whether making 
an accommodation creates an undue hardship depends on several issues. The 
courts generally take into account the cost of the accommodation, the overall 
financial resources of the organization, the size of the business, and the nature 
of what it produces.35 In essence, bigger companies with more resources are 
expected to be capable of making more accommodations. However, even a 
large company need not make an accommodation that severely harms the 
company’s productivity. For instance, one disabled person brought a lawsuit 
asking that a company be required to change the assembly-line process so 
that he could perform a specific job. The court concluded that changing the 
assembly line placed an undue hardship on the company.36

A special case within the ADA is alcoholism. Alcoholism is covered to a 
degree within the ADA, but that doesn’t mean that a person with a drinking 
problem will be excused from performing his or her work tasks. The law spe-
cifically says that a company can prohibit the use of alcohol at the workplace, 
that it can prohibit employees from being under the influence of alcohol 
at the workplace, and that alcoholics can be held to the same performance 
expectations as other employees.37 Employees who drink at work or are under 

Reasonable accommodation
Under the ADA, an alteration 
of the work environment that 
enables a qualified individual 
with a disability to perform 
essential tasks.

Undue hardship
Under the ADA, a severe 
economic or other hardship 
placed on an employer by 
the requirement to make 
accommodations for workers 
with disabilities; an employer 
is not required to make 
accommodations that impose 
undue hardship.
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the influence of alcohol at work can be terminated. The area where reason-
able accommodation comes into play is usually reduced performance or 
absences that come from alcohol use outside of work. One court settlement 
suggested that a company should strive to help the person deal with alcohol-
ism as a disability. This includes informing the person of available counseling 
services, offering a choice between treatment and discipline, providing pro-
gressive discipline, and allowing sick days to be used for receiving treatment.38

How Do Companies Comply?
The ADA places some important limitations on what organizations can ask and 
measure during the job application process. Asking people whether they have 
a disability on an application form or in an interview is prohibited. Conducting 
a medical exam to learn of a disability is also prohibited, with one important 
exception. A medical exam can be required after a conditional job offer has 
been made, as long as the medical exam is required of all job applicants. In 
essence, the person is offered the job with the provision that he or she pass a 
physical exam testing for the abilities necessary to perform job tasks.39

The ADA requires employers and employees to work together to find ways 
to accommodate disabilities. Unless the disability is obvious, the employer 
cannot ask the employee whether he or she has a condition that limits his 
or her ability to perform job-related tasks. This means that disabled people 
bear a responsibility to communicate their needs for reasonable accommoda-
tion. Similarly, students who are disabled have an obligation to inform their 
professors and seek help. They cannot simply claim a disability after they have 
already completed the coursework. The ADA does not offer protection to 
someone who is disabled but does not make requests for accommodation.

A company can help ensure that it follows the guidelines of the ADA by first 
clearly describing the content of jobs. Specific lists of the tasks that are part 
of each job are necessary for determining whether someone who is disabled 
is capable of performing the job. A company should also develop clear lines 
of communication so that people with disabilities can comfortably ask for 
reasonable accommodations. When requests for accommodation are made, 
the company needs to carefully examine them and thoroughly study whether 
the accommodation can be made. In many cases, making accommodations 
can help companies find and keep high-quality employees. For instance, 
McDonald’s specifically recruits workers with disabilities and has found them 
to be among the company’s best and most loyal employees.40 

THE EQUAL PAY ACT
Suppose a man and woman sit at desks next to each other and perform the 
same tasks. Is it fair to pay one of them more than the other? Does lower pay 
for the woman mean that the company discriminates? Can the woman make 
the company pay her the same as it pays the man? As described earlier, one 
major complaint in the lawsuit against Walmart was that women were paid less 
on average than men. The Equal Pay Act, which was passed into law in 1963, 
addresses the issue of pay differences for men and women. Unlike many other 
laws, this act applies only to gender.41 It provides no protection for differences 
based on race or other factors.

The Equal Pay Act specifically makes it illegal for a company to pay men 
and women different wages, as long as they are doing equal work. Equal work 
is defined as tasks that require equal skill, effort, and responsibility and that 
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are performed under similar working conditions. Of course, it is often diffi-
cult to determine if all job factors are truly equal. Soon after the Equal Pay Act 
became law, some organizations tried to get around it by adding a few minor 
tasks to jobs performed by men. For instance, one firm allowed only men to 
lift certain objects and then paid them more.42 A medical firm tried to justify 
paying male nurses more by saying that they worked harder to lift patients and 
that men had to use extra skills to perform private duties for male patients.43 
In both cases, the court system found the reason for the differences to be 
little more than an excuse to pay men more. The court then prescribed keys 
for determining when jobs are truly different: (1) One job must require extra 
effort and more time than the other and (2) that job must affect the com-
pany’s financial results more than the other job.44

The Equal Pay Act does recognize reasons why people in the same job 
might be paid differently. One reason is seniority. Paying people according 
to seniority is acceptable as long as men and women with the same years of 
service are paid the same. Another acceptable reason for differential pay is 
merit. The law recognizes differences in performance and allows higher com-
pensation for stronger contributors, as long as accurate performance mea-
sures are in place. Paying some people more than others is also acceptable if 
the employees are paid according to a piece-rate system—that is, when they 
are paid a certain amount for each part they produce or service they perform. 
For instance, it would be permissible for men and women working as sewing 
machine operators to be paid differently if their pay was based on the number 
of shirts they made each day.

One thing that the Equal Pay Act does not require is basing pay on 
 comparable worth. This practice involves determining what each job is worth 
to the company and paying accordingly, so that people whose jobs make 
equally important contributions are paid the same, even if the jobs are quite 
different in nature. Although comparable worth has been advocated at times, 
no U.S. law requires it. Under the Equal Pay Act, companies are only required 
to ensure that pay is equal for men and women performing the same job. 
Comparable worth is, nevertheless, a topic that is often debated.

Complying with the Equal Pay Act requires that the human resource func-
tion make a number of important contributions:

 • Job analysis provides tools for determining when jobs are equal. We look 
more closely at job analysis in Chapter 4.

 • Job evaluation uses surveys and statistics to determine how much to pay 
people based on comparisons both within the organization and between 
the organization and other organizations. These practices are described 
in Chapter 11.

 • Performance measures assess the contribution of each employee and 
ensure that people who contribute more to the organization can be 
recognized and paid more. Performance measures are discussed in 
Chapter 8.

THE FAMILY AND MEDICAL LEAVE ACT
Suppose a woman who is about to give birth to a child decides she would like 
to take time off work to spend with the new baby. Must the company that she 
works for grant her request for leave? If so, how long can the leave last? Will 
she be paid while she is on leave? When she returns to work, will she be able to 

Comparable worth
A measure that assumes that 
each job has an inherent value 
to the organization and that 
dissimilar jobs can be compared 
to determine whether the pay 
for these jobs reflects this value.
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return to the same job? These important questions are addressed by the Family 
and Medical Leave Act (FMLA), enacted in 1993.45 The FMLA provides up to 
12 weeks of unpaid leave for people in certain situations. Furthermore, when 
the employee returns to work, he or she must be restored to the same position 
or an equivalent position in terms of pay, benefits, and responsibilities.

Under the FMLA, an employee—either male or female—may request a 
leave of absence for four reasons:

 1. The employee is unable to work because he or she has a serious health 
condition.

 2. The employee needs to care for an immediate family member with a 
 serious health condition. Immediate family members are usually limited 
to spouses, parents, and children who are either under 18 or disabled.

 3. The employee needs to care for a newborn child.
 4. The employee needs to care for a child just adopted by the employee or 

placed with the employee for foster care.

Not everyone is covered by FMLA. Only companies with 50 or more 
employees who live within 75 miles of the workplace are required to grant 
leave under FMLA. In addition, in order to be covered, an employee must 
have worked for the company for at least 12 months and must have worked at 
least 1,250 hours during the previous 12 months. Also, certain key employees 
may be ineligible for FMLA leave.

Employees who take leave under FMLA receive no pay while they are not 
working. The company is, however, required to continue providing health-
care coverage under a group plan. Employees who wish to take the leave must 
usually provide 30 days’ advance notice, when possible. The company may 
also require an employee requesting leave based on a serious health condition 
to provide certification of the condition. The requirement that employees 
inform employers before taking leave for medical conditions is an important 
feature of FMLA. The courts have ruled that an employee who is fired cannot 
later claim that absences were caused by medical conditions and thus are cov-
ered by FMLA.46 The employee must inform the employer of the condition 
when the absence occurs and before being terminated.

The goal of FMLA is to help employees balance their work demands with 
their family needs. Providing time off so that employees can meet their family 
obligations provides benefits to the company as well as to employees, because 
employees who are worried about family needs may not be able to focus their 
attention and effort while at work. Companies can ensure that they comply 
with FMLA by informing employees of their rights for unpaid leave. When 
an employee does take a leave of absence, the company should communicate 
support and caring for the individual. In the end, companies often find that 
policies that support families are an important tool for retaining a diverse 
workforce.

?
CONCEPT CHECK
 1. Who is protected by the ADEA, the ADA, the Equal Pay Act, 

and the FMLA?
 2. How do the concepts of reasonable accommodation and 

undue hardship guide the application of ADA principles?
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Organizations need to prevent discrimination and provide equal  employment 
opportunity in order to comply with laws. However, a strong case can be made 
that preventing discrimination increases employee diversity, which in turn 
increases organizational performance. Although increased diversity does not 
automatically improve organizational results, evidence suggests that a more 
diverse workforce is particularly beneficial when work tasks require creativ-
ity and diverse inputs.47 As described in the “Building Strength Through 
HR” feature, people from minority racial and ethnic groups are effective at 

How Can Organizations Increase Diversity?

LEARNING OBJECTIVE 3

PEPSICO

PepsiCo is a global food and beverage company 
with annual revenues of more than $35 billion. 
The company has over 168,000 employees in nearly 
200 different countries and seeks to sell its food 
and beverage products to consumers in all racial 
and ethnic groups. Increasing the diversity of 
employees as a means of increasing sales to minor-
ity groups is therefore a critical objective at Pepsi.

Pepsi actively recruits diverse employees in sev-
eral ways. First, the company cultivates relationships 
with African American colleges and universities 
and has an affirmative action planning process 
that seeks to increase the percentage of minority 
workers. Two external advisory boards of academ-
ics, politicians, and customers provide guidance 
on diversity issues. In addition, Pepsi encourages 
employees to join affinity groups that consist of peo-
ple of a particular race or gender who get together 
to discuss issues that affect them. Each group has 
as its sponsor an executive who is not a member of 
that race or gender.

Diversity initiatives at PepsiCo have increased 
the number of its minority workers. People of 
color now represent 17 percent of managers at 
midlevel and above, and women represent 34 
percent of managers. This representation has sig-
nificantly increased in the past five years. The com-
pany is routinely rated as one of the best places of 

Building Strength Through HR

employment for minorities, a rating that has led to 
increases in the number of minority job applicants.

Diversity also adds to PepsiCo’s profits. Inno-
vation centers on identifying new product flavors 
to match the unique tastes of diverse customers. 
Among these products are guacamole Doritos and 
Mountain Dew Code Red.

Sources: Information from Irene Chekassky, “Pepsi’s 
for Everybody,” Beverage World 117 (1998): 248; Carol 
Hymowitz, “The New Diversity: In a Global Economy,” Wall 
Street Journal, November 14, 2005; Chad Terhune, “Pepsi, 
Vowing Diversity Isn’t Just Image Polish, Seeks Inclusive 
Culture,” Wall Street Journal, April 19, 2005; Sonia Alleyne, 
Alfred A. Edmond, Jr, Sakina P. Spruell, and Carolyn 
M. Brown, “The 30 Best Companies for Diversity,” Black 
Enterprise 35, no. 12 (2005): 112–126; http://www.pepsico.
com/PEP_Diversity/commitment/index.cfm.
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meeting the needs of customers from the same group. Diversity enhance-
ment programs can also increase the available pool of potential employees, 
which makes it more likely that the best job applicants are identified and 
hired. An important question is thus what organizations can do to increase 
diversity. Approaches to diversity enhancement can be classified into four 
categories:48 

 1. Opportunity enhancement programs focus on identifying and actively 
recruiting employees from groups that have historically been targets of 
discrimination, such as women and minorities.

 2. Equal opportunity programs emphasize the elimination of biases and 
 forbid unfair treatment toward underrepresented groups. 

 3. Tiebreak programs suggest that minority status be considered a plus when 
deciding between otherwise equally qualified individuals. 

 4. Preferential treatment programs give positive weight to being a member 
of an underrepresented group. 

Not surprisingly, people almost universally agree that the first two forms of 
diversity enhancement are appropriate. But some people harbor negative 
attitudes about the tiebreak and preferential treatment programs. As might 
be expected, women and members of racial minority groups tend to have 
less negative views.49 Interestingly, white males may develop negative views of 
diversity enhancement as a way to preserve their self-esteem.50

Evidence clearly suggests that attitudes about diversity can be influenced 
by effective communication. Employees are more accepting of diversity 
enhancement when they are exposed to logical reasoning about why it is ben-
eficial. Organizations should specifically provide empirical facts about the 
need for diversity, focus on the economic benefits of diversity, and encour-
age  employees to think deeply about reasons behind diversity enhancement.51 
Diverse groups also perform better when they have been specifically shown 
how their group’s diversity can benefit their processes and outcomes.52 This 
often requires an organizational training initiative, which is described in 
Chapter 10.

EXECUTIVE ORDER 11246
There is no law requiring organizations to increase diversity. However, prac-
tices to increase the representation of women and minority workers are often 
contained in affirmative action plans that are required by Executive Order 
11246.53 Executive orders are not passed by Congress but rather are issued 
by the president of the United States. Executive Order 11246 was issued by 
President Lyndon B. Johnson in 1965 and requires any organization doing 
business with the federal government to have an affirmative action plan. 
Doing business with the federal government is defined as having government 
contracts valued at over $10,000.

Executive Order 11246 does not have the force of law and is only indi-
rectly related to private businesses. Nonetheless, it affects any organization 
that wants to do business with the federal government. Since a large num-
ber of organizations contract with the federal government, Executive Order 
11246 has a long reach that makes it very similar to law. Most universities 
are covered by 11246, for example, because they receive federal funding. 
Construction companies that want to build public roads or buildings are 
also covered. In essence, the government uses its power as a large business 

Affirmative action plan
A plan aimed at increasing 
representation of employees 
from protected classes who 
have historically been victims 
of discrimination.
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 partner to  encourage companies to follow the affirmative action guidelines of 
Executive Order 11246.

An affirmative action plan that complies with Executive Order 11246 
requires organizations to submit a number of reports to show their progress 
in providing work opportunities for minorities and women. One require-
ment is a utilization study, which compares the percentages of women and 
minorities currently holding jobs in the company with the percentages of 
minorities and women in the population of the immediate labor area. Once 
a utilization analysis has been conducted, the next step, if needed, is to use 
the results of the analysis to develop goals and timetables—specific plans to 
increase the representation of women and minorities in the company’s work 
force. Plans should not include quotas, which prescribe certain percentages 
to be hired; rather, they must be flexible objectives. Organizations must then 
show a good faith effort, or reasonable actions, to achieve the goals and timeta-
bles. There is no requirement to hire unqualified workers. Indeed, evidence 
suggests that organizations pursuing affirmative action plans do not have 
fewer qualified workers.54

Organizations doing business with the federal government that do not 
follow affirmative action guidelines face a number of possible sanctions. 
Their contracts with the government can be canceled, and they can be pro-
hibited from doing further business with the government. In rare cases, the 
Department of Justice or the EEOC may also pursue lawsuits for violations of 
criminal law or Title VII. In most cases, however, a company cannot be sued 
for failing to follow an affirmative action plan.

RESTRICTIONS ON AFFIRMATIVE ACTION PLANS
A series of court decisions has placed important restrictions on affirma-
tive action plans. One of the first of these cases concerned medical school 
 admission. The medical school in question set aside a certain number of 
places in each entering class for members of minority groups. When a white 
male was denied admission to the school, even though he had higher grades 
and scores than some minority applicants who were accepted, he brought a 
lawsuit against the school claiming that its admission policy resulted in reverse 
discrimination—denying him admission on account of his race. The case was 
eventually heard by the Supreme Court, which ruled that the school’s quota 
system was unacceptable. However, the Court upheld the principle of affir-
mative action and stated that race could be used along with other factors in 
 making admission decisions.55

Other court cases have focused on the issue of layoffs. In one instance, a 
fire department was forced to lay off some of its workers. In order to meet its 
affirmative action goals, the department terminated some white firefighters 
who had more seniority than some minority employees who were retained. 
The Supreme Court ruled that the policy was unacceptable because it pun-
ished innocent employees to remedy past discrimination. In this particular 
case, helping minorities procure jobs was seen as coming at too high a cost to 
others.56

More recent cases related to affirmative action include a high-profile case 
in which a contractor was found guilty of discrimination for giving favor-
able status to minority subcontractors. The Supreme Court rejected the 
need for affirmative action in this particular case because the plan seemed 
too broad and not specifically tailored to correct a particular problem.57 

Utilization study
An assessment to determine 
how closely an organization’s 
pool of employees reflects the 
racial and gender profile of the 
surrounding community.
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This decision illustrates the necessity of creating an affirmative action plan 
that corrects a specific problem.

AFFIRMATIVE ACTION PLANS TODAY
A year seldom passes without a number of hotly debated questions sur-
rounding affirmative action plans. One basic question that is frequently 
debated is whether affirmative action is contrary to the aims of Title VII. 
If Title VII is designed to provide equal opportunity for all, then how can 
Executive Order 11246 require preferential treatment for some? In general, 
the courts have upheld the legality of Executive Order 11246 by ruling that 
its practices are consistent with the intent of Title VII. Another frequently 
debated issue is whether it is appropriate to give preference to people who 
were not themselves actual victims of discrimination. In most cases, they 
receive preferential treatment because they are of the same race as oth-
ers who may have been harmed in the past. People in favor of affirmative 
action, however, argue that because of past discrimination, some groups 
of people still have less opportunity than others in terms of education and 
career preparation.

Issues surrounding affirmative action will likely continue to be argued and, 
given the appointment of several new justices on the Supreme Court, new 
direction and guidelines might result. At the state level, affirmative action has 
come under attack in recent years. Proposition 209, a law passed by voters 
in California, has had perhaps the most critical implications for affirmative 
action. The law applies to the state as an employer and specifically prohibits 
the state from using affirmative action.

What should organizations do about affirmative action and diversity 
enhancement? First, it is important to remember that discrimination is still 
felt by many. Women, as well as racial and ethnic minorities, continue to 
report feelings of discrimination in organizations where they are not well 
represented. Women from minority racial groups are particularly in jeopardy 
of being harassed.58 Research evidence confirms the validity of such percep-
tions. For example, research findings have shown that many people perceive 
mothers as less competent employees.59 Some of the negative feelings of 
discrimination decrease when organizations have supervisors who are from 
underrepresented groups.60 Organizations can also benefit from creating a 
work climate that values and encourages differences and communicates car-
ing for all employees. Chapter 5 discusses methods for making the workplace 
a desirable environment for members of protected classes and provides guid-
ance for helping all employees feel valuable to the company. The chapter also 
describes recruiting practices that increase minority applications. In many 
cases, these procedures can help organizations meet affirmative action goals 
through practices that are widely accepted. 

?
CONCEPT CHECK
 1. What are four approaches to increasing workforce diversity?
 2. What is Executive Order 11246, and what does it require of 

companies doing business with the federal government?
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As we’ve seen, the federal government has passed a number of laws that 
address discrimination in the workplace, and similar laws have been passed 
at the state level. Other areas of law are equally important to businesses. One 
such area is occupational safety.

In early 2006, an explosion in a West Virginia coal mine resulted in the 
deaths of 12 miners. The mine was relatively new but had received numer-
ous citations for safety violations. During 2005, a total of 208 violations were 
recorded, and 96 of the violations were considered significant and substan-
tial. Among the violations were problems with ventilation and safety inspec-
tions.61 Could the deaths have been prevented by closer adherence to safety 
guidelines?

Although many people think very little about safety in the workplace, a 
look at a few statistics shows that problems exist. As many as 5,703 people are 
killed in occupational accidents during a calendar year.62 Each year there are 
also as many as 4.3 million workplace injuries and accidents that do not result 
in death. This translates to approximately five injury cases for every 100 work-
ers. Injuries and illnesses are most common in jobs such as transportation, 
manufacturing, and agriculture.63 Figure 3.4 shows that most of the injuries 
and illnesses involved problems with arms and backs.64

Two major types of law provide employees with some assurance of safety 
and protection on the job. The first is a federal law passed in 1970, the 

What Are the Major Laws Relating 
to Occupational Safety?

LEARNING OBJECTIVE 4

Figure 3.4 Nonfatal Occupational Injuries and Illnesses with Days Away from 
Work by the Part of Body Affected, 2004. Source: Bureau of Labor Statistics, U.S. 
Department of Labor, Survey of Occupation Injuries and Illness.
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Occupational Safety and Health Act. The second is not a specific law but a 
group of laws at the state level generally labeled workers’ compensation laws.

OCCUPATIONAL SAFETY AND HEALTH ACT
Suppose an employee of a construction company works with chemicals that 
could cause blisters on his feet and hands. Does the company have an obli-
gation to protect him from exposure to such chemicals? Is the company 
required to provide him with information about the chemicals? What are his 
rights as a worker who must use these chemicals? Such issues are the focus 
of the Occupational Safety and Health Act (OSHA), a federal law passed in
1970.65 Compliance with these laws, and general efforts to promote employee 
well-being, not only reduce workplace accidents but also improve productiv-
ity. The “Building Strength Through HR” feature illustrates specific benefits 
from safety and health initiatives at Union Pacific.

Like most other laws affecting work practices, OSHA requires employers to 
keep records—in this case, about safety practices and incidents. Companies 
must have records of the information they provide to teach employees about the 
health concerns and dangers present in the workplace; they must keep track of 
all illnesses and injuries that occur at work; and they must also conduct periodic 
inspections to ensure workplace safety. In these inspections, they examine and 
test structures, machines, and materials to guarantee proper operation and not 
place employees in dangerous situations. Employers must provide information 
and keep employees informed of protections and safety obligations.

The Occupational Safety and Health Administration was created within the 
U.S. Department of Labor to help enforce OSHA. Officers of the agency can 
enter and inspect factories, plants, or other worksites, and they can also issue 
citations to companies that are not in compliance with safety requirements. 
Employers that do not follow the guidelines of OSHA may receive civil penal-
ties in the form of fines.

OSHA provides a number of safety and health standards that companies 
must follow. Some of the standards apply only to a few employers, such as 
construction companies, but a number of standards apply to most employers. 
These standards cover such topics as emergency plans, hazardous chemicals, 
workspace layout, and medical and first aid availability.

Emergency Plans
Plans for dealing with fires and other emergencies are the main subject 
of the emergency action plan standard. Not all companies are required to 
have  formal emergency plans, but many organizations find them helpful for 
 planning ways to prepare for potential disasters. The plan should provide 
details about reporting fires and other emergencies and should also describe 
evacuation procedures and escape routes, establishing a process to account 
for all employees after evacuation. If employees have responsibility to rescue 
others or provide medical attention, the plan should make these duties clear. 
In addition, the plan should guide the actions of employees who might need 
to remain and operate or shut down critical equipment before they evacuate.

Hazardous Chemicals
Exposure to certain chemicals can create both long-term and short-term 
problems. Which chemicals are harmful? What should employees do if they 

Emergency action plan 
standard
The OSHA requirement that 
organizations develop a plan for 
dealing with emergencies such 
as fires or natural disasters.
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UNION PACIFIC CORPORATION

Union Pacific Corporation is a leading transpor-
tation company with over 32,000 miles of rail-
road operations covering 23 states. The company 
employs over 48,000 workers and has an annual 
payroll of over $3 billion. The safety and wellness 
of employees are particular areas of emphasis for 
Union Pacific.

Safety initiatives are highly visible throughout 
the company. Newsletters, job briefings, and safety 
hotlines provide ways to make sure that every-
one talks about how to make the workplace safer. 
Employees frequently provide input that results in 
modifications to equipment and work practices. 
Supervisors are held accountable for achieving 
safety goals. An industrial hygiene program assures 
compliance with regulations related to toxic chem-
icals, noise, dust, and fumes. Employees receive 
supplies such as safety glasses, hearing protection, 
and safety shoes.

Union Pacific also has a wellness program that 
seeks to reduce illnesses by improving employee 
health and fitness. Since fatigue and stress can cause 
accidents, this program also helps to reduce acci-
dents. Employees are encouraged to improve their 
fitness by exercising in fitness centers. Programs to 
help people quit smoking have reduced the num-
ber of employees who smoke from 40 percent in 
1990 to 23 percent. The company also provides 
health assessments to identify health risk factors 
such as obesity, diabetes, and high blood pressure.

Health and safety programs at Union Pacific 
have had a positive impact on bottom-line results. 
On-the-job injuries have decreased over the past 
10 years, and healthcare claims related to life-
style problems such as high blood pressure have 

Building Strength Through HR

dropped from 29 percent to 19 percent. Union 
Pacific also estimates that reducing the prevalence 
of excess weight among employees by one percent-
age point can save the company $1.7 million—and 
so reducing the prevalence by 10 percent can save 
nearly $17 million.

Sources: Information from Sandy Smith, “At Union Pacific 
Safety Is Number One,” Occupational Hazards 67, no. 10 
(2005): 30; Marybeth Luxzak, “. . . with UP Director-Health 
and Safety Marcy Zauha,” Railway Age 206, no. 8 (2005): 9.

accidentally spill a harmful chemical? These concerns are the focus of the 
hazard communication standard, which is aimed at ensuring that employers 
and employees know about hazardous chemicals in the workplace. Under 
this standard, organizations must identify any chemicals to which workers 
might be exposed on the job. All chemical containers must be clearly labeled. 
Organizations must also provide information about protective measures that 
reduce the chance of harm from the chemicals. Each workplace must have a 

Hazard communication 
standard
The OSHA requirement that 
organizations identify and label 
chemicals that might harm 
workers.
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Figure 3.5 Sample Materials Safety Data Sheet. Source: International Occupational Safety and Health Information 
Centre (CIS), www.ilo.org/public/english/protection/safework/cis/products/icsc/dtasht/a_index.htm. [Copyright © 
International Labour Organization 2007]

written plan that includes a list of the chemicals present at the site, the names 
of people who are responsible for overseeing the chemicals, and information 
about where employees can learn more about the chemicals. This informa-
tion is usually contained in a material safety data sheet (MSDS), a paper that 
specifically describes the nature of the chemical and how to prevent injury. An 
example of an MSDS in shown in Figure 3.5.

Workspace Layout
The walking/working surfaces standard emphasizes the need to keep the 
workplace clean and orderly in order to prevent slips and falls that may result 
in injury. Organizations are required to keep floors clean and dry and to keep 
aisles sufficiently wide and clear of obstructions. The standard also provides 

Material safety data sheet 
(MSDS)
An OSHA-required document 
that describes the nature of a 
hazardous chemical and methods 
of preventing and treating 
injuries related to the chemical.

Walking/working surfaces 
standard
The OSHA requirement that an 
organization maintain a clean 
and orderly work environment.

c03.indd   104c03.indd   104 07/04/11   7:24 PM07/04/11   7:24 PM



What Are the Major Laws Relating to Occupational Safety? 105  

guidelines for the proper use of ladders and scaffolding and requires cov-
ers and guards for potentially dangerous structures, such as pits, tanks, and 
ditches.

Medical and First Aid
Even when an employer takes precautionary steps, some accidents are likely 
to occur. The medical and first aid standard requires employers to make 
medical personnel and first aid supplies available to workers to treat injuries. 
Employees must also have access to medical personnel and treatment facilities 
so that they can receive treatment for more serious injuries. This requirement 
is particularly important for employees who are required to handle dangerous 
chemicals or to work in potentially dangerous environments.

WORKERS’ COMPENSATION
Each state has laws and programs governing workers’ compensation. 
Although some differences exist between states, all these programs have a 
common purpose, and most are quite similar. Workers’ compensation pro-
vides protection for employees who are injured or disabled while working. In 
most cases, workers’ compensation takes the form of an insurance program. 
Employers are required to carry workers’ compensation insurance, insurance 
that provides benefits to compensate for injuries suffered during work, no 
matter how the injuries were caused. Benefits include payment of medical 
expenses for injured workers, disability benefits to replace income for injured 
workers unable to return to work, and benefits for family members of work-
ers killed on the job. Most states make workers’ compensation a no-fault and 
exclusive remedy for injury. This means that insurance must compensate an 
injured employee even if the actions of the employee caused the injury, but 
the employee cannot bring a lawsuit to try to collect more money than what is 
provided by the insurance policy.66

Workers’ compensation programs require employees and employers to 
record and report workplace accidents. In most states, workers must report 
an accident or injury within a certain time, such as 90 days after it occurs. 
Employers also must file an injury report with a state agency within a certain 
amount of time. An important role of the human resource function is thus to 
ensure the accuracy of the relevant records. Training workers in how to report 
injuries is important as well. Human resource professionals in many compa-
nies work with medical providers who treat injuries and help determine when 
employees are ready to return to work.

Medical and first aid 
standard
The OSHA requirement that an 
organization make medical and 
first aid resources available 
to workers who may become 
injured.

Workers’ compensation
State programs that provide 
workers and families with 
compensation for work-related 
accidents and injuries.

?
CONCEPT CHECK
 1. What is OSHA, and how does it affect business 

organizations?
 2. What protection is provided by state workers’ compensation 

laws?
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Failure to comply with laws and regulations can be costly to 
an organization. What can an organization do to help all its 
members follow the necessary rules? A few key areas are out-
lined in Figure 3.6. As shown in the figure, employees need 
knowledge and motivation; knowledge and motivation, in 
turn, can be increased by leaders who show commitment, 
measure progress, and provide rewards.67

EMPLOYEES
Employees cannot follow laws and other guidelines unless 
they know about them; an important part of the human 
resource management function is thus to provide informa-
tion about laws and guidelines. Managers involved in hir-
ing and supervising employees must know about relevant 
employment laws. Specifically, they need to know what 

things to avoid, such as asking interview questions about protected issues such 
as age and disability. They also need to know how to prevent harassment. 
Employees working in hazardous areas must be trained in procedures to pro-
tect them from injuries and illnesses. Ongoing training programs, which are 
discussed in Chapter 9, are thus an important aspect of complying with laws 
and ensuring fair treatment. For instance, Calpine Corporation, a producer 
and marketer of electrical power, uses video and other materials to train 
employees in hazard communication, fire prevention, and disciplinary pro-
cedures. The training increases knowledge and helps employees understand 
why certain procedures are required.68

Knowledge alone is not enough, however. Members of an organization 
must also be committed to doing what they know is right. Motivation can be 
increased when organizational leaders help managers and employees see that 
they have the skills necessary to do what is being asked. Worker motivation 
for safe actions is also enhanced when supervisors have personal values that 
correspond with safety.69 Individuals who work hard to ensure fairness and 
safety should be rewarded with higher pay and promotions. Conversely, work-
ers who try to accomplish tasks using shortcuts that compromise safety may 
need to suffer penalties.

LEADERSHIP
Employees generally follow their leaders. They are therefore much more likely 
to comply with laws and guidelines when leaders show high commitment to 
compliance. Leaders make a difference. Leaders must set a good example and 
clearly communicate their expectations.70 In the case of Calpine Corporation, 
mentioned earlier, employees are shown a video of top executives talking about 
the importance of safety. This video is effective because employees tend to fol-
low directions and engage in behaviors that they hear their leaders emphasize. 
Compliance with regulations is thus much more likely when leaders develop 
and carry out programs that emphasize the goals of the  regulations, such as 

What Specific Practices Increase Fairness and Safety?

LEARNING OBJECTIVE 5

Figure 3.6 Encouraging Legal and Safety 
Compliance.

Leadership

Commitment Measurement Rewards

Employees

Knowledge Motivation
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diversity and safety. The “How Do We Know?” feature explains how leaders 
can create work climates that encourage safety.

Leadership can also encourage compliance by measuring key results; 
put simply, what gets measured gets done. Progress in hiring and recruiting 
minorities, women, disabled workers, and older workers should be tracked. 
Keeping track of these numbers not only shows that the company is complying 
with legal guidelines but also demonstrates that leaders value progress in these 
areas. In a similar way, efforts to track and reduce injuries and accidents not 
only comply with laws but also communicate interest on the part of leaders.

Managers who create fair hiring practices should be rewarded for their 
efforts. Achievement of diversity objectives should result in positive evalua-
tions and bonuses, and supervisors’ efforts to communicate the importance 
of safety should be tracked and rewarded. Groups of employees who follow 
guidelines and remain accident-free should also receive bonuses.

An example of the value of leadership in encouraging compliance is shown 
by the results of initiatives undertaken by Catholic Healthcare West (CHW), 
which operates hospitals in Arizona, Nevada, and California. The company 
implemented a program designed to reduce workers’ compensation claims.

WHAT CAN ORGANIZATIONS DO TO PROMOTE SAFETY?
What factors explain safe behavior? Is creation of 
an organizational climate that encourages safety 
the key? Are some people just more safety conscious 
than others? Does emphasizing safety decrease pro-
ductivity? Craig Wallace and Gilad Chen conducted 
a study to find the answers to these questions. They 
collected data from 254 employees organized into 
50 work groups. They assessed safety climate by 
measuring the extent to which supervisors empha-
sized compliance with safe procedures. They asked 
employees to report their conscientiousness, which 
captures the degree to which someone is organized 
and goal driven. Employees also reported on the 
extent to which they focused on either a) accom-
plishing a lot of work or b) following rules and regu-
lations. Supervisors rated each employee on both 
safety performance (carrying out work in a safe man-
ner) and production (completing tasks on time). 

Conscientious employees simultaneously empha-
sized accomplishing work and following rules and 
regulations. Conscientious employees were thus 
successful on both performance dimensions; they 
completed a lot of work and did so in a safe man-
ner. A different pattern of results was observed for 
safety climate. When supervisors emphasized safety, 

workers focused on following rules and regulations 
and were thus rated higher on safety performance. 
However, an emphasis on safety came at the expense 
of production. A strong safety climate resulted in 
less emphasis on accomplishing a lot of work and 
thereby resulted in decreased production. Safety 
climate thus exhibits a tradeoff. A work climate that 
encourages safe behavior does result in employees 
who focus on rule compliance, yet increased safety 
comes at the expense of productivity. 

The Bottom Line. Creation of a strong safety 
climate increases safe behavior, but the strong safety 
climate may also reduce productivity. Professors 
Wallace and Chen thus suggest that organizations 
think carefully about the balance between safety 
and production. Leaders should emphasize safe 
behavior when accidents and injuries are prevalent, 
or in setting where they are most likely to occur and 
cause a great deal of damage. The authors also sug-
gest that hiring conscientious workers is one way to 
increase both safety performance and productivity. 

Source: Craig Wallace and Gilad Chen, “A Multilevel 
Integration of Personality, Climate, Self-Regulation, and 
Performance,” Personnel  Psychology 59 (2006): 529–557.

How Do We Know?
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The program began with upper management, whose bonuses were tied to 
reducing costs associated with worker injuries. Organizational leaders care-
fully measured and monitored the number and severity of injuries and were 
given clear responsibilities to ensure that information was obtained and com-
municated throughout the organization. The end result has been a 50 percent 
decrease in the cost of workers’ compensation claims. For CHW, compliance 
with safety guidelines therefore not only made employees safer but increased 
bottom-line profits.

  

IN THE MANAGER’S PERSPECTIVE THAT OPENED THE CHAPTER, 
ALEX WAS THINKING ABOUT LEGAL AND SAFETY ISSUES. HE 
WAS CONCERNED ABOUT HIS RESPONSE TO A CLAIM OF SEX-
UAL HARASSMENT, AND HE DIDN’T KNOW IF HE WAS DOING 
ALL THAT WAS NECESSARY TO PROMOTE WORKFORCE DIVERSITY. 
HE ALSO WONDERED ABOUT THE CORRECT RESPONSE TO SAFETY 
VIOLATIONS AND ACCIDENTS. FOLLOWING ARE THE ANSWERS 
TO THE “WHAT DO YOU THINK?” QUIZ THAT FOLLOWED THE 
CASE. WERE YOU ABLE TO CORRECTLY IDENTIFY THE TRUE STATE-
MENTS? COULD YOU DO BETTER NOW?

1. People who are victims of sexual harassment can sue 

the person who harassed them but not the company. 

FALSE.  Employers can be held accountable for the 

 illegal actions of their employees.

2. Companies must hire minority workers even when they 

are not as qualified as other people who are applying for 

the same job. FALSE. Diversity enhancement and affir-

mative action require companies to increase their efforts 

to hire minority workers, but they do not require that 

preference be given to minority applicants who are less 

qualified.

3. A company can have legal problems when it doesn’t 

hire enough women, even if it treats men and women 

the same. TRUE. Treating people the same can result 

in adverse impact discrimination, which occurs when 

employees from one group are hired at a higher rate than 

employees from other groups, even though the groups 

are treated the same. 

When a company’s hir-

ing procedures result in 

adverse impact discrimi-

nation, the company is 

required to demonstrate that the procedures identify the 

people most likely to succeed on the job.

4. Men and women must be paid the same when they per-

form the same job. TRUE. The Equal Pay Act requires 

them to be paid the same when the job is the same. 

Exceptions can be made for differences in job tasks, 

seniority, or performance.

5. Employees have a right to know about any hazard-

ous chemicals they are exposed to at work. TRUE. The 

Occupational Safety and Health Act requires employers to 

inform workers of chemical hazards.

The questions that Alex faced are common to most man-

agers. Employment and safety laws require organizations 

to follow certain guidelines. Alex, for example, does have 

an obligation to stop sexual harassment. He must also 

comply with a number of laws to eliminate discrimination 

and provide a safe workplace. Although Alex may have 

thought company guidelines were common-sense matters, 

he is wise to review them and see that he and other mem-

bers of the organization are meeting legal requirements. 

Fortunately, compliance with the laws and guidelines can 

also increase productivity and profits in many ways.

  

  

  

  

  

A  M A N A G E R ’ S  P E R S P E C T I V E  R E V I S I T E D

?
CONCEPT CHECK
 1. What can organizational leaders do to encourage compliance 

with laws and regulations?
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SUMMARY

Title VII of the Civil Rights Act of 1964 is the most 
important law providing protection against employ-
ment discrimination. Title VII specifically prohibits 
discrimination based on race, color, national ori-
gin, sex, and religion. Disparate treatment is one 
generally prohibited form of discrimination that 
occurs when employees and potential employees 
are treated differently. Adverse impact occurs when 
employees are treated the same but the outcome 
in terms of employment opportunity is different. 
Adverse impact discrimination can also be illegal 
unless an organization can show that its methods 
for hiring people truly identify the people most 
likely to succeed. Title VII also prohibits sexual 
harassment in the form of either quid pro quo or 
hostile environment harassment. The Civil Rights 
Act of 1991 extended Title VII by clarifying bur-
den of proof, outlawing race-norming, and adding 
punitive damages. U.S. discrimination laws apply to 
most people working in the United States and to 
most U.S. citizens working in foreign countries for 
U.S. companies.

What is the main law relating to 
discrimination and employment?

LEARNING OBJECTIVE 1

The Age Discrimination in Employment Act makes 
it illegal to discriminate against people over 40. 
Age discrimination is frequently observed when 
organizations lay off workers, and the act states that 
employees cannot be terminated and replaced by 
younger workers. The Americans with Disabilities 
Act protects people who have physical or mental 
disabilities. Organizations are required to pro-
vide reasonable accommodations so that qualified 
disabled workers can perform essential job tasks. 
Accommodation is not required when it creates an 
undue hardship for the organization. The Equal 
Pay Act requires men and women to be paid the 
same when they do the same job. People doing the 

What are other important employment 
laws?

LEARNING OBJECTIVE 2

same job can be paid differently based on seniority 
or merit, however. The Family Medical Leave Act 
provides employees with the opportunity to take up 
to 12 weeks of unpaid leave. Acceptable reasons for 
taking the leave include personal illness, illness of 
a direct family member, birth of a child, and adop-
tion of a child.

How can organizations increase 
diversity?

LEARNING OBJECTIVE 3

There are four basic approaches to increasing 
workforce diversity. Opportunity enhancement 
programs focus on recruiting minorities and 
women. Equal opportunity programs assure that 
people from underrepresented groups are not vic-
tims of discrimination. When applicants are equally 
qualified, tiebreak programs give an edge for 
employment or promotion to members of groups 
that have historically been victims of discrimina-
tion. Preferential treatment programs give positive 
weight to minority status. Executive Order 11246 
requires affirmative action plans for organizations 
that do business with the federal government. A 
number of court decisions provide guidance for 
organizations pursuing affirmative action plans. 
Organizations cannot use quotas to ensure that a 
specific portion of new hires are from protected 
classes. Affirmative action plans also are illegal 
when they unduly harm the interests of individuals 
who are not members of a protected class.

What are the major laws pertaining to 
occupational safety?

LEARNING OBJECTIVE 4

The Occupational Safety and Health Act is a federal 
law that requires organizations to provide a safe 
work environment. The act requires organizations 
to provide information and training to employ-
ees and to keep records related to accidents and 
injuries. Some specific OSHA guidelines relate to 
hazardous chemicals, emergency plans, workspace 
layout, and medical treatment and first aid.
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Workers’ compensation laws exist at the state 
level. These laws require companies to carry insur-
ance that pays medical bills and disability claims 
for people who are injured while working. Claims 
are paid even if the injured employee was at fault 
for causing an accident, but employees cannot 
generally sue an employer to receive additional 
compensation.

What specific practices increase fairness 
and safety?

LEARNING OBJECTIVE 5

Organizations can encourage compliance with 
laws and guidelines by ensuring that managers 

and employees have knowledge and motivation. 
Managers who hire and supervise others need 
to be familiar with the requirements of major 
employment laws. Managers and employees need 
to be aware of safety procedures. Knowledge and 
motivation increase when organizational leaders 
demonstrate high commitment to following laws 
and guidelines. Organizations that measure and 
reward compliance are also less likely to experi-
ence negative results from lawsuits, injuries, and 
accidents.

KEY TERMS

Adverse impact 81
Affirmative action plan 98
Bona fide occupational qualification (BFOQ) 81
Comparable worth 95
Discrimination 80
Disparate treatment 80
Emergency action plan standard 102
Equal employment opportunity 80
Equal Employment Opportunity Commission 80
Four-fifths rule 82
Harassment 84
Hazard communication standard 103
Hostile environment 85
Immutable characteristics 78
Material safety data sheet (MSDS) 104

Medical and first aid standard 105
Mental disabilities 92
Physical disabilities 92
Protected classes 79
Punitive damages 88
Quid pro quo 84
Race-norming 88
Reasonable accommodation 93
Sexual harassment 84
Title VII 79
Undue hardship 93
Utilization study 99
Validity 82
Walking/working surfaces standard 104
Workers’ compensation 105

DISCUSSION QUESTIONS

 1. How can human resource professionals reduce 
employment discrimination?

 2. Why do you think the majority of employ-
ment and safety laws have been passed in 
the last 50 years, rather than at an earlier 
time?

 3. How is adverse impact different from disparate 
treatment?

 4. How are Title VII and Executive Order 11246 
similar? How are they different?

 5. What trends in society do you think encour-
aged the Americans with Disabilities Act and 
the Family and Medical Leave Act?

 6. What are some reasons employees might 
engage in unsafe acts even when they know 
they could be harmed?

 7. How do workers’ compensation laws protect 
both employees and employers?

 8. How might efforts to hire more minorities and 
women result in greater productivity and profits?
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EXAMPLE CASE Xerox

Leslie Varon’s boss lived by a simple rule: If he was in the office, she should 
be, too. In the early 1990s Varon worked in finance at Xerox, and the depart-
ment’s VP was an old-style organization man. “You could set your watch by the 
hours this man worked,” Varon says, recalling 12-hour days that often began 
at 7 A.M. For Varon and her colleagues, that meant missing family dinners. 
After much discontent, they called a meeting. Couldn’t they take work home 
in order to get out in time for supper? The boss agreed, slowly growing to 
believe that an employee’s value lies in her work, not the hours spent at her 
desk. As for Varon, her earlier departures don’t seem to have impeded her 
career: Today she’s Xerox’s finance VP.

Her status as a female officer would make her a rarity at many companies, 
but not at Xerox. The $15.7 billion document-management company is one 
of only nine in the Fortune 500 with a female CEO, but its gender diversity 
extends far beyond the corner office. Of Xerox’s 32 corporate officers, eight 
are women. So are 800 of its middle managers, more than 30 percent of the 
total. The company is routinely ranked among the best places for women 
to work. Inside its Connecticut headquarters, female employees describe 
a culture where no one hesitates to reschedule a meeting to take a child 
to the pediatrician. Managers are judged—and compensated—on meeting 
diversity goals. At Xerox, “people really believe this—this is not cosmetic,” 
says David Nadler, chairman of Mercer Delta Consulting, who worked with 
Xerox for 20 years. It doesn’t see diversity as being somehow in conflict with 
meritocracy.

It’s an attitude that began taking root nearly 40 years ago, when Xerox’s 
top management became concerned about its treatment of black employees. 
By the 1970s, Xerox was aggressively hiring blacks and supporting a caucus of 
black employees who met to network and discuss grievances. And as feminism 
took hold, Xerox’s progressive attitudes on race made it especially receptive 
to changes. But David Kearns, Xerox’s CEO from 1982 to 1991, says he moved 
to promote women not because of fairness or altruism but because drawing 
from a bigger labor pool would help Xerox compete. “You had to get all of 
the people [involved] or you weren’t going to be able to succeed,” he recalls. 
During the 1980s, female employees formed a Women’s Alliance, which 
 lobbied management to promote more women.

Many of today’s senior Xerox women directly benefitted from these early 
moves. Anne Mulcahy began as a sales rep in 1976. Though her numbers were 
great, she figured her Xerox career would be limited by her refusal to relo-
cate with her husband and two children. But her bosses accommodated her 
by letting her commute to ever-bigger jobs. “[They said], ‘We think you’ve 
got a career path here and we want you to take it as far as you can’,” she says. 
She took it far indeed: In 2001, with Xerox mired in financial crisis, Mulcahy 
became CEO. She cut the workforce from 79,000 to 58,000, refreshed the 

 9. What are some ways in which organizations 
can motivate employees to follow safety 
guidelines?

 10. Why are the example and actions of top orga-
nizational leaders so important for encourag-
ing employees and supervisors to follow laws 
and guidelines?
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product line, and strengthened the balance sheet. The result: Its stock price 
is up 65 percent, and Mulcahy recently ranked ahead of Oprah Winfrey on 
Forbes’s 2005 list of powerful women.

QUESTIONS
 1. How has hiring women and minorities improved Xerox’s profitability?
 2. What changes did Xerox make to become a more attractive employer for 

women and minorities?
 3. Do you think the emphasis on hiring and promoting women and 

 minorities has been unfair to white men? Why or why not?

Source: With permission. Daniel McGinn, “Women Hold Close to a Third of Top Management 
Jobs at Xerox. Insider a Kinder Culture,” Newsweek, October 24, 2005, p. 68.

DISCUSSION CASE Jones Feed and Seed

Jones Feed and Seed is a large regional warehouse that supplies agricultural 
products to retail stores. These products include pesticides that are used to 
treat animals and herbicides that are used to improve crops. For its warehouse 
operations, the company generally hires employees who have just finished 
high school. These employees work under the supervision of a more senior 
laborer, who is usually someone with about one year of experience working in 
the warehouse. The supervisor is in charge of interviewing job candidates and 
normally makes final hiring decisions.

Job Description

 •  Receive and count stock items and record data manually or using computer.

 • Pack and unpack items to be stocked on shelves in stockrooms, warehouses, or storage yards.

 •  Verify inventory computations by comparing them to physical counts of stock and investigate 

discrepancies or adjust errors.

 •  Store items in an orderly and accessible manner in warehouses, tool rooms, supply rooms, or 

other areas.

 •  Mark stock items using identification tags, stamps, electric marking tools, or other labeling 

equipment.

 •  Clean and maintain supplies, tools, equipment, and storage areas in order to ensure compliance 

with safety regulations.

 •  Determine proper storage methods, identification, and stock location based on turnover, 

environmental factors, and physical capabilities of facilities.

 • Keep records on the use and/or damage of stock or stock handling equipment.

 •  Move controls to drive gasoline or electric-powered trucks, cars, or tractors and transport 

materials between loading, processing, and storage areas.

 •  Move levers and controls that operate lifting devices, such as forklifts, lift beams and  swivel-

hooks, hoists, and elevating platforms, in order to load, unload, transport, and stack material.

 •  Position lifting devices under, over, or around loaded pallets, skids, and boxes, and secure 

material or products for transport to designated areas.

 • Manually load or unload materials onto or off pallets, skids, platforms, cars, or lifting devices.

 •  Load, unload, and identify building materials, machinery, and tools and distribute them to the 

appropriate locations, according to project plans and specifications.
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QUESTIONS
 1. What training would you provide to the supervisors who conduct job 

interviews?
 2. What are some primary safety concerns that the company should have 

about the warehouse operation?
 3. What OSHA guidelines does the company need to follow and 

 communicate to employees?
 4. What kind of disabilities do you think could be reasonably accommodated 

for this job position?

Source: Information for job description from http://online.onetcenter.org/.

Visit the website that describes workers’ compensa-
tion for your state. Links can be found at http://
www.workerscompensation.com/workers_comp_
by_state.php.

 1. Who can employees contact if they think they 
have claims?

 2. How would an employee go about filing a 
 workers’ compensation claim?

 3. How soon after an injury must an employee 
make a claim?

 4. What types of benefits might an injured 
employee receive?

 5. What happens if the employee and employer 
have a dispute over workers’ compensation?

Visit the OSHA website at www.osha.gov. In the 
compliance assistance section, visit the area called 

EXPERIENTIAL 
EXERCISE

Locating Government Resources 
on the Web

“Quick Start.” Look at the modules that describe 
guidelines for the construction industry.

Based on what you learn, answer the 
following questions.
 1. What kind of records should a construction 

company keep?
 2. What should be included in a jobsite safety 

program?
 3. What type of training should construction 

 companies offer to employees?

What features of the OSHA website do you find 
most helpful? What would you do to improve the 
website?

Access the companion website to test your knowledge by completing a 
Mega Manufacturing interactive role-playing exercise.
In this exercise, it’s Friday afternoon, and you’re looking forward to catching 
up on some leisure activities this weekend. You accompany the owner of Mega 
Manufacturing on a tour of the plant to meet some of the hourly employees. 
A female employee comes up to you and complains that a male coworker 
has been sexually harassing her. While you are talking with her, the owner 
receives a phone call. When he hangs up, he tells you that the caller was a 
former job applicant, who insists that he was not hired because he is member 
of a minority group. The former applicant plans to file a claim with the EEOC. 
The owner asks for your advice on how to begin handling these issues. So 
much for that weekend of relaxation. •

INTERACTIVE
EXPERIENTIAL EXERCISE

The Legal Side of HR: Handling Equal 
Employment Issues at Mega Manufacturing
http://www.wiley.com/college/sc/stewart
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Designing Productive 
and Satisfying Work

C h a p t e r  4

A  M A N A G E R ’ S  P E R S P E C T I V E

JANE SITS IN HER CUBICLE WONDERING HOW SHE 
CAN MAKE WORK MORE ENJOYABLE FOR THE TELE-
MARKETERS SHE SUPERVISES. SHE PERSONALLY FEELS 
A SENSE OF ACCOMPLISHMENT WHEN SHE CLOSES A 
SALE OR RESOLVES A CUSTOMER’S CONCERN. BUT 
SHE KNOWS THAT SEVERAL MEMBERS OF HER TEAM 
DON’T GET A GREAT DEAL OF SATISFACTION FROM 
THEIR WORK. THEY OFTEN INTERACT WITH PEOPLE 
WHO ARE IRRITATED FOR BEING INTERRUPTED. 
RECEIVING INBOUND CALLS CAN ALSO BE FRUS-
TRATING, AS CUSTOMERS OFTEN MAKE UNREALISTIC 
DEMANDS. ALTHOUGH JANE KNOWS IT IS UNLIKELY 
THAT SHE CAN CHANGE THE TELEMARKETER JOB 
SO THAT IT IS FUN, SHE WONDERS IF THERE ARE 
THINGS SHE CAN DO TO IMPROVE WORKING CONDI-
TIONS AND MOTIVATION.

The members of Jane’s team sit in private 
cubicles and individually take calls. They are 
given approved scripts that describe what they 
should say. Jane and other managers often listen 
to conversations to make sure the telemarketers 
are following the scripts. Jane knows the scripts 
were developed with input from some of the most 
successful telemarketers, but she often thinks that 
members of her team come across as presenting 

a memorized speech rather 
than being genuinely inter-
ested in the customer. She 
wonders if it wouldn’t be bet-
ter to allow members of her 
team more freedom to stray 
from the scripts. Would allowing greater individual 
freedom improve service and sales, or would too 
many telemarketers say the wrong thing?

As part of a directive from upper management, 
Jane has also been carefully tracking the productivity 
of each team member. She frequently receives reports 
about things such as the number of calls made to 
potential customers and average time to resolve a 
complaint from a current customer. When she shares 
these reports with employees, they often provide 
long lists of reasons why they cannot process more 
calls. They also complain that they feel as if they are 
being treated as machines rather than people. Jane 
is sympathetic to their concerns, but she has noticed 
that team members are completing more calls since 
she began tracking their efficiency. She wonders if 
the increased productivity will continue after the 
newness of the tracking system is gone. 

As she continues thinking, Jane receives a call 
from Steve in the human resource department. Steve 
wants to know if Jane has completed her revision 
of the telemarketer job description. Last week when 
she began working on the new job  description, 
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WHAT DO YOU THINK?
Suppose Jane asks her boss, Monica, for guidance about 
designing employee work. Monica makes the following 
statements. Which of the statements do you think are true?

Giving workers more autonomy is a sure 
way to improve their performance.

Having updated job descriptions is impor-
tant to keep the company out of legal 
trouble.

The primary objective of good work design 
is to cluster tasks into jobs that maximize 
the efficiency of workers.

People who continuously perform 
repetitive tasks often find their work to be 
unsatisfying.

Employees who have flexibility in 
 deciding when they will work have higher 
performance.

?

T OR F

T OR F

T OR F

T OR F

T OR F

THE BIG PICTURE Organizations Maximize Productivity and Employee 
Satisfaction by Understanding and Effectively Coordinating Work Tasks

Jane actually laughed at what was written 10 years 
ago. Technology had changed the telemarketer posi-
tion so much that the old description was totally 
inaccurate. This makes Jane wonder why the com-
pany even needs job descriptions. Why waste her 
time working on a new description, if the company 
had survived for this long with a description that 
was this out of date? But Steve was insistent and 
she promised to work on the revision. 

As Jane hangs up the phone and leaves her 
cubicle, she notices that Erin is just arriving for 
the afternoon shift. She greets Erin and thinks how 
grateful she is that Erin is still on her team. Last 
month Erin gave birth to her first child and was 
thinking about quitting. However, Jane worked with 
Erin to find a schedule that could accommodate her 
needs as a new mother. Erin seems appreciative of 
Jane’s understanding about her family needs. Jane 
is glad that she has been able to keep one of her 
top performers. Jane wonders whether there are 
other ways that she could make the job of telemar-
keter more attractive to working mothers. 
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After reading this chapter you should be able to:

Describe how the design of work tasks and roles can align with overall HR strategy.

Explain the steps in the process of job analysis and how to translate results into 
knowledge, skill, and ability lists that can be used to guide other human resource 
practices.

Describe various approaches to job design, including the motivational, biological, 
mechanistic, and perceptual perspectives.

Identify practices that make jobs more compatible with family demands.

LEARNING OBJECTIVE 1

LEARNING OBJECTIVE 2

LEARNING OBJECTIVE 3

LEARNING OBJECTIVE 4

L E A R N I N G  O B J E C T I V E S

Many of us like to describe what we do at work by telling others about our 
jobs. Most of the time, we do this without thinking about who decides what 
tasks should go with which job. Why does an organization have sales repre-
sentatives who meet with potential customers, while other employees make 
the actual products? Why do automobile manufacturers organize workers into 
assembly lines? These questions involve work design, the process of assigning 
and coordinating work tasks. One key principle of work design is differentia-
tion. Differentiation suggests that workers should be assigned sets of similar 
tasks so that they can specialize in doing certain things very well. Another key 
principle of work design is integration. Integration is concerned with coordi-
nating the efforts of employees.1

Strategic work design uses both differentiation and integration to deter-
mine who does what. Good differentiation and integration of work helps 
organizations increase productivity and improve customer satisfaction.2 When 
work is designed strategically, employees’ efforts are coordinated in a way that 
helps the organization achieve its competitive strategy.

One example of an organization with effective work design is W. L. Gore & 
Associates. Gore is best known for manufacturing apparel and camping prod-
ucts that are both water resistant and breathable. The company began in 1958 
as a small shop in Bill Gore’s basement. Since that time, it has grown into a 
multinational company with overall sales of $2.5 billion. Gore employs over 
8,500 employees located throughout the world.3 In addition to manufactur-
ing water-resistant fabric, known as Goretex, the company makes products for 
use in medicine, electronics, and industry.

The various products made by W. L. Gore are tied together by quality and 
innovation. People don’t normally buy Gore products because they are inex-
pensive; they buy them because they are excellent products that meet their 
specific needs. Gore’s official statement about its strategy is “Gore’s products 
are designed to be the highest quality in their class and revolutionary in their 
effect.”4 W. L. Gore clearly competes with other organizations by pursuing a 
differentiation rather than a cost strategy.

Work design
The process of assigning and 
coordinating work tasks among 
employees.

Differentiation
The process of dividing work 
tasks so that employees perform 
specific pieces of the work 
process, which allows them to 
specialize.

Integration
The process of coordinating 
efforts so that employees work 
together.

How Can Strategic Design of Work Tasks 
Improve an Organization?
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In order to encourage innovation and quality, Gore allows workers a great 
deal of freedom in deciding what they will do. Workers at Gore don’t usu-
ally have specific jobs. Nobody is given a job title, and employee business 
cards don’t list specific positions. Employees are simply called associates. New 
employees negotiate with others to determine “commitments” that define 
their work role. Commitments take advantage of individual strengths and 
abilities and are different for every employee. Gore thus replaces top-down 
planning with a system that allows each employee freedom to determine 
the specific tasks that he or she will perform. This freedom encourages each 
individual to find a set of enjoyable tasks. Requiring negotiation with other 
employees ensures that the chosen tasks will indeed help the organization 
achieve its goals.5

Integration at W. L. Gore is achieved through dynamic teams. Many organi-
zations use a hierarchical structure with bosses and clear channels of author-
ity. In contrast, Gore is organized around a lattice structure, which allows 
employees to talk to anyone who might have information they need. Instead 
of having bosses plan and organize tasks, the efforts of individual workers at 
Gore are thus coordinated through teamwork.

Gore’s practices have created a workplace where employees are highly 
satisfied. The company has been named one of the best places to work by 
numerous surveys conducted in a variety of countries. And Gore was once 
again named as one of the U.S. “100 Best Companies to Work For” by Fortune 
magazine in 2009.6

Of course, not everyone is able to succeed in Gore’s structure. Some people 
are uncomfortable without specific jobs that tell them what to do and leave 
Gore soon after they join. People who try to take advantage of the loosely 
organized system by not working hard are also pushed out by their peers.

Replacing formal planning and role assignment with a process in which 
roles evolve is beneficial for Gore. But would this evolutionary process be suc-
cessful elsewhere? Few other organizations seem willing to try, suggesting that 

W. L. GORE & ASSOCIATES

W. L. Gore & Associates is an international 
company employing over 8,500 people through-
out the world. Human resource management 
at Gore builds competitive strength by encour-
aging creative innovation through

 • Creating flexible job descriptions that allow employees freedom to 
perform work tasks that best fit their skills and abilities.

 • Using teams to coordinate the work efforts of individuals.
 • Encouraging workers to develop strong social relationships with other 

employees.

Building Strength 
Through HR
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it may not fit their needs as well. In particular, the informal process at Gore 
is successful because it fits with the overall strategy of differentiation through 
innovation. Hiring creative employees and then letting them find ways to uti-
lize their unique talents encourages new ideas. The process may not always be 
efficient, as the contributions of some workers may overlap with the contribu-
tions of others. However, small losses in efficiency are acceptable in return 
for the increased innovation that makes Gore products highly desirable to 
consumers. In essence, then, W. L. Gore & Associates is a successful company 
because it has developed a human resource system that helps it carry out its 
competitive strategy of innovation.

How Is Work Design Strategic?

LEARNING OBJECTIVE 1

The example of W. L. Gore shows that strategic work design can benefit an orga-
nization by assigning and coordinating tasks in ways that increase employee 
productivity. However, what it means to be productive may not be the same 
for all organizations. Instead of innovation and creativity, other organiza-
tions may benefit from speed and efficiency. The key to making work design 
 strategic is therefore to align the methods used for assigning and co ordinating 
tasks with overall HR strategy. Next, we consider two fundamental elements of 
work design—autonomy and interdependence—and then explain how these 
 elements can be aligned with the HR strategies from Chapter 2.

DEVELOPING AUTONOMY
Take a moment and imagine you are observing the following experience. A 
family with four small children sits down in a restaurant. The waitress places a 
glass of water in front of each person. Fearing that the glasses will be broken, 
the parents ask the waitress to remove the glasses she placed in front of the 
children. “I’m sorry,” the waitress says, “I’ll get in trouble if everyone at the 
table doesn’t have a glass of water. It’s our policy.” Even though the parents 
beg her to make an exception, the waitress follows standard procedure and 
leaves the glasses in front of the children. Sure enough, several minutes later, 
one of the glasses of water is pushed onto the floor and broken. Unlike W. L. 
Gore, the restaurant in this example gives employees little autonomy.

Autonomy concerns the extent to which individual workers are given the 
freedom and independence to plan and carry out work tasks.7 Greater auton-
omy provides two potential benefits to organizations. One benefit concerns 
information. In many cases, front-line workers are closer to customers and 
products and so they have information that a manager does not have.8 The 
workers can use this information, for example, to adapt quickly to change. 
Employees who are closer to products and customers are often able to make 
rapid changes if something in the production process shifts or if customers’ 
needs vary. The “How Do We Know?” feature also describes a study that found 
greater autonomy to result in better coordination for teams, which in turn 
increased productivity.

A second potential benefit of high autonomy is increased motivation. 
People with a greater sense of autonomy feel more responsibility for their 

Autonomy
The extent to which individual 
workers have freedom to 
determine how to complete 
work.
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work.9 More autonomous employees are less likely to shirk their responsibil-
ities, while people who don’t feel autonomy often fail to do their share of 
work tasks. People are also more likely to go beyond minimum expectations 
without extra pay when autonomy is high. High-level managers with greater 
autonomy in both the United States and Europe report greater job satisfac-
tion and less chance of leaving their current employer.10 Managers working in 
a foreign country also adjust to the new environment better when they experi-
ence autonomy.11

High autonomy may not be desirable for all workers, however. High auton-
omy can create coordination problems. An employee with a great deal of free-
dom to change the work process might do something that changes processes 
and outcomes for other employees.12 Such changes are particularly trouble-
some when the work process is carefully planned in advance. For instance, 
high autonomy may not be good for workers in an automobile assembly plant. 
Production processes are carefully planned, and failure to follow rules and 

DO EMPOWERED TEAMS HAVE HIGHER PERFORMANCE?
Do teams perform better when they feel like they 
have the responsibility and authority to complete 
their work independently of a supervisor? If so, 
what can organizations do to help teams feel a 
greater sense of being empowered? John Mathieu, 
Lucy Gilson, and Thomas Ruddy sought to answer 
these questions in a study designed to examine 
empowerment in teams. 

They gathered and analyzed data from 452 ser-
vice technicians. The technicians were organized 
into 121 groups with responsibility for servicing 
and repairing photocopy machines. Team mem-
bers reported the degree to which they felt the 
team was empowered with authority and respon-
sibility. They reported on team processes related 
to planning, communicating, and cooperation. 
Teams also reported on ways that their work tasks 
were designed and the support they received 
from the larger organization. Team performance 
was assessed by measures of how quickly teams 
responded to calls, how well machines operated 
after service, and expense control. Customer sat-
isfaction measures were also obtained from client 
surveys. 

Teams who felt more empowered worked 
together more effectively and in turn had higher 
performance and received better reports of 

 customer satisfaction. The sense of empower-
ment came from teams having more freedom and 
responsibility to plan and carry out work tasks, as 
well as a stronger sense of support from the organi-
zation. Teams were thus found to be most effective 
when organizational practices provided them with 
support and autonomy that led them to cooperate 
more and work together effectively. Better team 
processes in turn resulted in improved service and 
customer satisfaction. 

The Bottom Line. Empowerment can be 
beneficial for teams. Empowered teams perceive 
greater authority and responsibility for complet-
ing work. Teams that feel empowered do a better 
job of planning and coordinating their efforts, 
which in turn results in higher performance. 
Organizations can thus benefit from empowering 
teams. However, the study authors point out that 
empowerment only works when it is supported by 
the larger organizational context. For empower-
ment to be effective it needs to be extensive and go 
beyond a quick fix.

Source: John E. Mathieu, Lucy L. Gilson, and Thomas 
M. Ruddy, “Empowerment and Team Effectiveness: An 
Empirical Test of an Integrated Model,” Journal of Applied 
Psychology 91 (2006): 97–108.

How Do We Know?
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procedures might harm the entire assembly process. In contrast, autonomy 
can be helpful when tasks are complex and difficult to plan in advance. 
Workers with high autonomy can adapt to changing conditions and can do 
whatever is required to better meet the needs of customers.13

DEVELOPING INTERDEPENDENCE
Have you ever been assigned to write a group paper with other students? If so, 
how did your group complete the task? Did you all write different sections of 
the paper? Did the group meet together and discuss the content of the paper? 
Did members of the group work in sequence so that group members could 
add to what had already been done? These different processes for coordinat-
ing activities relate to interdependence.

Interdependence is the extent to which an individual’s work actions and 
outcomes are influenced by other people. When interdependence is low, 
people work mostly by themselves. Each person completes his or her set of 
tasks without much help from or coordination with others. A good example 
is a group of sales representatives, each with an individual selling territory. At 
the other end of the spectrum is high interdependence, which occurs when 
people work together closely. Perhaps each team member completes a part 
of the task, and the work flows back and forth between team members. Each 
person adapts his or her inputs to the inputs of others. An example of high 
interdependence is found in a strategic planning team. Team members meet 
together and discuss issues to combine their knowledge and perceptions in 
order to arrive at shared decisions.

Greater interdependence often corresponds with improved performance. 
When interdependence is high, people tend to feel greater responsibil-
ity for completing their tasks.14 People also report higher work satisfaction 
when their goals and tasks are interdependent with those of other workers.15 
However, as with autonomy, the benefits of interdependence are not univer-
sal. Some organizations are most effective when there is little interdepen-
dence and employees work mostly by themselves. When employees do work 
together, the type of interdependence that is best for one organization is not 
necessarily the type that is best for another organization.

One common form of interdependence is sequential processing, which 
takes place when work tasks are organized in an assembly line. In a sequential 
process, tasks must be performed in a certain order. One person completes 
a certain set of tasks. The work then flows to the next person, who completes 
a different set of tasks. This flow continues until each member of the team 
has completed his or her work and the production of the good or service is 
complete. A computer manufacturing plant uses sequential processing when 
a number of workers sit at a table and assemble parts. One person places the 
memory board in the computer, another adds the hard drive, and someone 
else installs the software. The steps are completed in a specific order, and 
each of the workers has a clearly defined set of tasks to complete.

Another common form of interdependence, reciprocal processing, requires 
more interaction and coordination among workers. Reciprocal interactions 
occur when people work together in a team without carefully prescribed plans 
for completing work tasks. A group of workers is given a broad set of tasks, 
and the workers decide among themselves who will do what. The work process 
might be different each time the set of tasks is completed. In this situation, the 
specific actions of any worker depend a lot on the actions of other workers. 

Interdependence
The extent to which a worker’s 
actions affect and are affected 
by the actions of others.

Sequential processing
Work organized around an 
assembly line such that 
the completed tasks of one 
employee feed directly into the 
tasks of another employee.

Reciprocal processing
Work organized around teams 
such that workers constantly 
adjust to the task inputs of 
others.
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Software engineers use reciprocal processing when they work as a team to cre-
ate application programs. Because each program is different, the design pro-
cess for one will be different from the design process for another. One person 
might have the expertise needed to take the lead role for one program, and 
another person might be the best leader for designing a different program. 
Someone in the team might make a suggestion that brings up new ideas from 
other team members. Team members work together, and the value of each 
engineer’s contribution depends on the contributions of others. 

The best type of interdependence depends on the work situation. 
Individuals and teams tend to benefit from sequential processes when work 
activities can be broken into small tasks that do not change. These tasks are 
often physical. Reciprocal processes tend to be optimal when activities are 
complex and require mental rather than physical inputs.16

LINKING AUTONOMY AND INTERDEPENDENCE 
TO HR STRATEGY
Figure 4.1 shows how differences in autonomy and interdependence can be 
linked to HR strategy. Organizations using cost HR strategies—either Bargain 
Laborer or Loyal Soldier—focus on efficiency. Efficiency is often created by 
combining low autonomy and sequential processing. With cost strategies, one 
objective is to standardize jobs so that employees can quickly learn a set of 
relatively easy tasks. A cook at a fast-food restaurant, for example, receives an 
order and follows clearly defined rules to cook the food, which is then deliv-
ered to someone who gives it to the customer. Another objective with cost 
strategies is to provide a way for each worker to become very skilled and effi-
cient at performing certain tasks. Doing something over and over helps work-
ers learn how to eliminate errors. Scientific studies are done to find ways to 
perform tasks more quickly, and everyone is required to follow best practices.

Organizations that use differentiation HR strategies—either Committed 
Expert or Free Agent—focus on innovation. High autonomy and reciprocal 
processes encourage innovation. With differentiation, the objective is to create 
new products and services that are better than those offered by  competitors. 

Figure 4.1 Strategic Framework for Work Design.

Bargain Laborer
External/Cost HR Strategy

Cost Leadership Differentiation

Strategic Direction

Design Objectives:
  Efficiency
  Standardization
  Specialization

Free Agent
External/Differentiation HR Strategy

Loyal Soldier
Internal/Cost HR Strategy

Committed Expert
Internal/Differentiation HR Strategy

Design Objectives:
  Innovation
  Experimentation
  Broad Responsibilities

Design Features:
  Low Autonomy
  Sequential Interdependence

Design Features:
  High Autonomy
  Reciprocal Interdependence
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People within the organization are more likely to meet this objective when 
they are free to try new approaches. Giving workers the freedom to experi-
ment with new ideas helps companies such as W. L. Gore come up with new 
products. In addition, the close interaction between workers using reciprocal 
processes allows them to help each other and learn new things.

Differences in autonomy and interdependence have been linked to differ-
ences in performance. Reciprocal processes and high autonomy correspond 
with improved performance when work processes are complex and con-
stantly changing. In such cases, managers are unable to determine the one 
best way to get things done. Instead, skilled workers are given freedom to 
work together and find the methods that function best for them. Complex 
and changing tasks are most commonly found in organizations pursuing dif-
ferentiation strategies.

Sequential processes and low autonomy correspond with improved per-
formance when processes are simple and require mostly physical inputs. 
Managers overseeing this type of work are able to determine the best methods 
for accomplishing tasks. Activities are completed most quickly when each per-
son performs a specific set of tasks that are coordinated by managers. Such 
work is most commonly found in organizations pursuing cost strategies.17

?
CONCEPT CHECK
 1. What is autonomy and how does it influence work 

performance?
 2. What are the different forms of interdependence?
 3. How do autonomy and interdependence link to overall HR 

strategy?

We wouldn’t generally expect all the employees in an organization to perform 
the same tasks. Employees specialize in certain tasks, and people adopt spe-
cific roles. These tasks and roles are usually summarized in terms of jobs. A job 
is a collection of tasks that a person is required to perform at work. The idea 
of being employed in a job is so common that many people think in terms of 
jobs when they describe themselves to others. But how are jobs defined? Why 
are some tasks grouped into a certain job while other tasks are grouped into 
a different job? These questions highlight the importance of properly under-
standing how work is designed.

THE JOB ANALYSIS PROCESS
Job analysis is the process of systematically collecting information about work 
tasks. The process involves obtaining information from experts to determine 
the tasks that workers must perform, the tools and equipment they need to 
perform the tasks, and the conditions in which they are required to work. 

Job
A collection of tasks that define 
the work duties of an employee.

Job analysis
The process of systematically 
collecting information about the 
tasks that workers perform.

How Are Employee Jobs Determined?

LEARNING OBJECTIVE 2
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For instance, a job analysis of the work a student does might bring together a 
panel of experienced students and faculty. This panel would develop a list of 
the tasks that students commonly perform. Accompanying the list might be 
a description of typical tools, such as computers and textbooks. The analysis 
would also describe the conditions in which students work, such as lecture 
halls and study groups.

Job analysis is important because it helps clarify what is expected of work-
ers. Purolator, which is featured in the “Building Strength Through HR” 
feature, provides an example of the benefits of good job analysis. In the con-
text of human resource management, knowing what tasks need to be com-
pleted helps managers select people with appropriate knowledge and skills. 
Understanding job tasks also provides important information for planning 

PUROLATOR

Purolator is the largest courier company in Canada, 
with annual revenue over $1.5 billion. During an 
average day, Purolator’s 12,500 employees move 
over 1.1 million packages. Employing a large num-
ber of people involved in physical labor can be chal-
lenging. Each year, the company processes over 
2,000 workers’ compensation claims and pays over 
$13 million for workers’ compensation insurance. 
Most of the claims are filed by couriers and sorters, 
who spend a great deal of time lifting, pushing, and 
pulling boxes.

Purolator uses job analysis to better understand 
the physical demands of various jobs. One purpose 
of job analysis is to provide information about jobs 
that injured workers can do while they are recover-
ing. Purolator works with medical doctors to assess 
the tasks that each injured worker can do and then 
to match workers with temporary assignments that 
require only inputs they are physically capable of 
providing. Workers can return to the workplace 
more quickly, which saves Purolator money. Many 
injured workers also find being at work in a short-
term assignment preferable to staying home alone 
with nothing to do.

Since implementing the job analysis and assign-
ment program, Purolator has reduced the number 
of work days lost for injury from nearly 10,000 per 
year to around 6,000. This improved use of workers 
has helped Purolator become more efficient and 
thereby compete more successfully with interna-
tional shipping companies such as UPS and FedEx. 

Building Strength Through HR

Human resource management at Purolator builds 
competitive strength by using job analysis to assess 
the physical demands of job tasks and then match-
ing job requirements with the capabilities of indi-
vidual workers.

Sources: www.purolator.com; Uyen Vu, “How Purolator Dealt 
with Skyrocketing Costs,” Canadian HR Reporter 19, no. 5 
(2006): 910.
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training programs. In addition, being able to compare the tasks of different 
workers helps guide decisions about pay. Finally, careful job analysis helps 
ensure that human resource practices comply with legal guidelines. In fact, 
good job analysis is often seen as a first step to appropriately recruiting, hir-
ing, training, and compensating workers.

The steps in the job analysis process, as shown in Figure 4.2, are getting orga-
nized, choosing jobs, reviewing knowledge, selecting job agents, collecting job 
information, creating job descriptions, and creating job specifications.18

Step 1. Getting Organized
An important issue to be decided during this phase is who will perform the 
analysis. Some organizations have employees who have the necessary exper-
tise to perform job analyses; other organizations hire external consultants to 
help. In either case, accurate job analysis depends on identifying people who 
have the skills needed to thoroughly analyze the jobs. Careful plans describ-
ing needed resources, such as staff support and computer assets, can help to 
ensure success. During the organizing phase, it is also necessary to make sure 
that key decision makers support analysis plans. No matter how carefully pro-
cedures are planned, problems will arise, and top-management support will 
be necessary to make sure that the analysis proceeds successfully.

Step 2. Choosing Jobs
Of course, the goal in any organization is to analyze all jobs, but constraints on 
budgets and staff time make it necessary to choose only some of these jobs. As 
you might expect, high priority should be given to jobs that are important to 

Figure 4.2  Phases of Job Analysis. Source : Information from Robert D. Gatewood and Hubert S. Field, 
Human Resource Selection, 5th ed. (Cincinnati, OH: South-Western, 2001).

Step 1: Getting Organized
• Decide who will do the analysis
• Get support from top management

Step 4: Selecting Job Agents
• Use incumbents, supervisors, and experts
• Assure a representative mix of people

Step 3: Reviewing Knowledge
• Find out what has been written about the job

Step 2: Choosing Jobs
• Assure job is critical for success
• Focus on jobs that many people perform

Step 5: Collecting Job Information
• Use interviews, questionnaires, and observation

Step 6: Creating a Job Description
• Make a list of duties by using action words 

Step 7: Creating a Job Specifications
• Develop a list of characteristics needed to do the job
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the success of the organization. Particular emphasis should be placed on jobs 
in which large numbers of people are employed. Focusing analysis on jobs 
that are both important and widely held ensures that efforts will be concen-
trated in areas where improvement can have its largest impact on making the 
organization successful.

Step 3. Reviewing Knowledge
The next step, reviewing knowledge, involves learning what is already known 
about similar jobs in other organizations. One important source of informa-
tion is the Occupational Information Network, which was developed by the 
U.S. Department of Labor. The network, called O*Net, is online at http://
online.onetcenter.org. The online database contains information for over a 
thousand occupations. A visitor to the website simply types in a common job 
title and is presented with a list of tasks that are normally associated with that 
job, along with other information. Although developed in the United States, 
O*Net data have been shown to be applicable in other countries such as New 
Zealand and China.19 Studies published in research journals, such as Personnel 
Psychology and Journal of Applied Psychology, offer another source of knowledge. 
The information in these existing sources is not a substitute for a careful anal-
ysis but does provide a good starting point for learning about jobs.

Step 4. Selecting Job Agents
Job agents are the people who will provide the job information. In many cases, 
the best people to provide this information are job incumbents—the people cur-
rently doing the job. These employees are very familiar with day-to-day tasks. 
But one potential problem with using current employees is that they may 
emphasize what is actually done rather than what should be done. Another 
source of information is supervisors. Supervisors may not be as familiar with 
the details of the job, but they can often provide clarification about the tasks 
that they would like to see done. A third source of information is profession-
ally trained analysts who make careers out of studying jobs. Although such 
specialists can provide an outside perspective, they may not be as familiar with 
how things are done in a particular organization.

A number of studies have examined differences in job agents. Information 
provided by job incumbents who are experienced is different from the infor-
mation provided by incumbents who recently started the job.20 In addition, 
differences have been found for ratings from men and women,21 as well as 
for ratings from minority and nonminority incumbents.22 Some differences 
have also been reported between high- and low-performing employees.23 
Given these differences, it is important that the characteristics of the sample 
of people who provide information for a job analysis be representative of the 
characteristics of people who do the job.

Step 5. Collecting Job Information
The next step is to actually collect information about the job. A common 
method for collecting information is the job analysis interview, a face-to-face 
interaction in which a trained interviewer asks job agents about their duties 
and responsibilities. Agents can be interviewed individually or in groups. In 
either case, the interview should be structured so that the same questions are 
asked of everyone. Job analysis interviews can be useful for learning unique 
aspects of a particular job. Interviews can, however, be time consuming and 
costly.

Occupational Information 
Network
An online source of information 
about jobs and careers.

Job analysis interview
Face-to-face meeting with 
the purpose of learning 
about a worker’s duties and 
responsibilities.
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A second common method for collecting information is the job analysis 
questionnaire. Here, agents respond to written questions about the tasks they 
perform on the job. One type of questionnaire is an off-the-shelf instrument 
that has been developed to provide information about numerous different 
jobs. Another type is a tailored questionnaire developed just to obtain infor-
mation about a specific job in a specific organization. An advantage of job 
analysis questionnaires is that they are relatively inexpensive; a disadvantage is 
that they may only provide very general information.

A third common method is observation. Job analysis observation requires 
job analysts to watch people as they work and to keep notes about the tasks 
being performed. This method can provide excellent information about 
jobs involving frequently repeated tasks. However, observation is difficult for 
jobs where tasks either are mental or are not done frequently enough to be 
observed by an outsider.

Given the different strengths and weaknesses of analysis techniques, the 
best advice is often to use a combination of techniques. Job analysis question-
naires can serve as relatively inexpensive tools to obtain broad information. 
This information can be supplemented by interviews and observations. The 
overall goal of this step is to obtain as much information as possible about the 
work tasks. We will look more closely at some specific job analysis methods in 
the next section.

Step 6. Creating Job Descriptions
Next, analysts use the job analysis information to create a job description. A 
job description is a series of task statements that describes what is to be done 
by people performing a job. This description focuses on duties and responsi-
bilities and usually consists of a list of actions that employees perform in the 
job being described. An example of a job description for the job of computer 
programmer is shown in Table 4.1.

Job analysis questionnaire
A series of written questions 
that seeks information 
about a worker’s duties and 
responsibilities.

Job analysis observation
The process of watching workers 
perform tasks to learn about 
duties and responsibilities.

Job description
Task statements that define 
the work tasks to be done 
by someone in a particular 
position.

Source: Information from the Occupational Information Network O*Net OnLine, http://online.onetcenter.org/.

Overview: Convert project specifications and statements of problems and procedures to detailed logical flow charts for coding into computer 
language. Develop and write computer programs to store, locate, and retrieve specific documents, data, and information. May place content 
on websites.

1. Correct errors by making appropriate changes and then rechecking the program to ensure that the desired results are produced.

2.  Conduct trial runs of programs and software applications to be sure that they will produce the desired information and that the instruc-
tions are correct.

3.  Compile and write documentation of program development and subsequent revisions, inserting comments in the coded instructions so 
others can understand the program.

4.  Write, update, and maintain computer programs or software packages to handle specific jobs, such as tracking inventory, storing or 
retrieving data, or controlling other equipment.

5.  Consult with managerial, engineering, and technical personnel to clarify program intent, identify problems, and suggest changes.

6.  Perform or direct revision, repair, or expansion of existing programs to increase operating efficiency or adapt to new requirements.

7.  Write, analyze, review, and rewrite programs, using workflow chart and diagram, and applying knowledge of computer capabilities, 
 subject matter, and symbolic logic.

8. Write or contribute to instructions or manuals to guide end users.

9.  Investigate whether networks, workstations, the central processing unit of the system, and/or peripheral equipment are responding to a 
program’s instructions.

Table 4.1 Job Description for Computer Programmer
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Knowledge of

• Computers and electronics, including circuit boards, processors, chips, computer software and hardware

• English language, including meaning and spelling of works, rules of composition and grammar

• Mathematics, including arithmetic, algebra, geometry, calculus, statistics, and their applications

Skills in

• Writing computer programs

• Critical thinking and complex problem solving

• Active learning and listening, reading comprehension, and learning strategies

• Operations analysis, technology design, and troubleshooting

Ability for

• Arranging information in patterns

• Deductive reasoning, inductive reasoning

• Seeing details at close range

• Oral and written comprehension

• Oral and written expression

• Knowing when something is wrong or likely to go wrong

Source: Information from the Occupational Information Network O*Net OnLine, http://online.onetcenter.org/.

Table 4.2 Job Specifications for Computer Programmer

Step 7. Creating Job Specifications
The final step uses job analysis information to create job specifications. Job 
specifications identify the knowledge, skills, and abilities that workers need 
in order to perform the tasks listed in the job description. An example of job 
specifications for the position of computer programmer is shown in Table 4.2. 
Of course, job specifications are different from the job description. Job 
descriptions focus more on what is done, whereas job specifications focus on 
who is most likely to be able to perform the tasks successfully.

SPECIFIC METHODS OF COLLECTING 
JOB ANALYSIS INFORMATION
Let’s look more closely at how information is gathered in Step 5 of the job 
analysis process. Many methods have been developed for collecting job analy-
sis information. In this section, we examine three of the methods: the task 
analysis inventory, the critical-incidents technique, and the Position Analysis 
Questionnaire. The first two are general techniques that provide a method-
ology for analyzing jobs. Although several different consulting firms market 
applications of these techniques, the principles used are not unique to these 
firms. A number of common principles underlie specific practices, and we 
describe these principles rather than the specific practices of a particular con-
sulting firm. The third tool we discuss, the Position Analysis Questionnaire, 
is a bit different; it is a specific analysis tool that is marketed by a single firm.

Task Analysis Inventory
The task analysis inventory asks job agents to provide ratings concerning a large 
number of tasks. Most analyses require responses for at least 100 different task 
statements. These task statements usually begin with an action verb that describes 
a specific activity—for example, “explains company policies to newly hired 
 workers” and “analyzes data to determine the cost of hiring each new employee.”

Job specifications
Listing of the knowledge, skills, 
and abilities needed to perform 
the tasks described in a job 
description.

Task analysis inventory
A method of job analysis in 
which job agents rate the 
frequency and importance of 
tasks associated with a specific 
set of work duties.
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Most task analyses require job agents to provide at least two ratings for each 
task statement; one rating is for frequency or time spent, and the other is 
for importance. Ratings for frequency of performing the task range from “never 
performed” to “performed most of the time.” Ratings might also be made for 
time spent on the task. However, ratings of frequency and time spent essentially 
measure the same thing.24 Ratings for task importance usually range from “not 
important” to “extremely important.”25

Task inventories yield information that is consistent across time, meaning 
that ratings provided by a specific rater at one point in time are similar to rat-
ings obtained from the same rater at a different point in time.26 Raters tend 
to agree about the importance of tasks27 but don’t always agree on frequency 
ratings. Raters who are job incumbents—people actually doing the tasks—are 
more accurate than other agents, such as supervisors. Incumbents who are 
relatively new to the job are more accurate than incumbents who have been 
in the job for some time.28 The task analysis inventory thus seems to work best 
when job incumbents who are relatively new to the position provide ratings of 
frequency and importance.

A task analysis inventory is fairly specific to a particular category of jobs. 
Thus, an analysis that provides insight into the job of grocery store clerk will 
provide little information about the job of taxi driver. However, the inventory 
does provide a good deal of detailed information about the job being studied.

Critical-Incidents Technique
The critical-incidents technique identifies good and bad on-the-job behaviors. 
Job agents are asked to generate a number of statements that describe behav-
iors they consider particularly helpful or harmful for accomplishing work. 
Each statement includes a description of the situation and the actions that 
determined whether the outcome was desirable or undesirable.29 Statements 
are then analyzed to identify common themes.

Results from an analysis using the critical-incidents technique are shown in 
Table 4.3. The analysis provides information about the position of university 
housing resident assistant.30 Resident assistants are students who live in dormi-
tories to coordinate activities and enforce rules. This particular study included 
93 resident assistants and their supervisors. Each participant first provided a 
descriptive example of the behavior of the best resident assistant he or she 
had ever known. Many participants described incidents in which the resident 
assistant had shown an individual interest in students or had been fair in mak-
ing decisions. As a next step in the process, each participant described an 
incident involving the worst resident assistant he or she had observed. These 
incidents often involved resident assistants who were not available to help 
students or resident assistants who themselves broke rules. After participants 
generated lists of desirable and undesirable resident assistant actions, expert 
raters sorted the incidents into categories and checked to make sure differ-
ent raters agreed about which incidents should be placed in each category. 
Finally, the number of incidents in each category was counted to get a sense of 
the relative importance of the categories.

The results of the critical incident method found showing interest in residents 
and being fair to be the most important incident categories. Good resident 
assistants are fair in imposing discipline, are concerned about residents, plan 
additional programs, are self-confident, have good self-control, and spend 
more time than required in the residence hall. Poor performers discipline 
some residents but not their friends, break the rules themselves, and are not 

Critical-incidents technique
A method of job analysis in 
which job agents identify 
instances of effective and 
ineffective behavior exhibited 
by people in a specific position.
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Source: Reproduced with permission of authors and publisher from Michael G. Aamodt, 
Robert J. Keller, Krista J. Crawford, and W. Kimbrough, “A Critical-Incident Job Analysis of the 
University Housing Resident Assistant Position,” Psychological Reports 49(1981): 983–986. 
[© Psychological Reports 1981]

Good Bad

Interest in residents 31 19

Availability 14 27

Responsibility 12 20

Fairness 18 10

Self-adherence to rules 0 28

Social skills 19 7

Programming 13 7

Self-confidence 12 8

Rule enforcement 4 14

Authoritarianism 1 16

Counseling skills 12 4

Self-control 5 2

Confidentiality 1 2

Table 4.3 Incident Frequencies of Good and Bad Resident Assistant Behavior

friendly. An interesting outcome of this study was the identification of avail-
ability and interest in residents as important aspects of performance. Previous 
analyses had focused more on the disciplinary requirements and had failed to 
capture these important performance behaviors.

Position Analysis Questionnaire
The Position Analysis Questionnaire (PAQ) is a structured questionnaire that 
assesses the work behaviors required for a job.31 This questionnaire collects 
information not about tasks or duties but rather about the characteristics peo-
ple must have in order to do the job well. In essence, the PAQ skips Step 6 in 
the job analysis process and goes right to Step 7.

The PAQ includes 187 items that relate to job activities or the work envi-
ronment. These items assess characteristics along six dimensions:

 1. Information input—where and how a worker obtains needed information.
 2. Mental processes—reasoning and decision-making activities.
 3. Work output—physical actions required for the job, as well as tools or 

devices used.
 4. Relationships with other persons—the interactions and social connections that 

a worker forms with others.
 5. Job context—the physical and social surroundings where work activities are 

performed.
 6. Other job characteristics—activities, conditions, or characteristics that are 

important but not contained in the other five dimensions.

Questions on the PAQ are rated on scales according to what is being mea-
sured. One scale, for example, is based on extent of use and ranges from “very 
infrequently” to “very substantial.” Another is based on importance to the job and 
ranges from “very minor” to “extreme.” A few items are simply rated as “does 
not apply” or “does apply.”

Position Analysis 
Questionnaire (PAQ)
A method of job analysis that 
uses a structured questionnaire 
to learn about work activities.
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An advantage of the PAQ is its usefulness across many different jobs. Since 
the information concerns worker characteristics rather than tasks, results can 
be compared across jobs that are quite different. For instance, PAQ results 
might be used to determine whether two very different jobs require similar 
inputs. The degree of similarity will tell management whether people doing 
these jobs should be paid the same amount. A disadvantage of the PAQ is its 
lack of task information, which limits its usefulness for creating job descrip-
tions or guiding performance appraisal practices. The PAQ is nevertheless 
one of the most commonly used methods of job analysis.

HOW IS JOB DESCRIPTION INFORMATION 
MADE USEFUL?
A few methods, like the PAQ , develop descriptions of worker characteristics 
rather than tasks and duties. However, the result of most job analysis tech-
niques is a list of duties. As shown in Figure 4.3, job descriptions focus on 
tasks and duties, whereas job specifications focus on characteristics of people. 
Information in job descriptions must therefore be translated into job specifi-
cations, which are required for purposes such as employee selection. After all, 
just knowing what employees do in a certain job isn’t very helpful for deter-
mining the type of person to hire. The people doing the hiring also need to 
know what characteristics to look for in job applicants.

Translation into job specifications is usually done by job agents. To make 
good translations, job agents must be highly familiar with the job and what 
it takes to perform it well. They look at the list of tasks and make judgments 
about the knowledge, skills, and abilities needed to complete the tasks. The 
characteristics are incorporated into the job specifications. For instance, job 
agents for the position of student might be asked to make judgments about 
the skills needed to take notes in class. The list of skills would include some 
obvious characteristics, such as ability to hear and write. Other characteristics 
might be less obvious but more helpful for identifying people who do the 
tasks well—for example, the ability to simultaneously listen and write, a knowl-
edge of note-organizing techniques, and skill in asking follow-up questions. 
Good job specifications thus focus attention on knowledge, skills, and abilities 
that separate high- and low-performing workers.

Figure 4.3 Comparing Job Descriptions and Job Specifications.

    Describes what is to be
    done

Focus is on duties Focus is on characteristics of people

     Describes the
     • Knowledge
     • Skills
     • Abilities
     needed to perform
     the duties

Job SpecificationsJob Descriptions

c04.indd   134c04.indd   134 07/04/11   7:30 PM07/04/11   7:30 PM



How Are Employee Jobs Determined? 135  

Job specifications provide information that serves as a foundation for 
a number of other human resource practices. Managers can use the list of 
worker characteristics as a “shopping list” when they begin identifying the 
type of workers they want to hire. Carefully prepared job specifications also 
guide selection practices so that appropriate tests can be found to identify 
who actually has the desirable characteristics. In addition, areas in which cur-
rent employees lack skills necessary for promotion can be established as train-
ing priorities.

These priorities serve as important information for designing the training 
programs discussed in Chapters 9 and 10. Also, as explained in Chapters 11 
and 12, knowing the employee characteristics associated with high task per-
formance can also provide important guidance for compensation decisions. 
People who have more desirable characteristics will likely expect to receive 
higher pay, particularly if few others have the same characteristics.

JOB ANALYSIS AND LEGAL ISSUES
The process of job analysis is a starting point for many good human resource 
practices. Practices grounded in good analysis are most likely to result in good 
decisions about how to hire, evaluate, and pay employees. Legal consider-
ations are another important reason for good job analysis.

A number of court decisions have confirmed the importance of using good 
job analysis procedures.32 When an organization makes hiring or promotion 
decisions that have discriminatory effects, the organization can defend itself 
successfully by showing that it based its decisions on good, solid analyses of the 
jobs involved. In contrast, such decisions are likely to appear arbitrary—and 
to be judged illegal—if the organization has not used good job analysis pro-
cedures. Some procedures that have been identified as critical for conducting 
a legally defensible job analysis are listed in Table 4.4. Following these proce-
dures helps ensure that an organization thoroughly analyzes jobs and uses the 
information to develop fair hiring and compensation procedures.33

Job analysis results can also help many organizations determine whether 
they are complying with requirements of the Americans with Disabilities Act 
(ADA), which we discussed in Chapter 3. ADA guidelines make an impor-
tant distinction between essential and nonessential tasks. For a disabled 
employee to be qualified for a position, he or she must be able to perform 
all essential tasks (with reasonable accommodations). The employee is not, 
however, required to be able to perform non essential tasks. For example, an 
essential task for a landscape worker might be to identify and remove weeds. 

Source: Information from Duane E. Thompson and Toni A. Thompson, “Court Standards for 
Job Analysis in Test Validation,” Personnel Psychology 35 (1982): 865–874.

1. Analysis results should be in writing.

2. The method used to analyze the job should be clearly described.

3. Expert job analysts should collect data from several up-to-date sources.

4. Data should be collected from enough people to be sure the results are accurate.

5. Tasks, duties, and activities must be identified and included in the job analysis.

6. Specify the relative degree of competency necessary for entry-level performance.

Table 4.4 Legal Issues and Job Analysis
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A  nonessential task might be communicating verbally with other employees. 
In this case, an applicant with a speech disability might be seen as qualified for 
the job. The key to qualification is the extent to which verbal communication 
is necessary. If the job description does not identify verbal communication as 
an essential task for landscape workers, then the organization cannot appro-
priately refuse to hire someone who cannot speak to fill that job.

COMPETENCY MODELING
The process of job analysis has been criticized in recent years, primarily because 
work today is less structured around specific jobs than it once was.34 Work 
activities are more knowledge based. People increasingly work in teams. Task 
activities are more fluid and are determined through ongoing negotiation 
among workers.35 By the time human resource practices based on job analysis 
can be designed and carried out, the task activities may have changed.36 Work 
behavior in modern organizations is thus not easily described.

A recent development designed to adapt to the changing needs of mod-
ern organizations is competency modeling, which describes jobs in terms 
of  competencies—characteristics and capabilities people need in order to 
succeed at work. Competencies include knowledge, skills, and abilities, but 
they also seek to capture such things as motivation, values, and interests. 
Competencies thus include both “can-do” and “will-do” characteristics of 
 people.37 One area of difference between competency modeling and tradi-
tional job analysis is that competency modeling tends to link a broader set of 
characteristics to work success.

Typical steps for competency modeling are shown in Figure 4.4.38 Part of 
data collection is an assessment of competitive strategy. Consistent with the 
strategic focus of this textbook, competency modeling thus seeks to develop 
links between work activities and organizational strategy. The competency 
approach also tailors solutions to purposes and uses. An analysis that will be 
used for compensation decisions may be different from an analysis that will be 
used for determining the type of job candidate to recruit. Competencies also 
tend to be somewhat broader and less specifically defined than the activities 
assessed in job analysis. Typical competencies might include skill in present-
ing speeches, ability to follow through on commitments, proficiency in ana-
lyzing financial information, and willingness to persist when work becomes 
difficult. Competencies can be rated in terms of things like current impor-
tance, future importance, and frequency.

You can see that job analysis and competency modeling differ in some 
important respects. Competency modeling is much more likely than job anal-
ysis to link work analysis procedures and outcomes to business goals and strat-
egies. However, in most cases, the methods used in competency modeling are 
seen as being less scientific.39 Competency modeling procedures are often not 
documented as clearly as job analysis procedures and may be less rigorous.

Comparing the strengths and weaknesses of traditional job analysis and 
competency modeling, however, obscures the important contribution that is 
possible by combining the best elements of the two practices. Competency 
modeling incorporates strategic issues and allows for a broader range of char-
acteristics. From the other side, traditional job analysis provides excellent 
techniques for scientifically analyzing work activities. Combining the broader, 
more strategic approach of competency modeling with scientific methods 
should yield superior results. Indeed, a series of research studies concluded 

Competency modeling
An alternative to traditional 
job analysis that focuses on a 
broader set of characteristics 
that workers need to effectively 
perform job duties.

Competencies
Characteristics and capabilities 
that people need to succeed in 
work assignments.
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Figure 4.4 Steps in Competency Modeling. Source : Information from Antoinette D. Lucia and Richard 
D. Lepsinger, The Art and Science of Competency Models: Pinpointing Critical Success Factors in Organizations (San 
Francisco: Jossey-Bass/Pfeiffer, 1999).

Step 1: Determine Data Collection Method
• Determine who will collect data
• Use Interviews and focus groups

Step 4: Develop an Interim Model
• Identify themes and patterns
• Start with a general idea, be open to new information

Step 3: Direct Observation of Incumbents
• Watch people as they perform job

Step 2: Collect Data
• Use open-ended questions, probe for specifics
• Have an agenda and stick to it, ensure that everyone
  participates

Step 5: Test the Interim Model
• Use focus groups and surveys

Step 6: Validate the Model
• Assess correlations with the model and performance ratings
• Eliminate unneeded categories

that a combined approach is better than either approach alone.40 The best 
analysis thus seems to be one that incorporates strategic direction and a 
broader set of characteristics while following the scientific procedures out-
lined for completing traditional job analysis.

?
CONCEPT CHECK
 1. What are the seven steps involved in job analysis?
 2. What can an organization do to make sure its job analysis 

procedures comply with legal guidelines?
 3. How is competency modeling different from job analysis?

Next time you visit a sandwich shop, take a moment to observe the work pro-
cess. Does the same person who takes your order also fix the sandwich and 
then take your payment? Or does one person take your order, another fix the 
sandwich, and still another accept your payment? Some shops use a process in 
which a single employee serves each customer. In other shops, each employee 
specializes in only one part of the service. Job analysis procedures would find 

How Do We Determine the Tasks 
Associated with Each Job?

LEARNING OBJECTIVE 3
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that each person working in the first shop must perform a lot of different 
tasks, whereas employees in the second shop perform a limited set of tasks 
over and over. Job analysis thus provides information about who does what, 
but it doesn’t tell us anything about how the tasks were combined into jobs in 
the first place. The process of job design focuses on determining what tasks 
will be grouped together to form employee jobs. This process of job design 
is critical, as nearly half of the differences in worker attitudes and behavior 
can be traced to factors such as task design, social interactions, and work 
conditions.41

Job design is important when companies are first created and when exist-
ing companies open new plants or stores. However, the principles of job 
design are also important for existing companies that are looking to improve. 
Many existing companies use job redesign to reorganize tasks so that jobs 
are changed. Job redesign often increases the sense of control for workers.42 
Indeed, job redesign that empowers employees is particularly effective for 
improving performance when managers have not been providing employ-
ees with feedback and information.43 The “Building Strength Through HR” 
feature describes how such a redesign benefitted a large teaching hospital 
located in England. 

Job design
The process of deciding what 
tasks will be grouped together 
to define the duties of someone 
in a particular work position.

Job redesign
The process of reassessing task 
groupings to create new sets of 
duties that workers in particular 
positions are required to do.

LEICESTER ROYAL INFIRMARY 
Leicester Royal Infirmary National Health Service 
Trust is a large teaching hospital located in 
England. Each year, the hospital staff of 4,200 peo-
ple treats 400,000 outpatients, 105,000 inpatients, 
and 125,000 accident and emergency victims. The 
hospital used work redesign to reduce waiting 
time and improve satisfaction for patients. Human 
resource experts worked with clinical teams to rede-
sign the way services were delivered. The analysis 
assessed patient needs and determined who should 
provide care. One common outcome was the 
streamlining of processes. For example, a review 
of procedures in one department revealed that five 
different areas of responsibility and seven trans-
fers of information were required to help a patient 
make an appointment. These tasks were combined 
into a single job, resulting in a 15 percent reduc-
tion in costs. In some cases, tests that had previously 
taken hours to complete were delivered in min-
utes as a result of redesign. Other new processes 
increased efficiency so that nurses could spend 
more time with patients. Involving hospital workers 
in work redesign has improved not only efficiency 

Building Strength Through HR

but also patient satisfaction. Furthermore, nurses 
have benefited from redesigning jobs in ways that 
allow each individual to perform a broader array of 
tasks. This not only improves patient care but also 
makes nurses’ activities more interesting. Human 
resource management at Leicester Royal Infirmary 
builds competitive strength by getting nurses and 
other workers involved in identifying better ways to 
complete work tasks.

Source: Information from “HR’s Role in Re-engineering at 
Leicester Royal Infirmary,” Human Resources Management 
Journal International Digest 10, no. 4 (2002): 4–7.
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Problems arise when work tasks are not organized well. Earlier in this 
chapter, we discussed the concepts of differentiation and integration. 
Differentiation allows people to specialize in specific tasks, while integration 
coordinates actions among employees. Employees feel isolated when there is 
too much differentiation. Many also feel frustrated when they are unable to 
easily integrate their actions with the actions of other workers. A major objec-
tive of work design is thus to differentiate and integrate work in ways that not 
only make employees more productive but also increase their satisfaction.

Work tasks that are not properly differentiated and integrated deplete 
employee mental and physical capacity and create fatigue and burnout.44 
Burned out employees are more likely to leave the organization.45 Workers 
with unclear roles, and those who experience constraints such as bad equip-
ment and supplies, are particularly at risk.46 These exhausted employees have 
decreased motivation and are less likely to help other workers voluntarily.47 
They are also more prone to abuse alcohol and drugs.48 Some burnout can 
be resolved by making sure that people have jobs that fit their capabilities and 
by treating employees fairly.49 Workers experience less exhaustion when they 
receive social support from coworkers.50 People also seem to be better able 
to cope with exhaustion when they believe that they are performing at a high 
level.51 Taking a vacation can also reduce burnout.52

Job design and redesign specialists have adopted a number of approaches 
for attacking the problem of grouping tasks in ways that make jobs more 
productive and satisfying. The main objective of any work design method 
is to separate and combine work tasks in ways that make the most sense. 
What makes sense depends on the overall objective of the organization 
and is driven by strategic choices. In this section, we describe four general 
approaches to grouping work tasks: mechanistic, motivational, perceptual, 
and biological. As you will see, many of the differences in these approaches 
can be traced to differences among the research areas and disciplines where 
they originated.

MECHANISTIC APPROACH
In a mechanistic approach, engineers apply concepts from science and math-
ematics to design efficient methods for creating goods and services. In par-
ticular, industrial engineers approach job design from the perspective of 
creating an efficient machine that transforms labor inputs into goods and 
services. They use principles of scientific management to create jobs that 
eliminate wasted effort so that organizations can produce goods and services 
quickly.53 In creating these jobs, they often use analyses designed to find the 
work methods that take the least time. For example, in a typical analysis, an 
observer might use a stopwatch to time different methods for moving boxes 
from one spot to another. Emphasis is placed on finding the fastest way to lift 
and carry boxes. The job is then designed so that each employee learns and 
uses the fastest method.

The basic goal of the mechanistic approach is to simplify work tasks as 
much as possible. Tasks are automated. Each job is highly specialized, and 
to the degree possible, jobs are simple. Workers focus on completing only 
one task at a time, and a small set of tasks is completed over and over.54 The 
mechanistic approach thus tends to reduce worker autonomy and create 
sequential processing. Having workers specialize and complete simplified 
tasks has indeed been linked to greater efficiency.55 Organizations pursuing 

Scientific management
A set of management principles 
that focus on efficiency and 
standardization of processes.
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either Loyal Soldier or Bargain Laborer HR strategies can thus benefit from 
job design practices that emphasize the mechanistic approach.

United Parcel Service (UPS) uses the mechanistic approach as part of a 
Loyal Soldier HR strategy. UPS needs to move packages as efficiently as pos-
sible. People who work as sorters in package warehouses use carefully planned 
methods for carrying packages. From time to time, specialists observe sorters 
and make sure that they are following prescribed practices. Truck drivers at 
UPS also follow specific procedures for tasks such as planning delivery routes 
and starting trucks. The entire process is very much like an assembly line. The 
most efficient methods for completing tasks are determined and then taught 
to everyone. This standardization creates efficiency, which helps reduce the 
cost of moving packages and, in turn, creates value for customers. 

MOTIVATIONAL APPROACH
Work design can also be approached from the perspective of psychologists. 
Instead of seeking to build a machine, psychologists study human minds and 
behavior. A specific branch of study called organizational psychology emphasizes 
designing work to fulfill the needs of workers. This motivational approach is 
aimed at increasing employees’ enjoyment of their work and thus increasing 
their effort. For example, people given the goal of developing a marketing 
plan for a cell phone manufacturer might be given a large number of dif-
ferent tasks that allow them to exercise creativity. Jobs are designed not sim-
ply to get work done as quickly as possible but also to provide workers with 
tasks they find meaningful and enjoyable.56 The “How Do We Know?” feature 
describes a study that illustrates the benefits of making work tasks meaningful 
and significant.

Unlike the mechanistic approach, the motivational approach seeks to 
design work so that it is complex and challenging. One popular model of 
motivational job design is the job characteristics model, which focuses on 
building intrinsic motivation.57 Intrinsic motivation exists when employees do 
work because they enjoy it, not necessarily because they receive pay. According 
to the job characteristics model, people are intrinsically motivated when they 
perceive their work to have three characteristics:

 • Meaningfulness. People see work as meaningful when they are able to 
use many different skills, when they can see that their inputs lead to 
the completion of a specific service or product, and when they see their 
tasks as having an important impact on other people.

 • Responsibility. People feel personal responsibility for work outcomes 
when they have autonomy, which comes from the freedom to make 
decisions.

 • Knowledge of the results. Knowledge of the results of work activities comes 
from receiving feedback in the form of information about how effec-
tively the work is being done.

People who feel intrinsic motivation exhibit higher creativity.58 This sug-
gests that the motivational approach to job design is particularly useful for 
organizations pursuing Committed Expert or Free Agent HR strategies. 
Organizations with these strategies can benefit from the greater intrinsic 
motivation and creativity that comes from experiencing meaningfulness, 
responsibility, and knowledge of results. Designing work around motivational 
principles also increases worker satisfaction and enables organizations to 

Job characteristics model
A form of motivational job 
design that focuses on creating 
work that employees enjoy 
doing.
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DO EMPLOYEES WORK HARDER WHEN 
THEY THINK THEIR TASKS MATTER?
Employees are sometimes asked to complete small 
tasks that they often think are boring. Do employ-
ees work harder on these tasks when they believe 
their actions contribute something valuable to soci-
ety? Adam Grant sought to answer this question by 
studying the work outcomes of call center employ-
ees and lifeguards.

In one study he conducted an experiment by 
separating call center employees working at a uni-
versity into groups. One group of callers developed 
a greater sense that their work was significant by 
reading stories about how the funds they were rais-
ing had improved the lives of students. Another 
group read stories from previous employees that 
described how working as a caller had helped their 
own personal careers. A third group did not read 
any stories. The group that read the stories about 
how much their work could help students obtained 
more pledges for a higher amount of money than 
either of the other two groups.

A second study was similar but focused on life-
guards. A sense of the importance of work tasks was 

communicated to one group of lifeguards by hav-
ing them read stories about other lifeguards rescu-
ing drowning swimmers. Compared to a control 
group, the lifeguards who read the lifesaving sto-
ries had a higher sense that their work was impor-
tant. They were more dedicated to their jobs, and 
they helped others more frequently.

The Bottom Line. Employees perform better 
when they perceive that their work is benefitting 
others. This sense of making a difference for others 
is a stronger motivator than a sense that work will 
benefit oneself. In order to help employees better 
see the significance of their tasks, Professor Grant 
recommends that managers share stories with 
employees about how what they are doing makes a 
difference for other people.

Source: Adam M. Grant, “The Significance of Task Significance: 
Job Performance Effects, Relational Mechanisms, and 
Boundary Conditions,” Journal of Applied Psychology 93(2008): 
108–124.

How Do We Know?

retain quality employees.59 In particular, providing workers with high auton-
omy provides a means for organizations pursuing differentiation strategies to 
maximize the benefit of employing highly educated and trained workers who 
often know more than managers.

W. L. Gore & Associates, which you read about earlier in the chapter, offers 
a good example of a company that uses the motivational approach as part of a 
differentiation strategy. Workers are given a great deal of autonomy to deter-
mine work tasks. Based on their interests and capabilities, they enter agree-
ments that allow them to complete work tasks that they perceive as important. 
They also have the freedom to engage in a variety of activities. Decreases in 
efficiency that come from duplication of effort are balanced by high levels of 
creativity. Internally motivated workers create unique products.

PERCEPTUAL APPROACH
Some psychologists take a perceptual, rather than a motivational, approach. 
Job designers using this approach group tasks together in ways that help work-
ers to process information better. These experts look at things such as how 
easily displays and gauges can be read and understood. They design written 
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materials and instructions to be easy to read and interpret. They also examine 
how much information must be remembered and how much complex prob-
lem solving is required.

The basic objective of the perceptual approach is to simplify mental 
demands on workers and thereby decrease errors. Safety and prevention 
of accidents are critical. Given its emphasis on simplicity, the perceptual 
approach to job design usually results in work characterized by sequential 
processing and low autonomy. Thus, it is most commonly found in organi-
zations pursuing either Loyal Soldier or Bargain Laborer HR strategies. For 
instance, an oil refinery could use perceptual principles to ensure that gauges 
and meters are designed to present information clearly so that plant workers 
do not make mistakes that result in accidents.

BIOLOGICAL APPROACH
People with backgrounds in biology and physiology also provide inputs into 
work design. They study issues associated with health and physical function-
ing. Physiologists particularly emphasize the physical stresses and demands 
placed on workers. Yet, physical demands often combine with psychological 
stress to create injuries.60

The biological approach is sometimes associated with ergonomics, which 
concerns methods of designing work to prevent physical injury. Task demands 
are assessed in terms of strength, endurance, and stress put on joints. Work 
processes are then designed to eliminate movements that can lead to physical 
injury or excessive fatigue. Workers are often taught principles such as good 
posture and elimination of excessive wrist movement.

The basic goal of the biological approach is to eliminate discomfort and 
injury. Fatigue is reduced by incorporating breaks and opportunities to switch 
tasks. Short-term gains in efficiency are sometimes sacrificed in order to pre-
vent discomfort or injury to workers. Principles associated with the biological 
approach can therefore be useful in work that is characterized by sequential 
processing. Unlike the mechanistic and perceptual approaches, which provide 
guidance for ways to increase efficiency, the biological approach guides work 
design specialists in making sure that assembly-line processes do not harm
workers. Work design from the biological perspective thus helps organiza-
tions with Bargain Laborer or Loyal Soldier HR strategies to balance their 
quest for efficiency with a focus on the physical needs of workers. A good 
example is seen in automobile plants where machines and work surfaces are 
designed to increase employee comfort and eliminate repetitive motions that 
lead to injuries.

COMBINING WORK DESIGN APPROACHES
A potential problem associated with work design is the sometimes conflicting 
goals of the various approaches. For instance, the mechanistic approach sim-
plifies processes by assigning workers a few specialized tasks that are rapidly 
repeated. In contrast, the motivational approach emphasizes whole tasks, 
high variety, and substantial autonomy. Does increased efficiency come at the 
expense of worker satisfaction and creativity?

Research has indeed found tradeoffs between the motivational and mecha-
nistic approaches. On the one hand, jobs designed around the motivational 
approach increase job satisfaction, but the price may be reduced efficiency.61 

Ergonomics
An approach to designing work 
tasks that focuses on correct 
posture and movement.
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On the other hand, jobs designed around the mechanistic approach nor-
mally improve efficiency, even though job satisfaction may decline.62 Still, 
studies show that tradeoffs are not always necessary and that in some cases 
jobs can be designed simultaneously from the mechanistic and motivational 
approaches.63 In fact, a recently developed Work Design Questionnaire suc-
cessfully includes measures of work context and task knowledge with social 
characteristics.64 In this way the combined approach examines tasks in terms 
of both motivational and mechanistic properties. For instance, someone per-
forming the job of statistical analyst might be given a set of very specialized 
tasks to improve efficiency but might also have high expertise and autonomy, 
which would create a sense of responsibility and ownership.65

Combining principles from the mechanistic and motivational approaches 
can thus lead to jobs that are not only efficient but also satisfying.66 Of course, 
in many instances the primary consideration will be either efficiency or moti-
vation; the strategic objectives of the organization should be the primary 
factor that drives work design. The mechanistic approach, incorporating per-
ceptual and biological influences, is most relevant for organizations pursuing 
cost strategies. The motivational approach provides important guidance when 
the underlying strategy is differentiation.

?
CONCEPT CHECK
 1. What are four different approaches to designing jobs in 

organizations?
 2. How does the mechanistic approach differ from the motiva-

tional approach?

One area of increasing importance for job design is conflict between work 
and family. Many employees find it difficult to balance their roles as employ-
ees with their roles as parents or spouses. This conflict operates in both 
directions. Stress from problems at home can have a negative influence on 
work performance, resulting in family-to-work conflict. At the same time, 
stress encountered at work can have a negative influence on family life, a 
situation called work-to-family conflict.67 In essence, employees have spill-
over of work and family stress.68 For example, employees who experience 
dissatisfaction at work are more likely to be in a bad mood, and to have lower 
marital satisfaction, when they return home.69 Conflict between work and 
family roles is not restricted to workers in the United States. For example, a 
survey of Australian construction professionals found that strain in the work-
place had a negative influence on family relationships.70 Nevertheless, com-
pared to workers in areas such as Asia and South America that value groups 
over individuals, workers in individualistic societies such as the United States 
are more likely to be dissatisfied and leave when they feel that their work 
interferes with family.71

Family-to-work conflict
Problems that occur when 
meeting family obligations 
negatively influences work 
behavior and outcomes.

Work-to-family conflict
Problems that occur when 
meeting work obligations 
negatively influences behavior 
and outcomes at home.

How Can Work Be Designed to Improve Family Life?

LEARNING OBJECTIVE 4
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One simple reason why work and family roles can conflict is shortage of 
time. Studies have shown that spending more hours at work creates more 
stress at home and that spending more hours with family can create stress at 
work.72 Being able to control work scheduling can, however, buffer some of 
the stress of not having enough time.73 A second reason for work and family 
conflict is that the psychological effort required to cope in one area takes 
away from resources needed to cope in the other.74 A young mother who 
engages in a difficult confrontation with a coworker is likely to be emotionally 
exhausted when she returns to her family.

Conflict between work and family roles presents problems for both orga-
nizations and employees. From the organizational perspective, increased 
conflict between work and family roles is a problem because it increases 
absenteeism and turnover.75 Conflict between roles is a problem for employ-
ees because it reduces satisfaction, increases alcohol and drug abuse, and 
results in poor physical health.76 These problems tend to be particularly dif-
ficult for women.77 For example, constraints from family duties that inhibit 
them from accepting international assignments is one particular example of 
negative family-work conflict for women.78

Some organizations are, however, effective in structuring work in ways that 
help decrease conflict between work and family roles. IBM, which is profiled 
in the next “Building Strength Through HR” feature, is a good example. One 
key for IBM and other organizations that minimize work and family conflict 
is to be seen as fair by employees.79 People working in these organizations 
report going beyond minimum expectations by helping coworkers and sug-
gesting ways to improve work processes.80 This extra effort appears to trans-
late into higher organizational performance. Organizations perform better 
when they incorporate family-friendly policies and procedures, such as day-
care and elder-care assistance, paid parental leave, and flexible scheduling.81 
Some of these policies concern benefits and services, which we discuss in later 
chapters. But other family-friendly practices, such as flexible scheduling and 
alternative work locations, relate to job design.

FLEXIBLE WORK SCHEDULING
Dual-career households are common in the United States today. Parents in 
these households can often benefit from flexible work scheduling that allows 
them to coordinate the many demands on their time. Flexible schedul-
ing practices allow people to coordinate their schedules with a partner and 
thereby reduce the conflict associated with being a parent and an employee. 
The potential benefits are so high that most large organizations provide some 
form of flexible scheduling.82 Two of the most common forms of flexible 
scheduling are flextime and the compressed workweek.

Flextime
Flextime provides employees with the freedom to decide when they will 
arrive at and leave work. The organization creates a core time period when all 
employees must be present. For example, a bank may require all tellers to be 
at work between the busy hours of 11 A.M. and 3 P.M. Outside of this core band, 
employees can work when they wish. Some may choose to arrive at 7 A.M. so 
they can go home early. Others may choose to arrive at 11 A.M. and leave at 
8 P.M. This flexibility allows employees to better balance work with family 
and other demands.

Flextime
A scheduling policy that allows 
employees to determine the 
exact hours they will work 
around a specific band of time.
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As you can probably imagine, work design problems can arise with flex-
time. Employees who must work with others on projects might find it difficult 
to coordinate their efforts with coworkers who work on different schedules. 
Supervision can also be a problem if employees are working when no super-
visor is present. These work design issues tend to limit flextime to nonman-
ufacturing organizations that do not require close supervision or ongoing 
sequential processing.83 Flextime is thus most useful for organizations pursu-
ing differentiation strategies.

Organizations that allow flextime reap substantial benefits. Although flex-
time is associated to some extent with higher productivity, the primary benefit 
is increased satisfaction among workers. In turn, workers are absent less fre-
quently and are more likely to remain with the organization.84 Flextime is thus 
most consistent with the motivational approach to job design.

Compressed Workweek
A compressed workweek enables employees to have full-time positions but 
work fewer than five days a week. Typically, employees with compressed sched-
ules work four 10-hour days. Allowing employees to have three-day weekends 
can provide them with additional time for family activities. A compressed 
workweek may make it easier to schedule events such as doctor and dentist 

Compressed workweek
Working more than eight hours 
in a shift so that 40 hours of 
work are completed in fewer 
than five days.

INTERNATIONAL BUSINESS 
MACHINES CORPORATION

International Business Machines Corporation 
(IBM) is an information technology company with 
over 329,000 employees and annual revenue of 
$96 billion. Over the last 25 years, IBM has been 
a leader in helping employees balance work and 
family issues. Since the 1980s, IBM has offered 
services such as childcare referral, parental leave, 
and flexible working arrangements. One innova-
tive program allows full-time employees to move to 
part-time status; salary and work expectations are 
reduced, and the company continues to pay full 
benefits. This practice provides flexibility for work-
ers who may need to spend additional time dealing 
with family issues, such as caring for a new child 
or an ailing parent. Flexibility helps IBM retain 
key employees. In fact, over 70 percent of employ-
ees who use flexibility say they would quit working 
for IBM if the program were not available. IBM 
has also pioneered programs enabling employees 
to work where it is most convenient, including at 
customer sites and in their homes. Analyses sug-
gest that such flexible arrangements can result in 

Building Strength Through HR

substantial improvements in productivity for indi-
vidual workers and workgroups. Human resource 
management at IBM builds competitive strength 
by providing flexible job designs, which enable the 
company to retain workers who are seeking less tra-
ditional types of employment. IBM also has a num-
ber of programs that reduce stress between work 
and family roles.

Sources: www.ibm.com/ibm/us/; E. Jeffrey Hill, Andréa 
D. Jackson, and Giuseppe Marinengo, “Twenty Years of 
Work and Family at International Business Machines 
Corporation,” American Behavioral Scientist 49 (2006): 
1165–1183.
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appointments, for example. Commuting on four rather than five days can also 
reduce time spent traveling and money spent on gasoline.

As with flextime, employees who work a compressed workweek report 
higher levels of job satisfaction; they also have slightly higher performance. 
Unlike flextime, the compressed workweek does not appear to decrease 
absenteeism.85 It thus appears that providing flexibility each day may be more 
beneficial for reducing absenteeism than providing a designated day off each 
week. However, compressed workweeks may be more feasible than flextime 
in organizations that use assembly lines. Employees can be scheduled to work 
at the same time each day, and setup costs can be minimized by longer shifts. 
Using compressed workweeks does not seem to compromise principles associ-
ated with the mechanistic approach to job design, but the longer hours may 
create fatigue, which is at odds with the biological perspective. Because of its 
compatibility with assembly-line processes, the compressed workweek seems 
to be best suited for organizations with Loyal Soldier HR strategies.

ALTERNATIVE WORK LOCATIONS
Many organizations allow employees to work at locations other than com-
pany facilities. The most common arrangement is for employees to work at 
home. This practice is often called telework, since employees stay connected 
with the office through voice and data services provided over telephone lines. 
Over 80 percent of companies report at least some employees doing telework, 
and 45 million people in the United States spend at least some of their time 
 teleworking.86 As described in the “Technology in HR” feature, telework is 
fundamental for many contemporary organizations.

Researchers evaluating telework have created a list of suggestions to improve 
its effectiveness. One critical suggestion is to use care in choosing the employ-
ees who are allowed to do telework. Most likely to succeed are employees who 
are independent and conscientious, and employees should embark on tele-
work only after they have physically worked in the office for some time, devel-
oping relationships and proving themselves worthy of the opportunity to work 
at home. A second critical suggestion is that telework should be limited to jobs 
where it is most appropriate; these jobs often involve word processing, Web 
design, sales, and consulting. A common characteristic of these jobs is the exis-
tence of clear performance objectives and methods for measuring outputs.87

In the end, telework offers substantial autonomy and usually requires employ-
ees to work independently to complete meaningful tasks. Telework is thus con-
sistent with the motivational approach to job design. Given the need for workers 
in most jobs to process substantial amounts of information, principles from the 
perceptual approach can also be important for properly designing telework. In 
particular, companies need to focus less on work processes and more on estab-
lishing clear goals and performance measures. This means that telework is most 
likely to occur in organizations that are pursuing differentiation strategies.

Telework
Completion of work through 
voice and data lines such as 
telephone and high-speed 
Internet connections.

?
CONCEPT CHECK
 1. How do flextime and compressed work weeks make organiza-

tions more family friendly?
 2. What are advantages and disadvantages of allowing employ-

ees to complete their work tasks at alternative locations?
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ALLOWING EMPLOYEES TO WORK FROM HOME

Allowing employees to work from home can help 
employers retain good workers. One company that 
allows employees to work at alternative locations 
is AT&T. The company reports that 30 percent of 
management employees work full-time outside the 
office, while another 41 percent work away from 
the office an average of one or two days a week. 
The move to work away from the office has cut 
expenses for office space by $30 million. These 
and other savings have led AT&T to conclude that 
allowing employees to work at alternative locations 
saves the company over $180 million each year.88

Employees at AT&T, as well as other companies, 
report increased job satisfaction and productivity 
when they work from home. Not only do they save 
an average of an hour of driving time each day, but 
they are no longer subject to the distractions created 
by coworkers. People who work from home report 
greater autonomy and decreased stress. Absenteeism 
and turnover are also usually lower among peo-
ple who work at home than other employees.89 
Technological advancement thus seems to increase 
the productivity of some employees.

A potential problem with working from home is 
the sense of isolation that some workers experience. 
These workers feel that they miss out on important 
social interaction, and in some cases, they also feel 
that by working at home their contributions are less 
likely to be noticed and rewarded. Employees often 
feel less connected. Indeed, research suggests that 
working from home more than two days per week 
can harm relationships with coworkers. Supervisors 
may perceive a decrease in their ability to influence 
and coach employees. In addition, the security of 
data stored on home computers presents a growing 
concern. Home computers may not be as secure 
from hackers or other potential thieves as office net-
works.90 In short, working at home often reduces 
work-to-family conflict by increasing family-to-work 
conflict. Therefore, advanced technology that allows 
someone to work from home should not be seen as 
an optimal work arrangement for everyone.

In the end, the trend toward more work being 
completed away from home is likely to continue. 
Organizations can likely benefit from adopting new 
technology. However, a number of critical issues 

suggest that organizations must carefully evaluate 
the benefits and problems that arise when employ-
ees use technology to complete work from home.

Sources: Information from Ann Bednarz, “Telework Thrives at 
AT&T,” Network World 22, no. 50 (2005): 29; William Crandall, 
“An Update on Telecommuting: Review and Prospects for 
Emerging Issues,” S.A.M. Advanced Management Journal 70, 
no. 3 (2005): 30–37; G. Manochehri and T. Pinkerton, 
“Managing Telecommuters: Opportunities and Challenges,” 
American Business Review 21, no. 1 (2003): 9–16; J. Gibson, C. 
Blackwell, P. Dominicis, and N. Demerath, “Telecommuting 
in the 21st Century: Benefits, Issues, and a Leadership Model 
Which Will Work,” Journal of Leadership and Organizational 
Studies 8, no. 4 (2002): 75–86; B. Leonard, “Few Employees Are 
Embracing Telecommuting,” HR Magazine 46, no. 9 (2001): 
31; Ravi S. Gajendran and David S. Harrison, “The Good, the 
Bad, and the Unknown about Telecommuting: Meta-analysis 
of Psychological Mediators of Individual Consequences,” 
Journal of Applied Psychology 92(2007): 1524–1541; Timothy D. 
Golden, John F. Veiga, and Zekj Simsek, “Telecommuting’s 
Differential Impact on Work-Family Conflict: Is There No 
Place Like Home?” Journal of Applied Psychology 91(2006): 
1340–1350; Timothy D. Golden, John F. Veiga, and Richard 
N. Dino, “The Impact of Professional Isolation on Teleworker 
Job Performance and Turnover Intentions: Does Time Spent 
Teleworking, Interacting Face-to-Face, or Having Access to 
Communication-Enhancing Technology Matter?” Journal of 
Applied Psychology 93(2008): 1412–11421.

Technology in HR
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IN THE MANAGER’S PERSPECTIVE AT THE BEGINNING OF THE 
CHAPTER, JANE FACED A NUMBER OF ISSUES CONCERNING WORK 
TASKS. SHE WONDERED HOW TO ORGANIZE WORK TASKS TO MAX-
IMIZE THE SUCCESS OF HER TEAM MEMBERS. FOLLOWING ARE 
ANSWERS TO THE “WHAT DO YOU THINK?” QUIZ THAT FOL-
LOWED THE CASE. WERE YOU ABLE TO CORRECTLY IDENTIFY THE 
TRUE AND FALSE STATEMENTS? COULD YOU DO BETTER NOW?

1. Giving workers more autonomy is a sure way to improve 

their performance.  FALSE.  Autonomy is most beneficial 

for organizations that expect creativity. High autonomy 

can actually cause coordination problems in organiza-

tions using efficient processes such as assembly lines.

2. Having updated job descriptions is important to keep a 

company out of legal trouble.   TRUE.  The courts have 

ruled that job descriptions are evidence of good human 

resource practices.

3. The primary objective of good work design is to clus-

ter tasks into jobs that maximize the efficiency of 

 workers.  FALSE.  The primary objective of work design 

depends on the particular approach being adopted. 

Efficiency is the primary objective of the mechanistic 

approach. The motivational approach aims for high 

 satisfaction and intrinsic desire to perform well.

4. People who continuously per-

form repetitive tasks often find 

their work to be unsatisfying. 

TRUE.  People find work to be 

satisfying when they experience 

high autonomy, task meaningful-

ness, and skill variety.

5. Employees who have flexibility in deciding when they 

will work have higher performance.   TRUE.  Employees 

with flextime have higher productivity and are less likely 

to leave the organization.

Almost all managers are faced with issues concerning 

effective work design. Jane was wise to assess the effects 

of autonomy. Following the principles outlined in this 

chapter could help Jane better coordinate the work of her 

team members. Updating the job description would be a 

good place for Jane to start. The effort will be worthwhile, 

for good job descriptions can help improve many other 

areas of human resource management. The concepts dis-

cussed in this chapter can also help Jane balance the need 

for efficient work processes with the need to continually 

motivate her team members. 

  

  

  

  

  

A  M A N A G E R ’ S  P E R S P E C T I V E  R E V I S I T E D

SUMMARY

Work design practices should align with overall HR 
strategy. Organizations that pursue either Loyal 
Soldier or Bargain Laborer HR strategies ben-
efit from efficiency. Efficiency comes from design-
ing work so that employees have relatively little 
autonomy, meaning that they have little freedom 
to alter the way tasks are carried out. Efficiency is 

also increased with sequential processing, which 
occurs when people use assembly lines to complete 
work tasks. Competitive strategy that focuses on 
cost reduction thus aligns with work design prac-
tices that limit autonomy and create sequential 
processing.

Organizations that pursue either Committed 
Expert or Free Agent HR strategies benefit from 
innovation and creativity. Innovation comes from 
designing work so that employees have substan-
tial autonomy, meaning that they have freedom 

How is work design strategic?

LEARNING OBJECTIVE 1
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work tasks. Each employee is expected to learn 
and follow procedures that result in producing 
goods and services as quickly as possible. The 
motivational approach is concerned with design-
ing jobs to increase workers’ intrinsic motivation. 
Intrinsic motivation arises when employees feel 
that their work provides meaningfulness, respon-
sibility, and knowledge of results. When the per-
ceptual approach is used, jobs are designed so 
that workers can easily process important infor-
mation. Equipment is developed to simplify work, 
and accident prevention is a focus. The biological 
approach involves designing jobs to prevent physi-
cal injury. Equipment is used to reduce fatigue 
and need for excessive movement. Workers are 
also taught principles such as maintaining good 
physical posture.

There are some inherent tradeoffs associated 
with the various approaches to work design. In 
many cases, striving for efficiency by adopting the 
mechanistic approach comes at the expense of the 
principles of the motivational approach. The job 
design approach should thus be aligned with the 
overall HR strategy. The mechanistic approach is 
most appropriate for cost strategies, whereas the 
motivational approach is most appropriate for dif-
ferentiation strategies. Yet, benefits can be obtained 
from simultaneously incorporating principles from 
all approaches.

to make decisions and ongoing adjustments to the 
work process. Reciprocal processing, which occurs 
when employees work closely together and share 
tasks, also leads to higher creativity. Competitive 
strategy that focuses on differentiation thus aligns 
with work design practices that provide high auton-
omy and create reciprocal processing.

In the mechanistic approach to job design, prin-
ciples of scientific management are used to deter-
mine the most efficient methods for completing 

How do we determine the tasks 
associated with each job?

LEARNING OBJECTIVE 3

There are seven steps in the job analysis process. 
(1) Get organized by determining who will do the 
analysis and gaining the support of top manage-
ment. (2) Choose jobs that are critical for suc-
cess and have a sufficient number of employees. 
(3) Review what has already been written about 
the job. (4) Select job agents, such as incumbents, 
supervisors, or experts. (5) Collect job information 
through interviews, questionnaires, and observa-
tions. (6) Create a job description that specifies the 
actions that workers do when performing the job. 
(7) Create job specifications that list the knowledge, 
skills, abilities, and other characteristics that work-
ers need in order to successfully perform the job.

In order to guide other human resource prac-
tices, job analysis information needs to be trans-
lated into a “shopping list” of the characteristics 
needed by people who perform the job. Some 
worker- oriented job analysis procedures, such as 
the Position Analysis Questionnaire, provide a list 
of characteristics that employees need to succeed 
at the job. In most cases, the information in a job 
description needs to be translated into a list of 
desired worker characteristics. Job agents can do 
this by examining lists of duties in the job descrip-
tion and determining the knowledge, skills, abilities, 
and other characteristics that workers need to per-
form the required tasks. Competency modeling, an 
alternative to traditional job analysis, seeks to deter-
mine a list of desirable worker characteristics linked 
to the strategic objectives of the organization.

How are employee jobs determined?

LEARNING OBJECTIVE 2

Workers experience work-to-family conflict when 
the stress they feel at work is carried into their 
family environment. They experience family-to-
work conflict when the stress they encounter 
at home affects their work. One way to reduce
conflict between work and family roles is through 
flexible scheduling, including flextime and com-
pressed workweeks. Another way to reduce work 
and family conflict is to allow workers to perform 
their tasks in alternative locations, such as at home 
or on the premises of clients. This practice is often 
referred to as telework because employees commu-
nicate with others via telephone lines. Employees 
who can take advantage of flexible work scheduling 
and working at alternative locations are more satis-
fied with their jobs, more productive, and less likely 
to leave the company.

How can work be designed to improve 
family life?

LEARNING OBJECTIVE 4
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DISCUSSION QUESTIONS

 1. Why is high autonomy beneficial for organiza-
tions pursuing differentiation strategies?

 2. What are the key differences between sequential 
and reciprocal processes of interdependence?

 3. Why would government officials expend sig-
nificant resources creating O*Net? What are 
the benefits of O*Net?

 4. Have you ever seen a job description for a 
work position you have held? If so, do you 
think the job description was accurate?

 5. Are job descriptions more beneficial for some 
types of organizations than others? Could having 
specific job descriptions harm an organization?

 6. Would you rather work in an organization 
using mechanistic job design principles or an 
organization using motivational principles?

 7. Do you think any of the four job design 
approaches (mechanistic, motivational , 
 perceptual, biological) will become more 
important in the future? Why? Do you think 
any of the approaches will become less 
 important as organizations change?

 8. Would you like to work a compressed work-
week? Why or why not?

 9. Do you think you would be successful in a job 
that allowed you to do telework? What chal-
lenges do you think you would face?

 10. Identify some specific ways in which strategic 
work design can guide other human resource 
practices, such as selecting employees, deter-
mining training needs, and making pay 
decisions.

EXAMPLE CASE Coney Island Hospital

Often, the success of hospital-based nursing depends on its adaptability. 
Nurses can ensure that success when they think outside of traditional nursing 
roles and focus on effective ways to deliver care. You’ll most likely find our 
assignment familiar: Reduce costs, improve quality and access to care, and 
improve satisfaction for patients and caregivers. This is no small feat, and it 
requires caregivers to innovate new ways to care for patients.
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To start the work redesign, we created a steering committee to collect and 
analyze data and create the new design. The committee included nurses from 
administration, education, middle management, and direct care providers, 
as well as nurses with differing credentials (RN and LPN) who work all shifts.

The committee agreed that staff satisfaction, leading to increased auton-
omy and control, would be one of its priorities while developing the new 
model. The committee had a threefold objective:

 1. Develop a nursing model that will more efficiently utilize RNs, LPNs, and 
unlicensed assistive personnel within quality standards.

 2. Give staff attractive and satisfying roles.
 3. Stay within the current budget.

The committee collected data through surveys, interviews, onsite observa-
tions, and work sampling. Topics for data collection included:

 • The efficiency of nursing care delivery (focusing on nursing and non-
nursing tasks)

 • The impact of managed care on the nurse’s role
 • Issues that occupy the nurse’s time, affect staffing, and create chaos
 • Patient management throughout the hospital stay, including ways to 

decrease length of stay
 • Nurse-physician communication
 • Working relationships across departments

Each committee member took part in gathering the data and presenting it 
to the committee. Members defined and redefined roles based on the actual 
and described job performances of RNs, LPNs, and unlicensed assistive per-
sonnel. They also identified problem areas in the delivery system.

Next, we needed to write a work redesign proposal. The committee mem-
bers wrote wish lists for the nursing model redesign with input from their 
peers and presented them to the committee.

With the newly designed jobs, certain registered nurses (admission nurses) 
would work to help transition patients to the units, maintaining the contin-
uum of care. The nurse’s primary responsibility would be to minimize admis-
sion delay at the point of entry and to make this experience less distressing 
to patients. Today, the admission RN interviews the patient, develops a care 
plan, explains procedures, and tries to alleviate the patient’s anxiety.

Nurses work at the other end of the continuum as well. Discharge RNs 
work with other disciplines to plan expedient discharge. Their primary objec-
tives are to ensure that the patient leaves the hospital without any delays in the 
discharge process and that he or she experiences favorable outcomes.

Discharge RNs also emphasize patient education and follow-up appoint-
ments. They call the patient the day after discharge to ensure that he or she:

 • Understood instructions
 • Could obtain medications and is taking them properly
 • Gets an earlier follow-up appointment if necessary
 • Was satisfied with hospitalization

Positive results of this new process include the following:

 • Decreased time patients spend in the emergency room, which enhances 
patient satisfaction

 • Increased compliance with guidelines for effective healthcare
 • Improvement in patient ratings of nurse performance, particularly in 

the area of time spent doing paperwork
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QUESTIONS
 1. What are some specific ways in which the new work design improves the 

satisfaction of patients?
 2. How do you think the new procedures increase autonomy?
 3. What lessons can be learned from this case about the way to implement 

effective work redesign?

Source: Terry Mancher, “A Better Model by Design . . . and It Works,” Nursing Management 32, 
no. 5 (2001): 45–47. Reprinted with permission of Lippincott, Williams & Wilkins.

DISCUSSION CASE Josh’s Toy Manufacturing

Josh’s Toy Manufacturing is a manufacturer of small toys that are included in 
kids’ meals at fast-food restaurants. Josh’s uses plastic injection technology to 
produce toys efficiently. Price is the main criterion restaurant chains use to 
determine whether they will buy toys from Josh’s or some other manufacturer.

One assembly line for toy manufacturing at Josh’s has four machines. Each 
machine requires an operator. Operator skill is important, since an effec-
tive operator can often manufacture toys twice as fast as an ineffective opera-
tor. The four operators on the assembly line at Josh’s were hired a year ago 
when the new line began operation. Machine 1 is very loud, making its opera-
tion the least desirable job. Machines 2 and 3 are very similar and require 
operators to constantly push a variety of levers. Working on Machine 4 is the 
easiest job, as the operator does little more than monitor progress and push 
buttons. The four operators currently rotate every hour so that each operator 
spends two hours on each machine during an eight-hour workday.

Machine 1 Machine 2 Machine 3 Machine 4 Units Made
Hour 1 Mary Bonnie Tom Fred 335

Hour 2 Fred Mary Bonnie Tom 200

Hour 3 Tom Fred Mary Bonnie 400

Hour 4 Bonnie Tom Fred Mary 370

Supervisors have noted that production output varies depending on which 
operator is working on which machine. The chart shows this variance.

Analysis suggests that lower production during Hour 2 mostly results from 
Fred’s having trouble working with Machine 1. The noise bothers him more 
than the others, and he often takes short breaks to walk away from the machine 
and regain his composure. The relative high productivity during Hour 3 can 
be traced to having Bonnie work on Machine 4. Bonnie finds it especially dif-
ficult to work on Machines 2 and 3.

Given their current production process, the four operators produce an 
average of 2,610 units each day. If they worked all day in the Hour 3 configu-
ration they could average 3,200 units each day, which would be a production 
increase of over 22 percent.
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QUESTIONS
 1. Do you recommend that the four machine operators continue to switch 

machines every hour? Would you recommend that the operators be per-
manently assigned to the machines they currently operate during Hour 3? 
What do you think would be the consequences of any changes you might 
recommend?

 2. How can the principles of the mechanistic approach to job design inform 
a decision about how to assign workers to machines? What about the 
 principles of the motivational approach? the perceptual approach? the 
biological approach?

 3. How could job analysis be used to improve this assembly line?

EXPERIENTIAL 
EXERCISE

Assessing the Accuracy 
of Job Descriptions

Find out the job titles of three friends or acquain-
tances. Use the O*Net database(http://online. 
onetcenter.org) to obtain a job description and 
specifications for each position. Have each friend 
or acquaintance read the information you obtained 
for his or her job position. After the friend or 
acquaintance has looked at the material you 
obtained, discuss the following questions.

 1. Which of the things listed in the job description 
does the person not do as part of his or her job?

 2. What important tasks or duties have been left 
out of the job description?

 3. Which of the tasks or duties take up the most 
time? Which tasks are most important for 
achieving high performance? Are the tasks that 
are performed most frequently the same as 
those that are most important?

 4. Given the particular job, how often would this 
list of tasks and duties need to be revised to 
make sure that it is up to date?

 5. Which of the knowledge, skills, and abilities 
listed in the description does the person con-
sider most critical for performing this job well?

 6. What advice would the person give to a col-
lege student who might want to work in the job 
someday?

Once you have discussed the job descriptions 
and specifications with three different people, 
answer the following questions.

 1. How are the jobs similar? How are they 
different?

 2. Are there any tasks that seem to be important 
across all of the jobs?

 3. Are there any areas of knowledge, skills, or abili-
ties that seem to be important across the differ-
ent jobs?

 4. Are the tasks that are most frequently done in a 
job generally the same as the tasks that are most 
important for success?

INTERACTIVE
EXPERIENTIAL EXERCISE

Job Design: Creating New Positions 
at Graphics Design, Inc.
http://www.wiley.com/college/sc/stewart

Access the companion website to test your knowledge by completing a 
Mega Manufacturing interactive role-playing exercise.
In this exercise, you work with another client, Graphics Design, Inc. (GDI), who 
produces display boards and signs. The company is in the process of creating sev-
eral new positions because of growth and a need for more efficiency. You recom-
mend that some form of job analysis be used to design the features of the new 
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jobs. One of the company’s managers tells you that job analysis isn’t necessary, 
since the new jobs will be similar to existing jobs. But in view of the company’s 
need for increased efficiency and its preference for employees with high levels 
of loyalty, you are not sure that the old job descriptions can or should be used. 
When the CEO asks for your input, how will you respond? •
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Recruiting Talented 
Employees

C h a p t e r  5

A  M A N A G E R ’ S  P E R S P E C T I V E

JAMES LEAVES HIS SUPERVISOR’S OFFICE FEELING 
GOOD ABOUT HIS RECENT ACCOMPLISHMENTS. WHEN 
HE GRADUATED FROM COLLEGE TWO YEARS AGO, 
HE ACCEPTED A JOB IN THE FINANCE DEPARTMENT 
AT A MAJOR INSURANCE COMPANY. OVER THE PAST 
YEAR, HE HAS SPENT MOST OF HIS TIME WORKING 
ON A TEAM, WHICH JUST COMPLETED A REPORT ON 
AREAS OF POTENTIAL GROWTH. HE IS SORRY THAT 
THE PROJECT IS ENDING BECAUSE HE WILL NO 
LONGER BE WORKING SO CLOSELY WITH HIS FRIENDS 
ON THE TEAM, BUT HE IS EXCITED TO MOVE ON TO 
SOMETHING NEW. THE SOMETHING NEW IS QUITE A 
SURPRISE. JAMES HAS JUST BEEN ASKED TO BE A 
MEMBER OF A TEAM THAT WILL RECOMMEND BETTER 
WAYS TO RECRUIT NEW EMPLOYEES.

James starts to think about why he chose the 
insurance company two years ago. The advertisement 
in the university career center caught his attention 
because the job was in a city where James really 
wanted to live. He contacted the recruiter and felt 
an immediate connection. The company sounded 
like a fun place to work. Representatives of the 

company were very 
friendly. They even told 
him some of the things 
they didn’t like about 
their work. He remem-
bers wondering if the company was the right place 
for him. Would he like his coworkers? Could he 
use the skills he had learned? Was there room for 
advancement? James wonders if he would approach 
finding a job differently now that he has had a few 
years’ work experience.

As he thinks back, James also remembers a 
conversation he had with his college roommates. 
He was surprised to learn that they had very dif-
ferent images of the ideal place to work. One of 
his roommates was most interested in working for 
a company that allowed a great deal of flexibility 
and freedom. Another roommate cared mostly about 
promotions and money. James now realizes that 
these differences are also important from the orga-
nizational side. Which of his roommates would be 
most successful working with him now?
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WHAT DO YOU THINK?
Imagine that you are listening to a conversation between 
James and Alicia, who is a full-time recruiter. Alicia 
makes the following statements. Which of the statements 
do you think are true?

Effective organizations do all they can to 
get as many people as possible to apply for 
jobs.

Organizations should be careful to 
 communicate only positive things to job 
applicants.

A company should develop strong rela-
tionships with professors at universities 
where it recruits.

One way of attracting more job applicants 
is to pay high wages.

Job applicants referred by current 
 employees seldom work out because 
employees often refer friends who don’t 
have good work skills.

?

T OR F

T OR F

T OR F

T OR F

T OR F

THE BIG PICTURE Effective Organizations Gain the Interest and Commitment 
of Job Applicants Who Will Become Excellent Employees

When he arrives at his desk, James turns to the 
memo his supervisor gave him during their meeting. 
Reading it, he realizes that a major objective of the 
committee is to identify specific sources for recruit-
ing. Should he suggest that the company continue 
to recruit mostly through university placement 
centers? What about newspaper advertisements? 
Should the company use the Internet?

James knows there is a lot he doesn’t understand 
about recruiting employees. He is, however, excited 
about this new opportunity. His two years with the 
company have been terrific. He highly values his 
relationships with other employees. Finding ways 
to help attract more great coworkers could make 
things even better.
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Employee recruiting is the process of identifying and attracting people to 
work for an organization.1 The basic goals of recruiting are to communicate 
a positive image of the organization and to identify and gain the interest and 
commitment of people who will be good employees. Effective recruiting thus 
entails getting people to apply for positions, keeping applicants interested in 
joining the organization, and persuading the best applicants to accept job 
offers.2

Organizations that recruit well have more options when it comes to hiring 
new employees. They are in a position to hire only the best. Good recruiting 
can also lower employment costs by making sure that new employees know 
what to expect from the organization, which helps keep employees on board 
once they are hired. Obtaining sufficient numbers of applicants and using the 
best recruitment sources have been linked to increased profitability.3 In short, 
a strategic approach to recruiting helps an organization become an employer 
of choice and thereby obtain and keep great employees who produce superior 
goods and services.

One example of effective recruiting is Google. The Internet search com-
pany has frequently been identified as a top place to work, and although 
the company only employs about 20,000 people, it receives as many as 1,300 
résumés a day.4 Having so many people apply for jobs puts Google in a posi-
tion to hire only the best. Working at Google is so desirable that 95 percent 
of job applicants who receive an offer accept it.5 It takes effective recruiting 
to convince so many people to apply, and to have such a high percentage of 
offers accepted. What makes Google the kind of place where so many people 
want to work? And what makes it the kind of place where very few quit? 

The first key to successful recruiting at Google is a culture that creates a 
fun and supportive working environment. Given its competitive emphasis on 
differentiation and creativity, Google benefits from allowing employees the 
freedom to be themselves. Engineers are encouraged to dedicate 20 percent 

Employee recruiting
The process of getting people 
to apply for work with a specific 
organization.

After reading this chapter you should be able to:

Explain how overall HR strategy guides recruiting practices.

Describe the key elements of human resource planning.

Explain important characteristics and search patterns of different types of people 
looking for jobs.

Describe the characteristics of organizations that attract recruits.

List various recruiting sources and be able to describe their strengths and 
weaknesses, as well as their linkage with strategic recruiting practices.

Explain various approaches for evaluating the effectiveness of recruiting.

LEARNING OBJECTIVE 1

LEARNING OBJECTIVE 2

LEARNING OBJECTIVE 3

LEARNING OBJECTIVE 4

LEARNING OBJECTIVE 5

LEARNING OBJECTIVE 6

L E A R N I N G  O B J E C T I V E S

How Can Strategic Recruiting Make 
an Organization Effective?
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of their work time to new and interesting projects that are not part of their 
formal work assignments. The company also provides a number of benefits 
that allow employees to focus on completing work. For example, Google pro-
vides onsite support for tasks such as dry cleaning, haircuts, and oil changes. 
Yet, the perk that seems to create the most excitement is gourmet food. 
Employee cafeterias offer free food and cater to unique tastes with dishes like 
roast quail and black bass with parsley pesto.6 The supportive environment 
allows employees to focus their energy on getting work done rather than run-
ning personal errands, and the company is rewarded by employees willing to 
work long hours.

The culture at Google is particularly supportive of parents with family 
responsibilities. When the company was young and only had two employees 
with children, founders Larry Page and Sergey Brin suggested that a confer-
ence room be converted into an onsite daycare. The family friendly focus 
continues today with new mothers getting three months of leave while receiv-
ing 75 percent of their salary. New fathers receive two weeks paid leave. Free 
meals are also delivered to the homes of new parents.7 Lactation rooms and 
company-provided breast pumps help new mothers transition back to the 
workplace. Google has thus developed a reputation as an employer who helps 
balance work and family demands. Such efforts help make it so that only 
about 3 percent of staff members leave the company.8

So what does Google do to recruit employees? One effective recruitment 
source is referrals from current employees. Current employees are given a 
$2,000 bonus for each new employee they help recruit.9 Google also works 
closely with university professors to make sure they refer their best students 
for jobs. Another innovative recruiting source is contests. For example, in 
2005 Google hosted an India Code Jam where computer experts competed to 
earn a prize for writing computer code. The contest drew 14,000 participants 
trying to win the prize of approximately $7,000. However, the real reason for 
the contest was to identify top talent, with about 50 finalists eventually being 
offered positions at Google.10 

GOOGLE 
Google is an Internet search company that 
employs over 20,000 employees. Human 
re source management at Google builds com-
petitive strength by:

 • Creating a working environment that 
attracts highly creative and intelligent employees.

 • Offering perks and programs that help employees balance work and 
family demands.

 • Targeting highly talented recruits by encouraging employee referrals, 
building university relationships, and sponsoring contests. 

Building Strength 
Through HR
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However, even a company as successful as Google sometimes encounters 
difficulty recruiting and retaining workers. One problem is that many of the 
top employees are entrepreneurs at heart. Those who leave Google rarely 
move to other companies, but many want to start their own businesses. Google 
thus constantly works to create a work environment that affords a great deal 
of autonomy. After years of rapid growth, the economic difficulties of 2009 
also put Google in a position where it needed to reduce its recruiting efforts. 
Approximately 100 recruiters were moved to other positions or laid off.11 
Yet, even during difficult economic times, Google continued to search for 
top talent in some key jobs and enhanced its reputation as a highly desirable 
employer. The idea that a company is only as good as its people continues to 
drive recruiting at Google. 

As shown in the Google example, employee recruiting is strategic when it 
focuses on attracting people who will make great employees. Of course, 
recruiting practices that are successful at Google may not be as successful at 
other places. Google’s business model requires hiring people with very spe-
cific skill sets. In such a situation, success in recruiting depends on receiving 
applications from the best and the brightest people available. Organizations 
that desire employees with less specific skill sets may benefit from very differ-
ent recruiting methods. Recruiting practices are thus best when they align 
with overall HR strategies.

Figure 5.1 shows how selection decisions can be aligned with the HR strate-
gies from Chapter 2. As the figure shows, two important dimensions underlie 
strategic recruiting choices: skill scope and source of applicants. We examine 
these dimensions next.

How Is Employee Recruiting Strategic?

LEARNING OBJECTIVE 1

External Broad
Numerous Applicants

Idealistic Message

Bargain Laborer
External/Cost HR Strategy

Internal Broad
Numerous Applicants

Realistic Message for New Hires

Loyal Soldier
Internal/Cost HR Strategy

Internal Targeted
Limited Applicants

Realistic Message for New Hires

Committed Expert
Internal/Differentiation HR Strategy
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Skill Scope

External Targeted
Limited Applicants
Idealistic Message

Free Agent
External/Differentiation HR Strategy

Figure 5.1 Strategic Framework for Employee Recruiting.
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BROAD VERSUS TARGETED SKILL SCOPE
The horizontal dimension in Figure 5.1 represents differences in skill scope. 
At one end of the continuum is broad scope, which represents a set of work 
skills that a lot of people have. At the other end is targeted scope, which rep-
resents a set of skills that only a few people have.

Broad Scope
One way to think about differences in skill scope is to think about potential 
strategies for romantic dating. Suppose you wish to find a romantic partner. 
How do you go about finding him or her? One approach is to try and meet 
as many people as possible. You attend lots of different social events, talk with 
a variety of people, and go on numerous dates with different people. This 
strategy might work if you aren’t that picky when it comes to relationship part-
ners. Casting a wide net also makes sense if you are not sure about the type 
of person you’re looking for. It also helps if you have a lot of time to evaluate 
potential partners. Such an approach to dating can be summarized as “How 
do I know what I want until I’ve seen what’s out there?”

Some organizations adopt employee recruiting strategies that are very 
similar to dating a lot of different people. These organizations cast a wide 
net and try to get many people to apply for positions. This broad skill scope 
strategy focuses on attracting a large number of applicants. Such an approach 
makes sense when a lot of people have the characteristics needed to succeed 
in the job. McDonald’s is a good example, since it is constantly working to 
attract numerous people who do not have highly specialized skills. Successful 
employees learn skills on the job, and the constant need for new employees 
requires maintaining a large pool of potential workers. Broad recruiting prac-
tices can also be helpful when an organization is recruiting for a new position 
where the characteristics of a successful worker are unclear or where a num-
ber of different characteristics might lead to success.

In terms of the HR strategies discussed in Chapter 2, broad scope recruit-
ing is most often used by organizations with cost leadership strategies. 
Organizations using the Bargain Laborer HR strategy hire a large number 
of nonspecialized employees, who often stay with the company for only short 
periods of time. These organizations are therefore constantly searching for 
new employees. In many cases, they are not too choosy about whom they hire. 
Most people have the necessary skills. Organizations using the Loyal Soldier 
HR strategy seek to keep employees for longer periods, but again, the employ-
ees do not need specialized skills to succeed. Most people have what it takes to 
perform the job tasks, and having a lot of applicants provides the organization 
with many alternatives about whom to hire. This means that successful recruit-
ing for organizations with Loyal Soldier HR strategies often entails attracting 
a large number of applicants for each position and then basing hiring deci-
sions on assessments of fit with the culture and values of the organization. 
Broad scope recruiting is thus optimal for organizations with both internal 
and external forms of the cost strategy.

Targeted Scope
Although dating a lot of different people is one approach to finding a roman-
tic partner, it certainly isn’t the only approach. You might instead establish 
a very clear set of characteristics desired in a mate and then date only peo-
ple who are likely to have those characteristics. Instead of going to as many 

Broad skill scope
A recruiting strategy that seeks 
to attract a large number of 
applicants.
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 different parties as possible, you might just go to parties where you know cer-
tain types of people will be. You would not go on dates with people who clearly 
don’t meet your expectations. Such an approach makes sense if you know 
exactly what you want and if you don’t want to waste time meeting people who 
are clearly wrong for you. This approach to dating can be summarized as “I 
know exactly what I want, and all I need to do is find that person.”

A number of organizations adopt recruiting strategies that are similar to 
this targeted approach for dating. The targeted skill scope strategy seeks to 
attract a small group of applicants who have a high probability of possess-
ing the characteristics needed to perform the specific job. Such an approach 
makes sense when only a select few have what it takes to perform the job suc-
cessfully. Recruiting a university professor is one example of such a targeted 
approach. Only a small number of people have the education and experience 
necessary to work as professors. Receiving and reviewing applications from 
people without the required expertise wastes valuable time and resources. 
Universities thus benefit from targeting their recruiting to attract only quali-
fied applicants.

As you might expect, targeted scope recruiting is most often pursued by 
organizations with a competitive strategy of differentiation. Differentiation 
HR strategies rely on specific contributions from a select group of employees. 
People are hired because they have rare skills and abilities, and only a small 
number of people actually have what it takes to succeed. Receiving applica-
tions from a large number of people who clearly do not have the characteris-
tics needed to perform the work is wasteful. Targeted scope recruiting is thus 
optimal for organizations with both Committed Expert and Free Agent HR 
strategies. These organizations benefit from identifying and attracting only 
the people who are most likely to be successful.

Skill Scope and Geography
One caution when thinking about targeted and broad approaches is to distin-
guish skill scope from geographic scope. Broad skill scope recruiting seeks to 
identify a large number of people. Given that many people have the required 
skills, this recruiting can usually be done in small geographic areas near where 
the new employees will work. Most likely, a sufficient number of recruits already 
living in the area can be identified. For instance, a local grocery store recruits 
cashiers by looking for people who already live close to the store. In contrast, 
targeted recruiting seeks to identify a smaller group of people with specialized 
skills and abilities. The number of qualified people in a particular area often 
is not large. Thus, targeted skill recruiting frequently covers wide geographic 
areas. An example is a law firm that conducts a nationwide search to identify a 
patent attorney. In summary, the terms broad and targeted refer to the range of 
applicant skills and not the geographic area of the recruiting search.

INTERNAL VERSUS EXTERNAL SOURCING
Think back to our dating example. What are the chances you are already 
friends with the person who will become your romantic partner? Should you 
try and develop deeper relationships with people you already like? Or do you 
want to identify new and exciting prospects? These questions start to touch on 
the next aspect of strategic recruiting—internal versus external sourcing. The 
vertical dimension in Figure 5.1 represents this aspect of recruiting, with inter-
nal sourcing at one end of the continuum and external sourcing on the other.

Targeted skill scope
A recruiting strategy that seeks 
to attract a small number of 
applicants who have specific 
characteristics.
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Internal Sourcing
Internal sourcing of recruits seeks to fill job openings with people who are 
already working for the organization. Positions are filled by current employ-
ees who are ready for promotions or for different tasks. These people have 
performance records and are already committed to a relationship with the 
organization. Because a lot is known about the motivation and skill of cur-
rent employees, the risks associated with internal recruiting are relatively 
low. Of course, internal sourcing is a fundamental part of Loyal Soldier and 
Committed Expert HR strategies. With the exception of hiring entry-level 
workers, most organizations with these HR strategies try to fill as many job 
vacancies as possible by recruiting current employees.

A common example of internal sourcing is organizations looking at cur-
rent employees to identify people who can fill international assignments. The 
people filling these assignments, sometimes referred to as expatriates, move 
to a foreign country to take a work assignment that will last for a few years. 
Such assignments help organizations better take advantage of the skill and 
expertise of people who are already working for the company. Employees who 
serve as expatriates also develop new skills that can help them in their future 
assignments. Historically, expatriate workers have received high wages and 
benefits to offset the potential pains of relocation. However, foreign assign-
ments are becoming more common, and many expatriates receive pay similar 
to what they would receive in their home country.12

External Sourcing
External sourcing of recruits seeks to fill job openings with people from out-
side the organization. Primary sources of recruits are other organizations. The 
high number of entry-level positions in organizations with a Bargain Laborer 
HR strategy often necessitates external sourcing. Almost all employees are 
hired to fill basic jobs, and there are few opportunities for promotion or 
re assignment. Organizations with a Free Agent HR strategy also use primarily 
external sourcing. Bringing in a fresh perspective is key for these organiza-
tions. Since little training and development is provided, current employees 
rarely have the specialized skills needed to fill job openings. External sourc-
ing, then, is an essential part of the recruiting practices of organizations with 
either Bargain Laborer or Free Agent HR strategies.

An extreme example of external sourcing occurs when organizations do 
not actually hire people to fill positions. For example, positions may be filled 
by temporary workers, who are people actually employed by an outside staff-
ing agency.13 Organizations often use such arrangements to avoid long-term 
employment commitments. This makes it easier to adjust the size of the work-
force to meet increasing or decreasing demand for products and services. A 
potential disadvantage of using temporary workers is that it involves sharing 
employees with other organizations, which makes it difficult to develop a 
unique resource that creates a competitive advantage.14 In some cases, organi-
zations hire successful temporary workers into permanent positions—a prac-
tice we revisit later in this chapter when we discuss employment agencies.

Another example of extreme external sourcing is independent contrac-
tors, who have a relationship with the organization but technically work for 
themselves.15 An example of a company that uses independent contractors 
is Newton Manufacturing, which sells promotional products such as coffee 
mugs and caps.16 Newton products are distributed by approximately 800 inde-
pendent sales representatives. These representatives set their own hours and 

Internal sourcing
A recruiting strategy that fills 
job openings by transferring 
people who are already working 
in the organization.

External sourcing
A recruiting strategy that fills 
job openings by hiring people 
who are not already employed 
by the organization.

Temporary workers
Individuals who are employed 
by an outside staffing agency 
and assigned to work in an 
organization for a short period 
of time.

Independent contractors
Individuals who actually work 
for themselves but have an 
ongoing relationship with an 
organization.
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make their own decisions about how to sell. Representatives receive a percent-
age of their sales receipts, but they are not actually employed by Newton.

Temporary workers and independent contractors are examples of 
 contingent workers—people working without either an implicit or an explicit 
contract for continuing work and who are not required to work a minimum 
number of hours.17 Cost savings are often cited as a potential benefit of using 
contingent workers. A potential problem is that organizations have limited 
control over the actions of contingent workers. Many experts also believe 
that contingent workers have weaker commitment and motivation. However, 
research results suggest that contingent workers generally feel high levels of 
support from their associated organizations.18 Much of this support seems to 
come from a feeling that the contingent worker status allows them to effec-
tively balance their professional career with other life interests.19 Nevertheless, 
contingent workers need to proactively learn new skills and develop a progres-
sive career. They can do this by continually demonstrating competence, build-
ing relationships to get referred to other projects, and framing their skill sets 
in terms of new opportunities.20 

REALISTIC VERSUS IDEALISTIC MESSAGING
Another important aspect of dating is how much you tell others about your-
self. One approach is to be on your best behavior and only tell people the 
good things. This is similar to idealistic messaging, wherein an organization 
conveys positive information when recruiting employees in order to develop 
and maintain an upbeat image. An opposite approach to dating is to let others 
see the real you. This necessitates sharing not only positive information but 
also information about your problems and weaknesses. Such an approach is 
similar to realistic messaging, which occurs when an organization gives poten-
tial employees both positive and negative information about the work setting 
and job.

Realistic Messaging
Realistic messaging is used to increase the likelihood that employees will stay 
with the organization once they have been hired. Job applicants are given 
realistic job previews designed to share a complete picture of what it is like to 
work for the organization. These previews usually include written descriptions 
and audiovisual presentations about both good and bad aspects of the work-
ing environment.21 Negative things such as poor working hours and frequent 
rejection by customers are specifically included in the recruiting message. 
That way, new recruits already know that the working environment is less than 
perfect when they start the job. Their expectations are lower, so they are less 
likely to become disappointed and dissatisfied. The overall goal of realistic 
messaging is thus to help new recruits develop accurate expectations about 
the organization. Lowered expectations are easier to meet, which decreases 
the chance of employees leaving the organization to accept other jobs.22 
Indeed, studies such as the one described in the “How Do We Know?” feature 
provide clear evidence that realistic job previews reduce employee turnover.

In terms of the HR strategies presented in Chapter 2, realistic messaging is 
most valuable for organizations seeking long-term employees. These organiza-
tions benefit from the reduced employee turnover that comes from realistic 
recruiting. The recruiting process provides an opportunity for people to get a 
sense of how well they will fit. If the organization does not provide honest and 

Contingent workers
People working without either 
an implicit or an explicit 
contract and who are not 
required to work a minimum 
number of hours.

Idealistic messaging
The recruiting practice of 
communicating only positive 
information to potential 
employees.

Realistic messaging
The recruiting practice of 
communicating both good and 
bad features of jobs to potential 
employees.

Realistic job previews 
Information given to potential 
employees that provides a 
complete picture of the job and 
organization.
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DO REALISTIC JOB PREVIEWS REDUCE EMPLOYEE TURNOVER?
Does it really help to provide job applicants with 
negative information? Won’t hearing negative 
information cause them to focus more on the bad 
parts of the job? Peter Hom, Rodger Griffeth, Leslie 
Palich, and Jeffrey Bracker conducted a study to 
find out whether realistic job previews make people 
less likely to quit. The study provided training and 
orientation for nurses who were beginning work at 
a hospital. A group of 82 nurses were given a real-
istic job preview. The preview included a brochure 
with both positive and negative statements about 
working as a nurse. Another group, which included 
76 nurses, received only an ordinary hospital bro-
chure with generally positive statements.

During the first year of employment, 21 percent 
of the nurses who received the traditional brochure 
quit, compared with only 9 percent of the nurses 
who received the realistic preview. Additional 
analyses found that the realistic preview worked 
because it communicated concern and honesty on 
the part of the employer. Nurses given the realistic 

preview also had lower expectations about the job, 
which helped them develop effective coping strat-
egies and experience greater job satisfaction and 
organizational commitment.

The Bottom Line. Organizations can use 
realistic job previews to reduce employee turnover. 
Employees who receive such information have more 
realistic expectations about the job. With lower initial 
expectations, they have more positive experiences 
once they are hired. The study authors conclude 
that realistic job previews operate by communicating 
honesty and decreasing initial expectations, which 
in turn intensifies new employees’ efforts to adapt 
effectively to stressful aspects of the job.

Sources: Peter W. Hom, Rodger W. Griffeth, Leslie E. Palich, 
and Jeffrey S. Bracker, “An Exploratory Investigation into 
Theoretical Mechanisms Underlying Realistic Job Previews,” 
Personnel Psychology 51 (1998): 421–451; Peter W. Hom, 
Rodger W. Griffeth, Leslie E. Palich, and Jeffrey S. Bracker, 
“Revisiting Met Expectations as a Reason Why Realistic Job 
Previews Work,” Personnel Psychology 52 (1999): 97–112.

How Do We Know?

realistic information, then the assessment of the potential for a good long-
term relationship is less accurate.

Realistic recruiting thus operates much like being truthful while dating. 
People make commitments with full knowledge of the strengths and weak-
nesses of the other party, increasing the likelihood that their expectations will 
be met in the future. Realistic expectations increase the likelihood of devel-
oping a successful long-term relationship. Since maintaining long-term rela-
tionships with employees is critical for the success of organizations pursuing 
either Loyal Soldier or Committed Expert HR strategies, realistic recruiting is 
most appropriate for these organizations.23 Of course, internal job applicants 
who are working for the organization already have a realistic picture of the 
work environment. The key for these organizations is thus to use realistic job 
previews for new hires. The importance of realistic messaging for new hires 
with internal labor strategies is shown in Figure 5.1, which suggests that even 
though most hires come internally, those who do come from outside sources 
should receive realistic job previews.

Idealistic Messaging
Unlike realistic messaging, idealistic messaging excludes negative information 
and paints a very positive picture of the organization. This positive empha-
sis can be helpful because realistic recruiting messages discourage some job 
applicants and cause them to look for work elsewhere.24 Unfortunately, in 
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many cases, highly qualified applicants who have many other alternatives are 
the most likely to be turned off by realistic recruiting.25

Let’s think about idealistic messaging in terms of our dating situation. 
Withholding negative information from a partner may work for a while, but 
when the “honeymoon” is over, faults are seen and satisfaction with the rela-
tionship decreases. Clearly, this is not an effective strategy for building a long-
term relationship. But maybe a short-term relationship is all you want, so you 
aren’t concerned that your partner will enter the relationship with unrealistic 
expectations. Once you get to know each other’s faults and weaknesses, both 
of you may be ready to move on to other relationships. You might also be con-
cerned that sharing negative information will scare some potential partners 
off before they get a chance to really know you.

In recruiting, too, idealistic messaging corresponds best with an emphasis 
on short-term relationships. This is shown in Figure 5.1 by the use of idealistic 
messaging for organizations pursuing external HR strategies. In particular, 
the Bargain Laborer HR strategy is used by organizations seeking to reduce 
cost through high standardization of work practices. Finding people to work 
in these lower-skilled jobs for even a short period of time, such as a summer, 
may be all that can be expected. Training for the job is minimal, so replacing 
people who quit is not as costly as replacing more skilled workers. The Free 
Agent HR strategy requires people with more highly developed work skills, 
but these individuals are expected to be more committed to careers than to a 
particular organization. They likely have many choices of where to work, and 
negative information may push them to take a position elsewhere. In these 
cases, idealistic messaging may lead to inflated expectations about how good 
the job will be, but that may not matter a great deal because the new recruit is 
not expected to become a loyal long-term employee.

?
CONCEPT CHECK
 1. How does broad scope recruiting differ from narrow scope 

recruiting?
 2. Why would an organization tell job applicants negative 

information about the position?

An important part of recruiting is planning. Organizations fail to take advan-
tage of available talent when they begin recruiting only after a job is vacant. 
Carefully constructed recruiting plans not only increase the chances of identi-
fying the best workers but also reduce costs associated with finding workers. In 
this section, we explore specific ways that an organization can plan and maxi-
mize recruiting effectiveness. First, we look at the overall planning  process. 
We then describe differences between organizations that hire employees 
periodically in groups and organizations that have ongoing recruiting efforts. 

How Does Human Resource Planning 
Facilitate Recruiting?

LEARNING OBJECTIVE 2
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We also explore differences between a recruiting approach that is consistent 
across the entire organization and an approach that allows different depart-
ments and locations to develop their own recruiting plans.

THE PLANNING PROCESS
Human resource planning is the process of forecasting employment needs. A 
proactive approach to forecasting can help organizations become more pro-
ductive. The basic steps of human resource planning are shown in Figure 5.2. 
The process involves assessing current employment levels, predicting future 
needs, planning for internal movement, and predicting external hiring 
needs. This planning process is similar to models of inventory control. First, 
you  figure out what you currently have; next, you determine what you expect 
to need in the future; and then you plan where to obtain additional inventory.

Step 1. Assessing Current Employment Levels
The first step of human resource planning, assessing current employment lev-
els, relies heavily on the organization’s information system. Most large cor-
porations have some type of HR information system, with the most common 
systems being SAP and Oracle’s PeopleSoft. These databases track employees 
and can generate reports showing where people are currently working. This 
information provides a snapshot summary of the number of people in differ-
ent positions. The HR information system can also provide details about the 
qualifications and skills of current employees. This is helpful in planning for 
internal movement of people during the third planning step.

Step 2. Predicting Future Needs
The second step in human resource planning is to predict future needs. This 
step requires close collaboration with strategic planners throughout the orga-
nization. Predicting future needs begins with assessing environmental trends 

Human resource planning
The process of forecasting the 
number and type of employees 
that will be needed in the 
future.

Figure 5.2 Human Resource Planning.

Step 1: Assess Current Employee Levels
• Information commonly available in human resource information systems
• Determine the number of people currently employed in different job categories

Step 3: Predict Employee Movement
• Assess past trends of quitting and promotion
• Determine who has skills and abilities to do other jobs

Step 2: Predict Future Needs
• Interact with other strategic planners throughout the organization
• Make predictions based on current trends
• Use expert judgments and statistical models

Step 4: Plan External Hiring Needs
• Begin with estimates of future needs
• Account for current employee levels and expected movement
• Forecast the number of external hires needed in various job positions
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(changing consumer tastes, demographic shifts, and so forth). Based on these 
trends, a forecast is made of expected changes in demand for services and 
goods. Will people buy more or less of what the company produces? Such pro-
jections are used to predict the number of employees that might be needed 
in certain jobs.

One common method for making employment predictions is to assume 
that human resource needs will match expected trends for services and 
goods. For instance, an organization may assume that the number of employ-
ees in each position will increase by 10 percent during the upcoming year 
simply because sales are expected to grow by 10 percent in that period. More 
sophisticated forecasting methods might account for potential differences 
in productivity that come from developments in areas such as technology, 
interest rates, and unemployment trends. In some cases, projected changes 
are entered into statistical models to develop forecasts. In other cases, man-
agers and other experts simply make guesses based on their knowledge of 
trends. Although specific practices vary, the overall goal of the second step is 
to combine information from the environment with the organization’s com-
petitive objectives in order to forecast the number of employees needed in 
particular jobs.26

Step 3. Predicting Employee Movement
The third step in planning is to predict movement among current employees. 
Generally, such predictions assume that past patterns will repeat in the future. 
Historical data is assessed to determine how many employees in each job cate-
gory can be expected to quit or be terminated during the next year. Measures 
such as quit rates, average length of time in specific jobs, and rates of promo-
tion are used. As mentioned earlier, the organization’s information system 
can be used to determine how many individuals have skills and experiences 
that qualify them for promotions or lateral moves. Although this information 
may not be exact, it does provide a rough idea of where current employees are 
likely to move. Information about employee skills can be particularly helpful 
for multinational organizations. Being able to identify the skills of employees 
currently residing in other countries helps build consistency across organiza-
tions. In all cases, using the information to make decisions and plan for the 
future gives the organization a competitive edge over firms that begin to fill 
positions only after someone leaves a job.

Step 4. Planning External Hiring
The final step is to determine the number and types of people to be recruited 
externally. This is accomplished by combining the information from the first 
three steps. An example of a spreadsheet illustrating all steps is shown in 
Figure 5.3. Information from Step 2 is used to forecast the total number of 

employees needed in each position, and information from Steps 1 and 3 is 
used to determine how many of the projected positions can be filled by peo-
ple already in the organization. The difference between the number needed 
and the number available provides an estimate of the number of new employ-
ees who will need to be recruited from outside the organization.

Of course, the information and strategies developed through the HR 
planning process are only estimates and are usually not totally accurate. 
Nevertheless, careful planning allows organizations to act strategically rather 
than simply react to changes. Good planning can eliminate many surprises. 
It can help to smooth out upward and downward trends in employee count 
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to reduce or eliminate those instances in which an organization terminates 
good employees because of low need in certain areas only to realize a few 
months later that it has openings to fill in those same areas. It can also help 
organizations take advantage of opportunities to hire exceptional employees 
even before specific positions are open. Overall, HR planning takes a long-
term perspective on hiring and develops ongoing tactics to make sure high-
quality people are available to fill job vacancies. As illustrated in the “Building 
Strength Through HR” feature, such planning can provide important benefits 
to an organization.

BATCH AND FLOW APPROACHES
Human resource planning can help organizations develop consistent approaches 
to recruiting. Some organizations use a batch approach to recruiting, whereas 
others use a flow approach. A batch approach involves engaging in recruiting 
activities periodically. A flow approach involves sustained recruiting activities 
to meet the ongoing need for new employees.27

The flow approach views recruiting as a never-ending activity. The planning 
process is used to forecast employment needs. New employees are frequently 
added even before specific positions are open. An organization using a flow 
approach continually seeks top recruits and brings them onboard when they 
are available. This enables the organization to take advantage of opportunities 
as they arise and helps it to avoid being forced to hire less desirable applicants 
because nobody better is available at the time.

Batch recruiting is different in that it operates in cycles. Groups of employ-
ees are recruited together. Organizations may adopt a batch approach when 
new employees are only available at certain times. For instance, organizations 
that recruit college students usually must adopt a batch approach because 

Batch approach
Recruiting activities that 
bring new employees into the 
organization in groups.

Flow approach
Recruiting activities that 
are ongoing and designed to 
constantly find new employees.

Current employees

    Currently in position

    Expected to quit2

    Expected to move internally
    to other jobs2

    Expected to move internally
    to this job2

    Internally available3

500

250

  16

    0

234

 50

 15

   2

 16

 49

  10

    3

    0

    2

    9

466  21     5

Predicted Future Needs1

External hiring need4

Entry-Level
Workers

Mid-Level
Supervisors

Top-Level
Managers

700  70   14

1 Based on simple assumption of 40 percent growth beyond current level
2 Based on analysis of past trends
3  Number currently in position – numbers expected to quit or move out + number expected to 

move in
4 Predicted future needs – internally available

Figure 5.3 Planning 
Process Example.
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WELLPOINT HEALTH 
NETWORKS 
WellPoint Health Networks is a healthcare orga-
nization with about 38,000 employees. It has an 
extensive information system that helps predict 
when people might leave, as well as identify cur-
rent employees who might be promoted into 
positions that are left vacant. The information 
system provides a type of “depth chart” that illus-
trates strengths and weaknesses for each position. 
Leaders use the information to quickly identify 
people who might fill job vacancies. The informa-
tion is also helpful for tracking career development 
and determining areas where additional training 
might be helpful. The use of information technol-
ogy has helped the company reduce the average 
time positions are open from 60 to 35 days. The sys-
tem has also reduced turnover and saved WellPoint 
around $21 million. Human resource management 
at WellPoint thus builds competitive strength by 

Building Strength Through HR

maintaining a database of current employee skills 
and abilities, looking internally to fill job openings, 
and predicting future job vacancies before they 
occur.

Source: Information from Patrick J. Kiger, “Succession 
Planning Keeps WellPoint Competitive,” Workforce 
Management 81, no. 4 (2002): 50–54.

 students are only available at the end of a semester. Organizations also adopt a 
batch approach when they need to train new employees in a group or when a 
specific work project has a clear beginning and end. For example, a biological 
research organization may hire people to work on specific grants. Employees 
are hired in a group when a new grant begins.

A flow approach to recruiting is optimal in most cases because it allows 
organizations to operate strategically. Employment needs can be planned in 
advance, and ongoing activities can reduce the time between job openings 
and hiring decisions. Organizations that use a batch approach to recruiting 
can also benefit from good planning, however. For instance, some employees 
hired directly from college might be enrolled in short-term training programs 
until specific positions are open. Accurate human resource forecasting facili-
tates this type of arrangement and allows the batch approach to reap many of 
the advantages associated with the flow approach.

CENTRALIZATION OF PROCESSES
An additional aspect of planning and recruiting is the extent to which activi-
ties are centralized. In organizations that use centralized procedures, the human 
resource department is responsible for recruiting activities. In organizations 
that use decentralized procedures, individual departments and plants make and 
carry out their own plans.28

A primary benefit of centralized procedures is cost savings. Organizations 
with centralized processes tend to put more effort into planning ways to recruit 
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employees through inexpensive means. With centralization, recruiting is car-
ried out by members of the human resource department, who don’t need to 
learn new details about the recruiting process and labor environment each 
time a position opens. These professionals also develop ongoing relationships 
with other businesses, such as newspaper advertising departments and employ-
ment agencies. On the whole, then, organizations with centralized procedures 
are more likely to benefit from human resource planning through forecasting 
of overall needs and having full-time professional recruiters on staff.

A potential problem with centralized recruiting is the distance it creates 
between new recruits and the people with whom they will actually work. 
Managers often blame the human resource department when new recruits 
don’t become good employees. A primary advantage of decentralized proce-
dures is thus the sense of ownership that they create. Managers and current 
employees involved in recruiting are more committed to helping recruits suc-
ceed when they have selected those recruits.

In practice, many organizations benefit from combining elements of cen-
tralized and decentralized procedures. Efficiency is created by using cen-
tralized resources to identify a pool of job applicants. Managers and other 
employees then become involved to make specific decisions. Good human 
resource planning provides a means of coordinating the actions of different 
parts of the organization. Planning also helps the various parts of the organi-
zation work cooperatively by identifying people who might be promoted or 
transferred across departments or plants.

?
CONCEPT CHECK
 1. What are the basic steps in human resource planning?
 2. How do the batch and flow approaches to recruiting differ?
 3. What benefits and problems are associated with 

 centralization of employee recruiting?

An important part of effective recruiting is understanding the needs, goals, 
and behaviors of people searching for jobs. In general, we can identify three 
types of people looking for work: people entering the workforce for the first 
time, people who have been in the workforce but are currently unemployed, 
and people who are currently employed but seeking a different job. Although 
these groups differ somewhat, they also have a number of things in common.

One characteristic that job seekers share is their tendency to mostly plan 
their activities.29 Thus, the things people do to find a job are rather predict-
able and can be explained by three processes:

 1. The first process, attitude formation, concerns feelings and emotions. People 
make an effort to find employment when they feel confident that they have 
what it takes to get a new job, when they find the search process interesting, 
and when others such as spouse and family members think it is a good idea.

Who Searches for Jobs?

LEARNING OBJECTIVE 3

c05.indd   173c05.indd   173 07/04/11   7:32 PM07/04/11   7:32 PM



174 Chapter 5 • Recruiting Talented Employees

 2. These attitudes and beliefs lead people to form specific intentions, which 
represent goals and plans for future action.

 3. Goals and intentions lead to actual job search behavior, which includes 
any actions aimed at finding employment. Typical job search behavior 
includes gathering information and visiting organizations.

People engage in job-seeking activities when they have clear goals based on 
their belief that doing certain things will improve their lives. Organizations 
can thus influence potential recruits by providing information that helps them 
form positive attitudes. Actions that communicate strong interest and caring 
are particularly beneficial. Clearly conveying the benefits of a particular job 
can also result in forming stronger intentions and goals. The exact nature of 
attitudes and goals is, however, somewhat different for different types of job 
seekers.

NEW WORKFORCE ENTRANTS
Most people enter the full-time workforce when they graduate from school— 
either high school or college. The job search activities of these new workforce 
entrants typically follow a sequence. The first stage in the sequence is a very 
intense and broad search of formal sources of information about many dif-
ferent opportunities. At this point, job seekers are looking at aspects such 
as whether openings exist, what qualifications are necessary, and how to 
apply. The second stage is more focused as the job seekers begin to search for 
explicit information about a small number of possibilities. Information in this 
stage often comes from informal contacts rather than through formal chan-
nels. The focus shifts from learning about job openings to finding out specific 
details about particular jobs. If a job seeker spends considerable time in the 
second stage but is unable to find a job, he or she will go back to the first stage 
and conduct another broad search.30

Take a moment to consider how knowledge of the job search sequence 
can guide your own current and future efforts. First, you should currently be 
working in the first stage and learning a lot about various opportunities, even 
if graduation is still several years away. As you get closer to graduation, you 
will benefit from focusing your efforts and learning details about specific jobs 
in specific organizations. You should also develop informal channels of infor-
mation such as relationships with current employees. These relationships 
provide insights that you cannot gain from sources such as formal recruiting 
advertisements and websites. As described in the “How Do We Know” feature, 
you will benefit in each of these stages from taking a proactive approach to 
finding a job.

How can knowledge about the job search sequence help organizations 
more effectively recruit? Since people entering the workforce search broadly 
in the beginning, organizations can benefit from finding ways to share posi-
tive messages that set them apart from other potential employers. The objec-
tive is to build positive impressions that influence attitudes and thereby guide 
future goals and actions. Normal marketing channels such as television and 
newspaper advertisements are helpful in this way. For instance, the Sports 
Authority chain of sporting goods stores has about 17,000 employees, many of 
whom became interested in working for them because of their positive brand 
image. Regular customers who have already developed a favorable view of the 
store can apply for jobs at in-store kiosks.31
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WHO SUCCEEDS IN A JOB SEARCH?
College graduates are not equally successful at 
finding jobs. Why do some graduates get more job 
offers than others? Douglas Brown, Richard Cober, 
Kevin Kane, Paul Levy, and Jarrett Shalhoop inves-
tigated this question by obtaining information from 
180 graduating university students. A few months 
before graduation the students provided informa-
tion about their personality and their confidence 
concerning getting job offers. Then a few months 
after graduation they were asked to provide infor-
mation about their job search actions and their job 
search success. 

Students with a proactive personality, that is a 
tendency to take personal initiative, had more con-
fidence in their work abilities and thus engaged 
in more job search behaviors such as preparing 

résumés, contacting employers, and filling out 
applications. This led these proactive students to 
receive more follow-up interviews and job offers.

The Bottom Line. Graduating students who 
engage in more job search behaviors do indeed 
receive more job offers. The study authors con-
clude that an individual’s success or failure in job 
searching depends a great deal on his or her level 
of proactivity. More proactive people succeed in 
obtaining more job offers.

Source: Douglas J. Brown, Richard T. Cober, Kevin Kane, 
Paul E. Levy, and Jarrett Shalhoop, “Proactive Personality 
and the Successful Job Search: A Field Investigation with 
College Graduates,” Journal of Applied Psychology 91 (2006): 
717–726.

How Do We Know?

Organizations seeking to recruit from schools can also benefit from mak-
ing sure they provide methods of sharing informal information with people 
who have entered the second stage of the search process. In this second stage, 
potential employees benefit from contact with current employees, who can 
share information that helps them decide whether a specific job is right. This 
careful examination of potential fit is most critical for firms pursuing long-
term relationships with employees, and so it is most appropriate for orga-
nizations using Loyal Soldier and Committed Expert HR strategies. These 
organizations will benefit from focusing their efforts on recruiting people 
who are just entering the workforce and have long careers ahead of them.

UNEMPLOYED WORKERS
Potential job recruits also include people who have been in the workforce 
but are currently unemployed. Much of the research in this area explores 
the negative attitudes associated with being unemployed. You can relate to 
the frustrations of these people if you have ever had trouble finding a job. 
Unemployed workers get depressed easily. They experience decreased men-
tal and physical health, less life satisfaction, and increased marital and family 
problems.32

A consistent finding relating to job search for the unemployed is the impor-
tance of social support. People remain more optimistic, engage in more activi-
ties to find a job, and obtain better jobs when they feel strong social support 
from others.33 Like other types of job seekers, unemployed people are also 
more successful at locating work when they take a proactive approach, set 
goals, and actively look for jobs.34 Yet the strong negative emotions  associated 
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with being unemployed suggest that many potential employees become so 
frustrated that they stop looking for work. Organizations recruiting people 
from the unemployment ranks therefore benefit from actively seeking out 
and encouraging people who have been laid off from other jobs. Helping 
individuals regain a sense of self-worth and confidence can communicate 
interest and caring. Organizations with a Bargain Laborer HR strategy, which 
have a constant need for new employees who are willing to work for lower 
wages, may benefit from recruiting unemployed people.

Another interesting development in the recruitment of unemployed work-
ers is the movement toward internationalization. Organizations in many 
countries find it difficult to recruit enough workers to fill entry-level positions. 
For instance, hotel operators in Northern Ireland struggle to find enough 
people to work in jobs such as housekeeping and guest services. In fact, as 
many as 19 percent of jobs go unfilled in Northern Ireland hotels. Several 
hotels are addressing this problem by recruiting workers from other countries. 
Recruiting has attracted people from countries such as Poland, the Czech 
Republic, Latvia, and Lithuania. Although these workers are not technically 
unemployed in their home countries, they can find better work alternatives in 
Ireland. Taking an international approach to recruiting workers who are not 
yet employed in a particular country can thus be helpful in finding people 
willing to do entry-level jobs.35

WORKERS CURRENTLY EMPLOYED
The third group of potential job recruits—people currently employed by other 
organizations—includes individuals actively looking for new jobs. Others are 
not looking but are open to a move if a good opportunity arises. People who 
search for alternative jobs while still employed tend to be intelligent, agree-
able, open to new experiences, and less prone to worry.36

Studies suggest that dissatisfaction with a current job is an important key 
for understanding why people accept new employment.37 In many cases, 
employed workers are open to taking new jobs because they have experi-
enced some kind of undesirable change in their current positions. In other 
cases, people are willing to move because they have slowly become dissatisfied 
over time.38 In either situation, they are likely to move because their attitudes 
about their current jobs are not as positive as they would like. Changes in work 
conditions that create negative attitudes and make it more likely for people 
to leave their current jobs include an increased need to balance career and 
 family demands, dissatisfaction with pay, and feelings that the organization is 
not moving in the right direction.39

So what can an organization do to increase its success in recruiting people 
who are already employed by other firms? One tactic is to direct recruiting 
messages to employees who have recently experienced negative changes in 
their work roles. Common signals of negative change at competitor organiza-
tions include announcements of decreased profitability, lower bonuses, and 
changes in upper management. A primary objective of recruiting in these 
cases is to help channel negative attitudes into a specific goal to seek a bet-
ter job. The recruiting organization might help potential employees to form 
positive attitudes about moving to a new job and can do so by clearly commu-
nicating the fact that it will provide a superior work environment. An organi-
zation trying to recruit can also take steps to minimize the hassle of changing 
jobs.40 A constant need for people with highly specialized skills makes efforts 
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to recruit people who are currently working elsewhere particularly important 
to organizations with Free Agent HR strategies.

Organizations that seek to hire workers from competitors should be careful 
to avoid talent wars. Talent wars occur when competitors seek to “poach,” or 
steal, employees from one another. An organization that believes a competitor 
is attempting to raid its talent might respond by working to make things better 
internally. Or it might instead attempt to retaliate against the competitor— 
for example, stealing some of the competitor’s employees. Unfortunately, 
these back-and-forth negative tactics often result in a war that is dysfunctional 
for both organizations. To reduce the risk of a talent war, organizations can 
avoid hiring batches of employees away from a competitor and making sure 
that employees recruited from competitors receive promotions rather than 
transfers to the same job.41

Talent wars
Negative competition in which 
companies attempt to hire one 
another’s employees.

?
CONCEPT CHECK
 1. What are three types of job seekers, and how does each type 

differ from the others?
 2. What can an organization do to attract new workforce 

entrants?

Of course, not all organizations are equally attractive employers. One way to 
think about differences in organizational attractiveness is to reflect on your 
choice of a school. Why did you choose to study at your current college or uni-
versity? Was it because it was close to where you wanted to live? Was it because 
of a great academic program in an area you wanted to study? Was it because 
it was the least expensive alternative? Was it because you wanted to be with 
certain friends? Maybe it was because it provided you with a way to balance 
other aspects of your life, such as work and family. Or perhaps you just didn’t 
have any other choice.

In a similar way, people choose jobs for a variety of reasons. In the scenario 
described at the beginning of this chapter, James remembered choosing to 
work for the insurance company mostly because of its location. Indeed, poten-
tial employees are often attracted to an organization because it provides a 
work opportunity in a place where they want to live.42 Why people choose to 
work for certain organizations is, however, complicated.

Complicating this issue is the fact that what matters to one person may not 
matter to others. Look around your classes. Do you believe everyone chose 
the university for the same reasons? It is true that some qualities were prob-
ably important to most people, such as the ability to get a good education. 
Beyond that, however, different features were likely to be important to dif-
ferent people. Some might have based their choice on the location or on the 
social atmosphere. Once again, the choice of a work organization is similar. 
People with certain characteristics are more strongly attracted to some types 

What Characteristics Make an Organization Attractive?

LEARNING OBJECTIVE 4
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of organizations than others. These differences in attraction were highlighted 
in the opening case, where James remembered how his roommates wanted 
different things from employers.

Obtaining enough high-quality employees is an increasingly difficult task 
for most organizations. This means that organizations can develop a competi-
tive advantage by creating a place where people want to work. In order to 
better understand what makes organizations attractive places to work, let’s 
first look at some of the general characteristics that people desire in their 
places of employment. We then further explore how certain types of people 
are attracted to certain types of organizations.

GENERALLY ATTRACTIVE CHARACTERISTICS
What organizations come to mind when you think about places where you will 
likely look for a job in the future? Job applicants often base their choices on 
characteristics such as familiarity, compensation, certain organizational traits, 
and recruiting activities.

Familiarity
Odds are pretty high that you would prefer searching for jobs in companies 
that are already somewhat familiar.43 Much of this familiarity comes from cor-
porate advertising that showcases the organizations’ products and services. 
Familiar firms have better reputations because people tend to remember posi-
tive things about them.44 People actively respond to recruiting efforts by com-
panies with strong reputations. Job seekers are more likely to obtain additional 
information about these organizations and make formal job applications.

Familiar organizations don’t benefit much from image-enhancing activi-
ties such as sponsoring events or placing advertisements that provide general 
information about working for them. Because people already have a generally 
positive image of familiar organizations, such activities are not necessary. In 
contrast, less well-known organizations can benefit from sponsorships, general 
advertising, and the like. These organizations must create positive attitudes 
before they can get people to take actions such as applying for positions. In 
short, companies with low product awareness benefit from image- enhancing 
activities like general advertisements and sponsorships, whereas companies 
with high product awareness benefit most from practices that provide spe-
cific information such as detailed job postings and discussions with actual 
employees.45

Organizations with a strong brand image thus have an overall advantage in 
recruiting. Their efforts to advertise their products and services provide them 
with a good reputation that helps them attract potential employees. They 
don’t need to spend time and resources helping people become familiar with 
them. In contrast, the less well-known company needs to create an image as a 
generally desirable place to work.46

Compensation and Similar Job Features
Not surprisingly, compensation affects people’s attitudes about an organi-
zation. People want to work for organizations that pay more.47 In general, 
people prefer their pay to be based primarily on their own work outcomes 
rather than on the efforts of other people. Most people also prefer organiza-
tions that offer better and more flexible benefits.48 Greater opportunities for 
advancement and higher job security are also beneficial.49
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Organizational Traits
Organizations, like people, have certain traits that make them more desirable 
employers.50 Some of these traits are similar to what we think of when we 
describe a Boy Scout. Desirable organizations have an image of sincerity, kind-
ness, and trust and have a family-like atmosphere that demonstrates concern 
for employees. Walt Disney, for example, is seen as a “Boy Scout” organization. 
Another desirable organizational trait is innovativeness. People want to work 
for innovative organizations because they think their work will be interest-
ing. Many job seekers see this trait in shoe manufacturers Nike and Reebok. 
Competence is also a desirable trait. People want to work for an organization 
that is successful. Microsoft, for example, is widely seen as highly competent. 
In summary, research evidence such as that described in the “How Do We 
Know?” feature suggests that organizations are better able to recruit when 
they are seen as trustworthy and friendly, as innovative, and as successful.51

Recruiting Activities
What an organization does during the recruiting process also matters. 
Particularly helpful is obtaining endorsements from people that job recruits 
trust. For instance, organizations are most successful recruiting on college 
campuses when faculty and alumni recommend them as good places to 
work.52 The interpersonal skill of recruiters also influences attitudes about an 
organization. Recruits enjoy the process more and are more likely to accept 
job offers when recruiters develop positive interactions with them.53 In con-
trast, long delays tend to decrease organizational attractiveness. Recruits, 

WHAT INFLUENCES PEOPLE TO APPLY FOR A JOB?
Why do people apply for a job at some companies 
and not others? Do company recruiting activi-
ties really influence people to apply? Christopher 
Collins and Cynthia Stevens asked a group of 133 
students graduating with engineering degrees 
about what companies did to recruit them, as 
well as their attitudes concerning those activities. 
The students also indicated whether they actu-
ally applied for positions in the companies. The 
recruiting activities were classified according to 
four categories: publicity (being in news stories), 
sponsorship (giving scholarships, hosting campus 
events), word of mouth (alumni referrals, faculty 
recommendations), and advertising (recruitment 
brochures, job postings).

Publicity, word of mouth, and advertising were 
positively linked with attitudes about an organi-
zation, but sponsorship was not. The results also 

highlighted the effectiveness of combining public-
ity, word of mouth, and advertising. Organizations 
that used all three activities had a much stronger 
impact on potential recruits.

The Bottom Line. Organizations can in crease 
their attractiveness to potential employees through 
activities that develop awareness of and positive 
perceptions about the organization as a good place 
to work. The authors conclude that an organiza-
tion can gain a strategic advantage over its com-
petitors by developing a strong brand image as a 
desirable employer.

Source: Christopher J. Collins and Cynthia Kay Stevens, “The 
Relationship between Early Recruitment-Related Activities 
and the Application Decisions of New Labor-Market 
Entrants: A Brand Equity Approach to Recruitment,” Journal 
of Applied Psychology 87 (2002): 1121–1133.

How Do We Know?
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 particularly those who are most qualified, develop an unfavorable impression 
when organizations take a long time to make decisions and fail to keep them 
informed about what is happening.54 In short, organizations are constantly 
making an impression on recruits as they carry out the recruiting process. 
Table 5.1 lists factors that influence job recruits.55

FIT BETWEEN PEOPLE AND ORGANIZATIONS
The world would be a boring place if everyone wanted to work for the same 
type of organization. A number of studies suggest that people with different 
characteristics are likely to be attracted to different types of organizations. 
One example concerns the organization’s size. Some job seekers prefer to 
work for large firms, while others prefer small firms.56 Another example 
relates to money. Even though people generally want to work for organi-
zations that pay well, some people care more about money than others. In 
particular, people who describe themselves as having a strong desire for mate-
rial goods are attracted to organizations with high pay.57 People who have 
a high need for achievement prefer organizations where pay is based on 
 performance.58 Individuals who have high confidence in their own abilities 
also prefer to work in organizations that base rewards on individual rather 
than group performance.59

Some differences have been found between men and women. Men are 
more likely to be attracted to organizations described as innovative and deci-
sive, whereas women tend to prefer organizations that are detail-oriented.60 
People also like organizations whose characteristics are similar to their own 
personality traits. For instance, conscientious people seek to work in organi-
zations that are outcome oriented, and agreeable people like organizations 
that are supportive and team-oriented. Individuals characterized by openness 
to experience prefer organizations that are innovative.61 The same desire 
for similarity is found in the realm of values. People who place a great deal 
of value on fairness seek out organizations that are seen as fair, people who 
have a high concern for others want to work for organizations that show con-
cern, and people who value high achievement prefer a place with an air of 
 success.62 The bottom line is that people feel they are a better fit in organiza-
tions whose characteristics and values are similar to their own. During the pro-
cess of recruiting, potential employees also develop more positive perceptions 
of organizations whose recruiters appear similar to them.63

Positive Negative

Meeting with high-ranking leaders Disorganized interviewers

Meeting with people actually in the position Rude, condescending, and uninterested interviewers

Meeting with people similar to themselves Unorganized meeting schedules and arrangements

Flexibility in accommodating scheduling needs Being required to pay travel expenses in advance

Impressive hotel and dinner arrangements Cheap hotels and meals

Frequent contact Lack of prompt follow-up

Source: Information from Wendy R. Boswell, Mark V. Roehling, Marcie A. LePine, and Lisa M. Moynihan, “Individual Job-Choice 
Decisions and the Impact of Job Attributes and Recruitment Practices: A Longitudinal Field Study,” Human Resource Management 42 
(2003): 23–37.

Table 5.1 Factors That Influence Job Recruits
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Organizations use a variety of sources to find job applicants. Sources such as 
referrals from current employees are relatively informal, whereas sources such 
as professional recruiters are more formal. In this section, we consider the 
use of job posting, employee referrals, print advertising, electronic recruiting, 
employment agencies, and campus recruiting. Each method has its strengths 
and weaknesses, and certain methods also align better with particular HR 
strategies.

JOB POSTING
Recruiting people who already work for the organization is relatively easy. 
Internal recruiting is normally done through job posting, which uses com-
pany communication channels to share information about job vacancies with 
current employees. Historically, posting has used such tools as bulletin boards 
and announcements in meetings; today, most modern organizations use some 
form of electronic communication, such as websites and email messages. Job 
postings should be communicated to as many potentially qualified individuals 
as possible. An effective job posting clearly describes both the nature of the 
duties associated with the position and the necessary qualifications.

As you would expect, job posting is most appropriate for organizations 
adopting internal recruiting strategies. When the strategy is a Loyal Soldier 
HR strategy, job postings should be shared with a large number of people to 
facilitate movement among a variety of positions. For a Committed Expert 
HR strategy, the posting should be targeted specifically to those who have the 
expertise needed to move into relatively specialized roles.

EMPLOYEE REFERRALS
Employee referrals occur when current employees get their friends and 
acquaintances to apply for positions. Almost all organizations and job seek-
ers rely on referrals to some extent. In many organizations, up to one-third 
of new employees come through the referral process.64 A majority of human 
resource professionals also believe that employee referrals are the most effec-
tive method of recruiting.65 Referrals are thought to have at least four primary 
strengths: (1) Referrals represent a relatively inexpensive method of recruit-
ing; (2) they are quicker than many other forms of recruiting; (3) people 
hired through referrals tend to become better employees who are less likely to 

Job posting
Using company communication 
channels to communicate job 
vacancies.

?
CONCEPT CHECK
 1. What characteristics make some organizations more 

 attractive workplaces than others?
 2. What are some ways that organizations differ, and what 

type of person prefers which type of organization?

What Are Common Recruiting Sources?

LEARNING OBJECTIVE 5
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leave the organization; and (4) current employees become more committed 
to the organization when they successfully refer someone.66

The first benefit, low cost, is sometimes questioned because organizations 
often pay bonuses to employees who make successful referrals. As described 
for Google, a typical bonus ranges from $1,000 to $2,000. This amount is, 
however, usually less than the cost of other recruiting methods, such as adver-
tising and using recruitment agencies.67 Current employees are also in con-
tinuous contact with friends and acquaintances, which eliminates much of the 
time needed to plan and develop more formal recruiting processes. They also 
are in a better position to identify people who are ready to make job changes.

The informal nature of the referral process also makes it an effective 
method for identifying the best candidates. Current employees generally have 
accurate, first-hand knowledge of the potential applicant’s skills and motiva-
tion. This information can improve hiring decisions. Feelings of responsibility 
make it likely that employees will only refer people they are confident will 
succeed; they don’t of course want to refer someone who will make them look 
bad. The informal information that employees share with the people whom 
they are referring can also serve as a realistic job preview, which helps reduce 
employee turnover.68

A study of call-center employees illustrates the benefits of finding employ-
ees through referrals. Highly successful call centers found 21 percent of their 
employees through referrals, whereas less successful centers found only 4 per-
cent of employees through this method.69 In addition, call centers that found 
more new more employees through referrals had lower turnover.

As mentioned earlier, providing a referral also strengthens an employee’s 
commitment to the organization. Some of this increased commitment derives 
from the current employee’s feeling that his or her input is valued. The feel-
ing of being appreciated is strengthened when a reward is offered for helping 
the organization.70 Employees also find it more difficult to say and believe bad 
things about the organization after they have convinced a friend to join them.71

Referrals are effective for organizations pursuing any HR strategy. For 
organizations pursuing a Bargain Laborer HR strategy, referrals help the 
organization inexpensively identify job candidates. Referrals help decrease 
turnover for organizations with either a Loyal Soldier or Committed Expert 
HR strategy. They can also be an effective part of a Free Agent HR strat-
egy, because professional employees often have strong networks of acquain-
tances who have rare but needed skills. Table 5.2 lists ways to make employee 
 referral programs more effective.72 Other keys to success include keeping 
things simple and communicating continuously.

Publicize success Use luncheons, meetings, and email messages to recognize referrals

Provide rewards Publicly use T-shirts, coffee mugs, etc., to reward employees giving referrals

Use bonuses The average bonus for a referral is around $1,000—up to $10,000 for top jobs

Make it fun Use eye-catching flyers and email messages to increase excitement

Make it easy Provide job vacancy information that can be forwarded easily; minimize rules

Build momentum Pay bonuses quickly, use motivational posters, have an annual recruiting day

Source: Information from Michelle Neely Martinez, “The Headhunter Within: Turn Your 
Employees into Recruiters with a High-Impact Referral Program,” HR Magazine 46, no. 8 
(2001): 48–55; Carroll Lachnit, “Employee Referral Saves Time, Saves Money, Delivers Quality,” 
Workforce 80, no. 6 (2001): 66–72.

Table 5.2 How to Increase Employee Referrals
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PRINT ADVERTISING
Employment advertisements are a major part of almost all newspapers. People 
looking for employment often search daily for work opportunities by reading 
the “help wanted” section of a newspaper. Some people read employment 
advertisements to stay familiar with hiring trends, even though they are not 
searching for a new job. Newspaper advertising has the potential to reach a 
very large number of people for a relatively low cost. Newspaper advertising 
works particularly well for the broad recruiting associated with the Bargain 
Laborer HR strategy. General advertising in newspapers can also help build a 
positive reputation for the organization as a desirable place to work.73

Focused recruiting messages can also be placed in more specialized publi-
cations. For instance, openings in technical fields such as engineering can be 
advertised in trade journals. This more focused approach helps reduce the 
costs associated with sending recruiting messages to people who are obviously 
unsuitable for the job. Advertising in specialized journals is potentially most 
helpful for organizations that pursue a Free Agent HR strategy.

The use of print advertising has nevertheless decreased in recent years, 
with many of the advertisements that used to be placed in newspapers and 
journals now appearing online. Human resource professionals predict that 
use of newspaper advertising will decrease by as much as 40 percent in future 
years.74

ELECTRONIC ADVERTISING
Electronic advertising uses modern technology, particularly the Internet, 
to send recruiting messages. Although electronic communication is seen by 
applicants as somewhat less informative than face-to-face contact,75 organiza-
tions are rapidly increasing its use. Popular websites, such as Monster.com and 
Careerbuilder.com, include thousands of job postings that can be sorted in a 
variety of ways. Website visitors can look for jobs in certain geographic areas, 
for example, or can search for specific types of jobs regardless of location. Job 
seekers can post their résumés online. These websites also provide a number 
of helpful services, such as guidance in building a good résumé. 

Company websites are yet another avenue for electronic advertising. 
Almost all large companies have a career website. Using the company website 
to recruit employees is relatively inexpensive and can be carefully controlled 
to provide information that conveys a clear recruiting message.

Not all websites are equally effective. Some are very basic and provide only 
a list of job openings. More advanced websites include search engines for 
locating particular types of jobs, as well as services that send email messages 
notifying users when certain types of jobs appear. An analysis of career web-
sites for Fortune 100 companies found that most support online submission 
of résumés. Most sites also provide information about the work environment, 
benefits, and employee diversity.76

Decreased cost is the most frequently identified benefit of electronic 
recruiting. Electronic advertising is also much faster than most other forms 
of recruiting. Job announcements can be posted almost immediately on many 
sites, and information can be changed and updated easily. Another poten-
tial advantage of electronic advertising is the identification of better job 
 candidates. Many organizations report that the applicants they find through 
online sources are better than the applicants they find through newspaper 
advertising. Responding through electronic means almost guarantees some 

Electronic advertising
Using electronic forms of 
communication such as the 
Internet and email to recruit 
new employees.
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Sources: Information from V. Michael Prencipe, “Online Recruiting Simplified,” Sales and Marketing Management 160, no. 4 (2008): 15–16; 
Rita Zeidner, “Making Online Recruiting More Secure,” HRMagazine 52, no. 12 (2007): 75–77; Anonymous, “Ideas for Improving 
Your Corporate Web Recruiting Site,” HR Focus 83, no. 5 (2006): 9.

Post Information in Multiple Places Job seekers visit different Internet sites; Target likely applicants

Create an Exciting Job Description Tell an interesting story; Sell the company but be realistic about positives and negatives

Use Cascading Links to More Information Keep the design simple; Provide easy access to additional information

Communicate Key Reasons Employees Stay Focus on company culture; Identify things that make current employees happy

Assure Data Security Only obtain necessary information; Prevent spyware and malicious links

Table 5.3 Effective Online Recruiting

level of familiarity with modern technology. In particular, applicants for mid-
level positions seem to favor online resources over newspapers.77

Perhaps the biggest problem associated with electronic advertising is its 
tendency to yield a large number of applicants who are not qualified for the 
advertised jobs. Clicking a button on a computer screen and submitting an 
online résumé is such an easy process that people may do it even when they 
know they are not qualified for the job. In fact, one survey found that less than 
20 percent of online applicants meet minimum qualifications. A  potential 
solution is to use software that evaluates and eliminates résumés that do not 
include certain words clearly suggesting a fit with the job.78 This computer 
screening could, however, eliminate some applicants who could actually do 
the job. Another recently advocated strategy is to customize recruiting by 
providing applicants information about their potential fit with a specific job. 
Applicants who learn through electronic communication that their character-
istics don’t fit a job or organization are less likely to waste time and effort by 
applying, suggesting that interactive technology may be a key to decreasing 
the number of unqualified applicants.79 In particular, websites that combine 
customization with nice-looking features (color, font size, spacing) are effec-
tive at screening out weak applicants.80 Table 5.3 lists tips for increasing the 
effectiveness of online recruiting.81

In the end, electronic recruiting can be effective for organizations pursuing 
any HR strategy. Targeted recruiting strategies should provide clear descrip-
tions of job qualifications and should be placed on sites visited primarily by 
people likely to have the needed skills and abilities. Broad recruiting strategies 
should cast a wider net and can benefit from the large number of people who 
visit commercial recruiting sites. As shown in the “Technology in HR” feature, 
companies can also use electronic communication to stay in touch with recruits.

EMPLOYMENT AGENCIES
Each state in the United States, has a public employment agency, which is a 
government bureau that helps match job seekers with employers. These agen-
cies have local offices that normally post information about local job vacan-
cies on bulletin boards, and provide testing and other services to help people 
learn about their strengths and weaknesses, as well as different careers that 
might fit their interests. Many offices help employers screen job applicants. 
State agencies also maintain websites for electronic recruiting. Links to the 
various state job banks can be found at CareerOneStep (careeronestop.org), 
which is sponsored by the U.S. Department of Labor and also offers career 
exploration information.

Public employment agency
Government-sponsored agency 
that helps people find jobs.
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Many state employment agencies seek to help people transition from 
unemployment. They also focus on helping young people move from high 
school into the workforce. These agencies are therefore particularly helpful 
for recruiting employees into entry-level positions. Almost all services of pub-
lic employment agencies are free to both organizations and job seekers. Since 
most people who seek employment through public agencies do not have spe-
cialized education and skills, these agencies are most helpful for companies 
engaged in broad skill recruiting.

A private employment agency is a professional recruiting firm that helps 
organizations identify recruits for specific job positions in return for a fee. 
Kelly Services, for example, provides placement services for more than 700,000 
people annually in areas including office services, accounting, engineering, 
information technology, law, science, marketing, light industrial, educa-
tion, healthcare, and home care.82 Another private agency is Korn/Ferry, 

Private employment agency
A business that exists for the 
purpose of helping organizations 
find workers.

STAYING IN TOUCH WITH RECRUITS

Electronic forms of communication, such as email 
messaging, can sometimes cause problems because 
people get so many messages that they are unable 
to keep track of them all. But email messaging can 
also be critical in helping organizations to effec-
tively recruit job applicants. In particular, this rel-
atively quick and easy method of communicating 
can help organizations keep in touch with individu-
als they are recruiting.

One company that uses email messages during 
recruiting is Shell Oil, an international energy 
company that produces oil and natural gas. The 
Shell Group is a global employer of more than 
112,000 people, with about 24,000 employees in 
the United States. Human resource management 
at Shell Oil sends the Shell Careers Newsletter 
via email to subscribers who might be interested 
in working for the company. Message content 
includes information about job market trends and 
customized content for fields such as marketing 
and engineering. A major objective of the news-
letter is to build emotional connections and rela-
tionships with potential future employees. The 
newsletter costs Shell only about $12,000 a year. 
Tracking reports suggest that 60 to 70 percent of 
the people who receive the newsletter open it.

Another organization that benefits from electronic 
communication is the New York City Police Depart-
ment (NYPD), which uses email  communication 

to reduce dropouts among people applying to take 
the police exam. Messages are designed to sustain 
interest by providing career information and link-
ing readers to the NYPD website. One emphasis is 
on salary and benefits. Email messages cost only 
about 7 cents each, making them an inexpensive 
method for communicating with people interested 
in working for the NYPD. Visits to the NYPD website 
are up 74 percent since the email program began, 
and the dropout rate for the police exam is lower.

Technology is helping these two organizations 
build competitive strength by proactively using 
ongoing communication to build relationships 
with people who have shown interest in working for 
them. These methods are generally more cost effec-
tive than alternative channels of communication.

Source: Information from Workforce Management Online, May 2005.

Technology in HR
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which specializes in recruiting top-level executives. Such firms are sometimes 
referred to as headhunters, because they normally target specific individuals 
who are employed at other organizations.

Private recruiting firms provide direct help to organizations by identifying 
and screening potential employees for particular positions. They also serve 
as temporary staffing agencies by maintaining a group of workers who can 
quickly fill short-term positions in client organizations. In many cases, these 
temporary workers are eventually hired as full-time employees. The tempo-
rary staffing assignment works as a tryout for the job, which helps eliminate 
costs associated with hiring workers who then perform poorly.

Private employment agencies are frequently able to recruit people who 
are not actively seeking new positions. Executive recruiters, in particular, are 
known for their efforts to develop and maintain broad networks of people 
who are not actively seeking new jobs but who might be willing to move for 
the right opportunity. In addition, private agencies target people who have 
the specific skills for the job. Client organizations are presented with a short 
list of high-quality applicants, which makes the search process more efficient 
for them. Another advantage of using private agencies is the ability to remain 
anonymous. The name of the hiring firm is often not disclosed during early 
stages of recruiting. Such anonymity can be helpful if a high-profile employ-
ee’s intention to leave has not been publicly announced or if the organization 
does not want competitors to know its staffing needs.

Because of their targeted approach, private employment agencies can be 
particularly helpful for organizations pursuing a Free Agent HR strategy. 
These firms require specific skills that are often rare and in high demand. In 
these circumstances, qualified applicants are most likely already employed.

A disadvantage of private employment agencies is cost. Most executive 
recruiters work on a contingency basis; that is, they are only paid when they 
find someone who accepts the position. The recruiting fee is usually based on 
the salary that will be paid to the new employee. Typical fees amount to more 
than 30 percent of the first year’s salary; the normal fee for finding an execu-
tive is thus at least $50,000.

Because of the expense associated with private employment agencies, most 
organizations develop written contracts that carefully describe the relation-
ship between the agency and the client firm. A good contract should cover a 
number of issues, such as a guarantee of confidentiality and amount of fees. 
The contract should also include an off-limits statement, which formalizes an 
agreement that the agency will not try to recruit the new employee for another 
organization within a specified amount of time (usually at least a year). Most 
contracts also contain clauses that clarify that the fee is paid only if the indi-
vidual stays with the new organization for a minimum period of time.83

CAMPUS RECRUITING
The pharmaceutical firm Eli Lilly recruits many of its employees as they grad-
uate from universities. In order to focus its efforts, Lilly targets specific uni-
versities for hiring in specific functional areas. A university that is particularly 
strong in accounting might thus be targeted only for accounting recruits. A dif-
ferent university might be a target only for human resource recruits. Focusing 
on a few key schools allows Lilly to build relationships that provide important 
advantages for obtaining the best possible employees. In many cases, Lilly also 
offers promising students summer internships.84
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Campus recruiting usually involves a number of activities. Organizations 
that recruit successfully work hard to build a strong reputation among stu-
dents, faculty, and alumni. Relationships are built through activities such as 
giving talks to student organizations and participating in job fairs. Although 
studies question the benefits, campus recruiting often includes hosting recep-
tions that provide an informal setting where information about the organiza-
tion can be shared. Managers and current employees attend these events and 
network with students.85

The most widely recognized aspect of campus recruiting is job posting and 
interviewing. Employers use campus career centers to advertise specific job 
openings. At the centers, students provide résumés and apply for jobs that inter-
est them. Firms identify students who best match their needs and arrange on-
campus interviews. Full-time recruiters and line managers (often alumni) then 
spend a day or two on campus conducting preliminary interviews. Students 
who are evaluated positively during the on-campus interview are usually invited 
to a second interview, which takes place at the organization’s offices.

Internships also represent a major component of most campus recruiting 
programs, giving students an opportunity to gain important work experience 
while they are enrolled in school. Students who have been interns take less 
time to find a first position, receive higher pay, and generally have greater 
job satisfaction.86 Internships also help organizations develop relationships 
with potential recruits. Working over a number of months provides a realistic 
preview of the job, which helps both the individual and the organization to 
determine whether there is a good fit.

Campus recruiting is well suited for organizations pursuing a Committed 
Expert HR strategy. These organizations adopt a targeted approach to recruit-
ing that helps them identify people with the skills necessary to perform spe-
cialized tasks, such as engineering and accounting. Campus recruiting also 
helps them meet their strategic objective of identifying people who are just 
beginning their careers. While campus recruiting can be expensive, cost is not 
a serious problem for organizations that are seeking to identify people who 
will spend long careers working for them.

?
CONCEPT CHECK
 1. What are different sources that organizations can use to find 

job applicants?
 2. What are some advantages and disadvantages of using 

 electronic communication to recruit employees?

Some organizations are better at attracting excellent job candidates than their 
competitors. These organizations use recruiting as a tool for ensuring that 
they have the best possible employees, which in turn improves their bottom-
line profitability.87 Effective recruiting is thus an essential part of good human 

How Is Recruiting Effectiveness Determined?

LEARNING OBJECTIVE 6
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resource management. Unfortunately, many organizations do not measure 
and track how well they are doing with regard to recruiting. These organiza-
tions are at a strategic disadvantage because they do not use readily available 
information to help them learn about areas where they can improve.

COMMON MEASURES
Common measures of recruiting effectiveness include assessments of cost, 
time, quantity, and quality.88 Cost measures include the money paid for 
advertising, agency fees, and referral bonuses, and should also include travel 
expenses for both recruiters and recruits, as well as salary costs for people 
who spend time and effort on recruiting activities. Failure to include the sal-
ary expenses of both full-time recruiters and managers who spend time doing 
recruiting often leads to substantial underestimates of true cost.

Time measures assess the length of the period between the time recruiting 
begins and the time the new employee is in the position. Estimates suggest 
that the average time to fill a position is 52 days.89 During this period, the 
position is often open, and important tasks are not being done. In many cases, 
the performance of other employees also suffers because they spend time on 
activities that the new employee would perform if the position were filled. 
These factors suggest that an important objective of recruiting is to fill posi-
tions as quickly as possible.

Quantity measures focus on the number of applicants or hires generated 
through various recruiting activities. Common measures include number of 
inquiries generated, number of job applicants, and number of job accep-
tances. These are measures of efficiency, and they provide information about 
the reach of recruiting practices. Recruiting is generally seen as more effective 
when it reaches a lot of potential applicants.

Quality measures concern the extent to which recruiting activities locate 
and gain the interest of people who are actually capable of performing the 
job. In most cases, measuring quality is more important than measuring 
quantity. Typical measures include assessments of how many applicants are 
qualified for the job, as well as measures of turnover and performance of the 
people hired.

The most frequently used measures of recruiting success combine assess-
ments of cost and quantity. One measure is cost per hire, which is calculated 
by dividing the total cost of a particular search by the number of hires it pro-
vides. For instance, in one cost-per-hire analysis, Valero Energy Corporation 
found the cost for candidates from niche-focused Internet sources to be 
$1,100, from major job boards $1,600, and from employment agencies 
nearly $22,000. These figures helped the company shift some of its recruiting 
resources and reduce overall cost-per-hire amounts by 60 percent.90

Yet another measure is cost per applicant, which is calculated by dividing the 
cost of a recruiting method, such as a newspaper advertisement, by the num-
ber of people who respond. These measures allow organizational leaders to 
assess the relative value of different methods. For instance, cost-per- applicant 
analyses may show that placing an advertisement in the local newspaper is 
more cost effective than placing an ad in a specialized trade journal.

Since cost per hire and cost per applicant are based in part on quantity, 
they, too, are efficiency measures, which do not include assessments of qual-
ity. Cost per applicant, for instance, does not tell the organization how many 
applicants were qualified for the position. Of course, it does little good to 

Cost measures
Methods of assessing recruiting 
effectiveness that focus on 
expenses incurred.

Time measures
Methods of assessing recruiting 
effectiveness that focus on the 
length of time it takes to fill 
positions.

Quantity measures
Methods of assessing recruiting 
effectiveness that focus on the 
number of applicants and hires 
found by each source.

Quality measures
Methods of assessing recruiting 
effectiveness that focus on the 
extent to which sources provide 
applicants who are actually 
qualified for jobs.

Cost per hire
The measure of recruiting 
effectiveness that determines 
the expense incurred to find 
each person who is eventually 
hired.

Cost per applicant
The measure of recruiting 
effectiveness that assesses how 
much it costs to entice each 
person to submit an application 
for employment.
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receive a lot of applications from people who are not qualified. More advanced 
methods of evaluation incorporate assessments of quality.

In assessing quality, it is helpful to provide scores of acceptability for each 
applicant at various points during the recruiting process.91 For instance, an 
initial analysis might compare the cost of an Internet advertisement with the 
number of applicants considered worthy of an interview. Subsequent mea-
sures might look at the proportion of interviewees who were offered a job or 
the proportion who accepted a job if it was offered. Such quality measures do 
a better job of determining whether the right kinds of people are being iden-
tified through recruiting.

DIFFERENCES AMONG RECRUITING SOURCES
Over the years, researchers have tried to determine whether some methods 
of recruiting are generally better than others. Common questions concern 
the relative value of different methods: Is the Internet a better method than 
the employment agency? Do employees found through campus recruiting stay 
with an organization longer than those found through newspaper advertise-
ments? Do people identified through referrals have higher job performance 
than people who apply through a company website?

One reason some methods are considered to be better than others is that 
different methods attract different people. People who respond to an employ-
ment agency, for example, may have different skills and attributes than peo-
ple who read the employment section of the local newspaper. In addition, 
some methods may provide better information about the job and organiza-
tion. Hearing a friend describe a job may provide more accurate information 
than reading about that same job on an Internet site. On the whole, research 
does not support the idea that some methods are superior to others. A num-
ber of studies have concluded that there are not consistent differences in job 
performance for people identified through different sources.92 Each method, 
of course, has its own potential strengths and weaknesses, and each is more 
appropriate in some situations than in others.

Most important, recruiting practices are most successful when they are 
aligned with the organization’s HR strategy. The goal of an organization pur-
suing a Bargain Laborer HR strategy is to identify a large number of job can-
didates. An organization using a Loyal Soldier HR strategy seeks to recruit 
people who will fit the organization’s culture and will stay for a long time. 
An organization using a Committed Expert HR strategy also wants to recruit 
people who will stay over time, but this organization needs people with spe-
cialized skills. Finally, an organization pursuing a Free Agent HR strategy 
seeks employees who have specialized skills but is not especially concerned 
with how long these employees stay with the organization. Each of these orga-
nizations should pursue the recruiting practices that will best meet its needs.

?
CONCEPT CHECK
 1. How can an organization assess the effectiveness of 

 recruiting sources?
 2. Why might using the least expensive recruiting sources 

 actually cost an organization money?
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IN THE MANAGER’S PERSPECTIVE THAT OPENED THIS CHAP-
TER, JAMES WAS ASSIGNED TO BE A MEMBER OF A TEAM 
CHARGED WITH IMPROVING RECRUITING PRACTICES AT THE 
INSURANCE COMPANY WHERE HE WORKED. FOLLOWING ARE 
ANSWERS TO THE “WHAT DO YOU THINK?” QUIZ AT THE 
END OF THE MANAGER’S PERSPECTIVE. WERE YOU ABLE TO 
CORRECTLY IDENTIFY THE TRUE STATEMENTS? CAN YOU DO 
BETTER NOW?

1. Effective organizations do all they can to get as 

many people as possible to apply for jobs.  FALSE.  
Organizations with targeted recruiting strategies gener-

ally do not wish to attract a large number of applications.

2. Organizations should be careful to communicate only 

positive things to job applicants.   FALSE.  Employees 

who receive realistic job information are more likely to 

remain with the organization once they are hired.

3. A company should develop strong relationships with 

professors at universities where it recruits.   TRUE.   An 

important element of recruiting new workforce entrants 

is to develop relationships with people who provide 

advice to job seekers.

4. One way of attracting more 

job applicants is to pay high 

wages.  TRUE.  Organizations 

that pay higher wages are 

more attractive to job seekers.

5. Job applicants referred by current employees seldom 

work out because employees often refer friends who 

don’t have good work skills.   FALSE.  Employee refer-

rals are a high-quality source of recruits. Employees feel 

personal responsibility and usually only refer people 

they know will be successful.

James’ thoughts about what attracted him to the account-

ing firm were an important step in identifying effective 

methods for recruiting. Identifying the things that are 

important to desirable workers can help an organization 

become an employer of choice. James also wondered about 

different recruiting sources that might be most effective. 

Finding recruiting sources that are inexpensive yet locate 

desirable candidates can help an organization achieve 

a competitive advantage. The principles of recruiting 

 discussed in this chapter can aid in this process.

  

  

  

  

  

A  M A N A G E R ’ S  P E R S P E C T I V E  R E V I S I T E D 

SUMMARY

Employee recruiting practices are most effective 
when they align with overall HR strategy. In the 
area of skill scope, a targeted approach seeks to 
recruit people with specialized skills and abilities. 
Targeted scope recruiting focuses on communicat-
ing with a select group of people and is appropriate 
when the number of people who can successfully 
perform the job is limited. In contrast, broad scope 

recruiting seeks a large number of potential job 
applicants. Many people have the characteristics 
necessary to perform the job, and the goal is to cast 
a wide net and develop a large pool of applicants. 
Targeted recruiting fits with differentiation strat-
egies (Committed Expert, Free Agent), whereas 
broad recruiting aligns with cost strategies (Loyal 
Soldier, Bargain Laborer).

Another strategic element of recruiting is 
source. Internal recruiting is helpful when the 
organization seeks to form long-term relationships 
with employees. People are promoted from within,  

How is employee recruiting strategic?

LEARNING OBJECTIVE 1
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behavior of new workforce entrants follows a 
sequence: first a broad search using formal sources, 
then a focused search seeking information about 
specific jobs, and finally a return to a broad search 
if a position is not found. Unemployed workers 
struggle with negative emotions. Their behavior 
can be influenced by actions that help them regain 
self-esteem and confidence. Currently employed 
workers are most likely to accept an offer for a new 
job when they feel a sense of dissatisfaction with 
their current jobs.

and existing employees are moved to fill vacancies. 
External recruiting is necessary when the organiza-
tion does not have long-term employment relation-
ships. Internal recruiting fits with an internal HR 
strategy (Loyal Soldier, Committed Expert), and 
external recruiting fits with an external HR strategy 
(Bargain Laborer, Free Agent).

Recruiting can also vary in terms of the message 
sent to potential employees. A realistic approach 
shares both positive and negative information about 
the organization and job. An idealistic approach 
shares only positive information. Realistic messages 
help employees develop accurate expectations and 
thereby reduce employee turnover. The realistic 
approach is most appropriate when an organiza-
tion seeks to retain employees for extended peri-
ods of time, making it most suitable for obtaining 
new hires in firms with an internal HR strategy.

How does human resource planning 
facilitate recruiting?

LEARNING OBJECTIVE 2

Human resource planning is the process of fore-
casting future employment needs. The planning 
process involves four steps: assessing current 
employment levels, predicting future needs, 
predicting employee movement, and planning 
external hiring. Effective planning can help orga-
nizations become more proactive and ensure that 
high-quality people are available to fill job vacan-
cies. Planning is helpful whether organizations 
adopt a batch approach to recruiting or a flow 
approach. Planning provides information that 
makes flow processes more strategic and makes 
batch processes more like flow processes. Effective 
planning can also help organizations strike an effec-
tive balance concerning centralization of recruiting 
procedures.

The behavior of people searching for jobs is mostly 
planned and can be explained in terms of attitudes, 
intentions, and behaviors. Organizations can influ-
ence job seekers by creating positive attitudes and 
intentions. The three primary types of job seeker 
are new workforce entrant, unemployed worker, 
and currently employed worker. The job search 

Who searches for jobs?

LEARNING OBJECTIVE 3

In general, job seekers prefer organizations that 
are familiar to them. Organizations that are unfa-
miliar can benefit from general advertising that 
shows them as desirable places to work. People also 
prefer to work for organizations that pay more, 
have better benefits, and offer greater opportu-
nity for advancement. In addition, organizations 
are more attractive if they are seen as trustworthy 
and friendly, innovative, and successful. More spe-
cifically, recruits are attracted to organizations that 
have traits and values similar to their personal traits 
and values.

What characteristics make an 
organization attractive?

LEARNING OBJECTIVE 4

Job posting, which uses company communication 
channels to share information about job vacan-
cies, is the primary form of internal recruiting. 
Employee referrals are a particularly valuable 
recruiting source and occur when current employ-
ees get friends and acquaintances to apply. Print 
advertising uses newspapers and trade magazines 
to solicit recruits. Print advertising has historically 
been widely used but is currently being replaced 
by electronic advertising, which includes both 
popular commercial job sites and company web-
sites. Websites are most effective when they include 
information about the work environment, benefits, 
and company diversity. Public employment agen-
cies provide free resources that match job seekers 
and employers. Private employment agencies are 
professional recruiters with extensive networks 
that help identify job candidates with specific skills. 

What are common recruiting sources?

LEARNING OBJECTIVE 5
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Campus recruiting involves working with colleges 
and universities to recruit graduating students.

Common measures of recruiting effectiveness focus 
on cost, time, quantity, and quality. Recruiting 
practices are best when they reach a large number 
of recruits at a low cost and when they quickly fill 

How is recruiting effectiveness 
determined?

LEARNING OBJECTIVE 6

positions with high-quality employees. In general, 
research evidence has not found some recruiting 
sources to be better than others. Recruiting prac-
tices and sources are most effective when they 
are aligned with overall HR strategy. The Bargain 
Laborer HR strategy seeks a large pool of appli-
cants, the Loyal Soldier and Committed Expert HR 
strategies seek employees likely to remain with the 
organization for long periods of time, and the Free 
Agent HR strategy seeks employees who already 
have specialized skills.

KEY TERMS

Batch approach 171
Broad skill scope 163
Contingent workers 166
Cost measures 188
Cost per applicant 188
Cost per hire 188
Electronic advertising 183
Employee recruiting 160
External sourcing 165
Flow approach 171
Human resource planning 169
Idealistic messaging 166
Independent contractors 165

Internal sourcing 165
Job posting 181
Private employment agency 185
Public employment agency 184
Quality measures 188
Quantity measures 188
Realistic job previews 166
Realistic messaging 166
Talent wars 177
Targeted skill scope 164
Temporary workers 165
Time measures 188

DISCUSSION QUESTIONS

 1. Why do organizations with differentiation strate-
gies benefit from targeted recruiting approaches?

 2. What makes people react positively when 
 organizations share negative information 
 during the recruiting process?

 3. What can organizations do to improve their 
human resource planning process? What types 
of information improve forecasts?

 4. What are some primary differences between 
new workforce entrants, unemployed workers, 
and currently employed workers? How can 
organizations best recruit these different types 
of job seekers?

 5. What characteristics make an organization 
attractive to you? List some specific compa-
nies that you think have those characteristics. 
What factors have influenced your perceptions 
about these companies?

 6. Why are employee referrals a good recruiting 
source? What might keep you from referring 
friends and acquaintances for a position at an 
organization where you work?

 7. What features increase the attractiveness of 
company websites?

 8. For what positions might a company want to 
recruit through private employment agencies? 
Why are the services of a private agency worth 
their high cost for these positions?

 9. Which companies do a good job of recruit-
ing students from your college or university? 
List some of their recruiting activities on your 
campus.

 10. What are some recruiting sources and prac-
tices that might be seen as effective in terms of 
quantity but not in terms of quality?
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The MITRE Corporation, founded in 1958, is one of eleven nonprofit U.S. 
corporations that manage Federally Funded Research and Development 
Centers (FFRDCs) for the government. Of our workforce of nearly 6,000 
employees, most are in our two principal locations in Bedford, Massachusetts, 
and McLean, Virginia, and the rest at remote sites in the United States and 
around the world. MITRE’s mission is to assist the federal government with 
scientific research and analysis, development and acquisition, and systems 
engineering and integration.

MITRE’s excellent reputation in operating its FFRDCs is very attractive to 
many mid- and late-career people who view our employees as respected sub-
ject matter experts. Older engineers and scientists appreciate the kind and 
quality of work done at MITRE and how it affects at an early stage the high-
level decisions made at the government agencies we support. Of the more 
than 500 new hires that join MITRE annually, nearly half (48 percent) are 40 
years of age or older. Drawn heavily from industry, they are seasoned experts 
with knowledge of the latest technical developments, which enables MITRE to 
blend long-term domain knowledge and maturity with continuously updated 
expertise to benefit our sponsors.

In the past, MITRE depended heavily on advertising and employment 
agencies for the majority of our hires. As those methods became increasingly 
expensive, MITRE asked employees to become more actively involved in the 
identification and attraction of appropriately qualified new workers. MITRE 
employees are motivated to refer high-quality people like themselves because 
of their desire to fulfill our sponsors’ mission expectations and to work in col-
laboration with other equally talented individuals. In this case it is true that 
“birds of a feather flock together.” To further motivate such referrals, we imple-
mented a referral program that pays employees a bonus of $2,000 for technical 
staff hires, $1,000 for nontechnical staff hires, and $500 for nonexempt hires. 
Employee referrals now provide more than half our new hires and assure us of 
high-quality candidates who are likely to be a good fit with MITRE’s culture.

Additionally, our data show that employee referrals significantly lower 
recruiting costs. In 2001, when 34 percent of new hires were through employee 
referrals, the average cost for all hires was about $14,200, which included 
agency and advertising fees, labor costs, relocation and interview expenses, 
and employee referral bonuses. In 2004, employee referrals accounted for 
52 percent for our hires, and our cost per hire had decreased by nearly 40 
percent to $8,700.

We use other methods as well to encourage employees to refer suitable 
candidates:

 • We actively and frequently communicate our most urgent recruiting 
needs to employees by distributing “Hot Jobs” fliers throughout the 
 corporation and posting hiring notices on the company’s intranet.

 • Staff members attending conferences are encouraged to collect business 
cards of people who they think would be good team members.

 • Potential candidates are also attracted to MITRE when they attend tech-
nical symposia or technology transfer meetings on MITRE property. 
They talk with an engaged cadre of MITRE attendees who are more 
than happy to respond to questions and inquiries.

EXAMPLE CASE MITRE
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 • Employees can hand out networking, or “handshake,” cards to people 
who express an interest in MITRE so that they can nominate themselves 
in the future for a position with us.

 • We bring our HR business partners into organizational meetings to alert 
our technical staff members about the importance of constantly being 
on the lookout for other subject matter experts.

We attribute the cost effectiveness of our process to several factors, includ-
ing the following:

 • More than two-thirds (roughly 70 percent) of our hires come from 
referrals, website postings, and rehires, which helps maintain our high 
standards. Thus, we rely very little on print advertising, employment 
agencies, or other broad-based recruiting channels that are costly and 
tend to generate less suitable candidates.

 • We focus on certain niches for skilled and experienced workers, target-
ing organizations that employ people with relevant skills and experi-
ences and certifications that represent a required level of expertise.

 • Our recruiting teams are attuned to older workers, those who have 
demonstrated high levels of competency through past performance. 
Recruiters are coached so they can focus on relevant skill sets and crite-
ria. Candidates who are subject matter experts (SME) are interviewed 
and evaluated by employees in the same area, a process we call SME-to-
SME—again, birds of a feather.

QUESTIONS
 1. What overall HR strategy do you think MITRE is pursuing? Is its recruiting 

focus broad or targeted? Does it primarily use internal or external sources?
 2. What characteristics of MITRE make it particularly attractive to older workers?
 3. Why is the referral program at MITRE so successful? What are some 

 elements of success that could be copied by other organizations? What 
success factors do you think would be hard to duplicate elsewhere?

Source: William D. Albright, Jr., and Gary A. Cluff, “Ahead of the Curve: How MITRE Recruits and 
Retains Older Workers,” Journal of Organizational Excellence 25, no. 1 (2005): 53–63. Reprinted with 
permission of John Wiley & Sons, Inc.

DISCUSSION CASE Friendly Financial Works

Friendly Financial Works is a fictional provider that sells accounting, payroll, 
and financial services to small businesses. The company uses an integrated 
software platform to help small businesses better manage their financial 
assets. Based on the assumption that small business owners often lack the 
expertise and time to manage financial assets effectively, Friendly Financial 
seeks to provide a relatively inexpensive “one-stop-solution” for financial plan-
ning and control.

Friendly Financial’s business model calls for providing services at the low-
est cost rather than giving customized service to each client. To be successful, 
Friendly Financial needs to lower its costs by continually increasing the num-
ber of small businesses that use its services. The success of Friendly Financial 
thus depends largely on its sales force.
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The sales force is divided into geographic territories, with a territory man-
ager having exclusive responsibility for all sales activity within a specific area. 
Territories are organized into sales districts. The average number of territo-
ries in each district is 20. Each district is led by a district sales manager who 
oversees all personnel activities, such as hiring and training, in the territories 
within his or her district.

Territory managers are paid on a commission basis. They generate most 
of their sales by cold calling on potential businesses. A typical day consists of 
10 to 15 unannounced visits to small businesses. The territory manager seeks 
an appointment with the owner or manager of each firm he or she visits. 
When an appointment is granted, the territory manager makes a presenta-
tion and tries to develop a contract between the small business and Friendly 
Financial. As with most unannounced sales calls, a large majority of visits end 
without a contract to provide services.

A major concern for Friendly Financial Works is identifying and keeping 
enough territory managers. The turnover rate is approximately 200 percent 
each year. This means that a district sales manager must usually hire about 40 
new employees in a given year. In most cases, when a job vacancy occurs, the 
district sales manager travels to the sales territory to begin recruiting. The dis-
trict sales manager places an advertisement in the local newspaper and includes 
a telephone number for potential recruits to call. The manager then spends 
three to four days at a local hotel answering phone inquiries and conducting 
interviews. The territory manager position is usually offered to the best avail-
able candidate on the final day that the district sales manager is in the territory.

District sales managers pride themselves on being able to land the sales 
representatives they like best. Many district sales managers boast that they can 
sell anything to anybody, and this is how they approach employee recruiting 
activities. Because they are talented sales representatives, district sales manag-
ers generally do a great job of touting the benefits of the position.

QUESTIONS
 1. What aspects of the recruiting process increase the likelihood that 

 territory managers will leave once they have been hired?
 2. Should Friendly Financial use other methods to recruit territory 

 managers? Which methods?
 3. Is the recruiting process at Friendly Financial efficient? What are some 

things that might be done to reduce recruiting costs?

EXPERIENTIAL 
EXERCISE Learning about Your Career Center

Visit the career center at your school. Meet with a 
career counselor. As you learn about the services 
offered through the career center, try to find 
answers to the following questions:

 1. What services does the career center offer?
 2. How can the career center help you find a job? 

When should you start working with the career 

center? Are there things you can do long before 
graduation to improve the effectiveness of your 
job search?

 3. What companies have good relationships with 
your school? Which of these companies hire 
people in your field of study? What characteris-
tics do they look for in employees?
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196 Chapter 5 • Recruiting Talented Employees

 4. How do you go about using the career center 
to locate job openings? Does the career center 
support a website? Can you apply for as many 
jobs as you want?

 5. Does the career center maintain a list of alumni 
that currently work for specific companies? 

Can you use this list to network with potential 
employers?

 6. What other services, such as interview training, 
are provided through the career center?

INTERACTIVE
EXPERIENTIAL EXERCISE

Strategic Recruitment: Finding the Right 
People for Graphics Design, Inc.
http://www.wiley.com/college/sc/stewart

Access the companion website to test your knowledge by completing a 
Graphics Design, Inc. interactive role play.
In this exercise it’s time to start trying to attract potential employees to fill the 
newly created positions at GDI. You have many decisions to consider, includ-
ing which recruiting sources to use, what skill scope is needed, and what type 
of message to convey to applicants. You also need to consider the HR planning 
process and the fact that the basic HR strategy of GDI is that of Loyal Soldier. 
What will be your first recommendation to the GDI management team when 
you meet with them in the next several days? •
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Selecting Employees 
Who Fit

C h a p t e r  6

A  M A N A G E R ’ S  P E R S P E C T I V E

JAVIER’S MESSAGE FROM THE HUMAN RESOURCE 
DEPARTMENT FILLS HIM WITH BOTH ANXIETY AND 
EXCITEMENT. HE HAS JUST RECEIVED AUTHORIZA-
TION TO HIRE AN ADDITIONAL MEMBER FOR HIS 
CUSTOMER SERVICE TEAM. JAVIER IS EXCITED 
BECAUSE HIRING THE RIGHT PERSON COULD 
REALLY BOOST THE TEAM’S PERFORMANCE; HE IS 
ANXIOUS BECAUSE THIS WILL BE HIS FIRST HIRING 
DECISION.

Javier has total freedom to hire anybody he 
wants. What should he focus on when he makes 
his hiring decision? Should he hire someone who 
is likely to stay with the company for a long time? 
Should he look for someone who already has the 
skills to do the job? Is it more important to hire 
someone with the potential to be a high performer 
in several different jobs? Should he try to find 
someone who is similar to current team members, 
or should he bring in new ideas by hiring someone 
very different?

One reason for Javier’s anxiety is a story he 
recently heard where a manager in a different 
department asked a number of illegal questions 
during an interview. He has also heard a num-
ber of stories about managers being evaluated 

negatively because they 
spent too much money 
searching for employees. 
Javier has a general idea 
of the questions that 
should be avoided when 
conducting interviews, but he makes himself a 
note to be sure to ask someone from the human 
resource department to remind him of potentially 
problematic questions. He also wants to get some 
help identifying the most cost-effective hiring 
methods.

Javier also thinks about the specific methods he 
might use to evaluate people. He has participated 
in several job interviews, and he knows that inter-
views are important. But what questions should he 
ask? Should he ask everyone the same questions? 
Will he be able to judge whether an answer is good 
or bad? Should he have someone else interview a 
group of finalists for the job?

Javier knows he won’t have time to interview 
everyone who will apply. How should he screen 
applicants? A friend recently told him about using 
personality tests for hiring. Javier also remem-
bers taking some type of intelligence test when 
he applied for a different job a number of years 
ago. He thought the intelligence test was kind of 
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WHAT DO YOU THINK?
Suppose you are listening to a conversation between Javier 
and another manager, Elena. Elena makes the following 
statements. Which of the statements do you think are true?

You should hire people who already have 
the skills and knowledge they will need on 
the job.

The benefits of making good hiring deci-
sions are highest when the organization 
has a lot of job applicants.

Intelligence tests are very helpful for pre-
dicting who will be effective in almost any 
job.

Reference checking provides valuable 
information about prospective employees.

You need to ask each job applicant indi-
vidualized questions to determine his or 
her true strengths and weaknesses.

?

T OR F

T OR F

T OR F

T OR F

T OR F

THE BIG PICTURE Effective Organizations Develop Employee Selection Strategies 
That Include Tests and Assessments to Help Them Hire the Right People

interesting, but he wonders if such tests really help 
organizations identify successful employees. Would 
using tests help him make a better hiring decision? 
If so, how can he identify the tests that he should 
use? What about reference checking? He would like 
to talk to previous employers, but he knows that 
the policy of his own company is not to give refer-
ences. Would it be worth the effort to try checking 
references?

How should the results of several different 
assessments be combined to arrive at a final hiring 
decision if he uses tests, reference checking, and 
interviewing? Would it be best to give scores on all 
of the measures the same emphasis? Should he give 
more weight to the interview? The hiring decision 
is an important one for Javier, as he well knows. He 
can prove himself as an up and coming leader if he 
makes a good choice. Not only that, his job as team 
leader will become easier if he hires a new team 
member who is a real contributor.
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Employee selection is the process of choosing people to bring into an organiza-
tion. Effective selection provides many benefits. Selecting the right employees 
can improve the effectiveness of other human resource practices and prevent 
numerous problems. For instance, hiring highly motivated employees who fit 
with the organizational culture can reduce disciplinary problems and dimin-
ish costs related to replacing employees who quit. Such benefits help explain 
why organizations that use effective staffing practices have higher annual 
profit and faster growth of profit.1 In short, a strategic approach to selecting 
employees can help an organization obtain and keep the talent necessary to 
produce goods and services that exceed the expectations of customers.

An interesting example of employee hiring was the 2010 census in the 
United States. Every ten years the government is required by the Constitution 
to locate and count each person. Much of the counting is done by mail, but 
about 35 million households fail to respond to mail requests for information. 
This means that the Census Bureau must hire workers, called enumerators, 
to visit households and seek census information. For the 2010 census over 
1 million people were hired to work as enumerators for a three-month period 
from May until August. Most of them worked part-time in the evenings and 
weekends when the people they were counting were most likely to be home.2 

Just imagine the immense task of hiring over 1 million workers. The first 
action for the Census Bureau was to establish a list of qualifications for enu-
merators. Enumerators needed to be 18 years old, have a driver’s license and 
available transportation, and a clean criminal record. Applicants who spoke 
multiple languages were also sought. Once a list of qualifications was made, 
the next step was to generate a pool of applicants. In early 2010 this was very 
easy, as there were a large number of unemployed people looking for work. 
In fact, the Census Bureau attracted applications from many highly qualified 
people with advanced degrees and corporate experience. Applicants were 
willing to work in part-time jobs that paid about $12 per hour.3

People interested in working as an enumerator visited the Census Bureau 
website to learn about the job. The website included written information and 

Employee selection
The process of testing and 
gathering information to decide 
whom to hire.

After reading this chapter you should be able to:

Describe how employee selection practices can strategically align with overall HR 
strategy.

Explain what makes a selection method good; be able to apply the concepts of 
reliability, validity, utility, legality and fairness, and acceptability to appropriately 
evaluate different employee selection methods.

Describe several commonly used selection methods, evaluate their strengths and 
weaknesses, and explain how they link with particular employee selection strategies.

Explain how to combine scores from several different selection methods to arrive at 
a final selection decision.

LEARNING OBJECTIVE 1

LEARNING OBJECTIVE 2

LEARNING OBJECTIVE 3

LEARNING OBJECTIVE 4

L E A R N I N G  O B J E C T I V E S

How Can Strategic Employee Selection 
Improve an Organization?
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a short video that described the job of enumerator. The website directed 
them to local offices where they could formally apply for a position. The use 
of local offices was a critical part of the hiring strategy. The Census Bureau 
had determined that it was best to hire people who would work in their local 
communities. This preference was based on the notion that respondents are 
more willing to talk to people from their own community. Local offices also 
administered a 28-question test of clerical skills and basic mental abilities. The 
test helped identify the people who had the skills necessary to locate people, 
interview them successfully, and accurately report their findings. The overall 
hiring strategy thus included a centralized website that provided information 
and served as a gateway for applications, but final hiring decisions were made 
by managers in the field.4

As we can see from the Census Bureau example, hiring the right employees 
often takes a great deal of planning. An organization’s employee selection 
practices are strategic when they ensure that the right people are in the right 
places at the right times. This means that good selection practices must fit 
with an organization’s overall HR strategy. As described in Chapter 2, HR 
strategies vary along two dimensions: whether they have an internal or an 
external labor orientation and whether they compete through cost or differ-
entiation. These overall HR strategies provide important guidance about the 
type of employee selection practices that will be most effective for a particular 
organization.

How Is Employee Selection Strategic?

LEARNING OBJECTIVE 1

U.S. CENSUS BUREAU

The U.S. Census Bureau is a government agency 
that hired over 1 million temporary workers to 
complete the 2010 census. Hiring practices at 
the Census Bureau that facilitated this process 
included
 • Determining the skills needed to perform the job and identifying 

recruits likely to have those skills.
 • Combining the efficiency of a centralized website with local hiring 

decisions that left final decisions in the hands of managers who would 
actually be working with the new hires.

 • Creating a paper-and-pencil test that helped screen out applicants 
who would not be able to perform the job successfully.

Building Strength 
Through HR
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ALIGNING TALENT AND HR STRATEGY
Figure 6.1 shows how selection decisions can be aligned with the HR strate-
gies outlined in Chapter 2. Consistent with the overall HR strategies, strategic 
selection decisions are based on two important dimensions. The horizontal 
dimension of Figure 6.1 represents differences in the type of talent sought. At 
one end of the continuum is generalist talent—employees who may be excellent 
workers but who do not have particular areas of expertise or specialization. 
Most of the people being hired as census enumerators would fit in this cat-
egory. At the other end of the continuum is specialist talent—employees with 
specific and somewhat rare skills and abilities.5

The vertical dimension of Figure 6.1 represents the type of relationship 
between the employees and the organization. At one end of the continuum is 
long-term talent. Employees in this category stay with the organization for a long 
time and develop a deep understanding of company practices and operations. At 
the other end of the continuum is short-term talent. These employees move from 
organization to organization without developing expertise in how things are done 
at any particular place.6 Given that they only worked with the Census Bureau 
for a few months, enumerators for the 2010 census represented short-term talent.

Combining the two dimensions yields four general categories: short-term 
generalist talent, long-term generalist talent, long-term specialist talent, and 
short-term specialist talent. Next, we look at each of these categories in turn 
and consider how they fit with the HR strategies introduced in Chapter 2.

Short-Term Generalists
If you were hired to work at a drive-in restaurant, you would not need spe-
cialized skills, you would not earn high wages, and you probably would not 
keep the job for a very long time. Fast-food workers are short-term generalists, 
who provide a variety of different inputs but do not have areas of special skill 
or ability. Other examples include some retail sales clerks and hotel house-
keepers. Short-term generalist talent is most often associated with the Bargain 
Laborer HR strategy.7 Organizations with this HR strategy fill most positions 

Short-term generalists
Workers hired to produce general 
labor inputs for a relatively 
short period of time.

Figure 6.1 Strategic Framework for Employee Selection.
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by hiring people just entering the workforce or people already working in 
similar jobs at other companies. Selection has the objective of identifying 
and hiring employees to produce low-cost goods and services, and selection 
decisions are based on identifying people who can perform simple tasks that 
require little specialized skill.

Hiring generalists can be beneficial because people without specialized 
skills do not generally demand high compensation, which keeps payroll costs 
as low as possible. Because generalists lack specific expertise, they also are 
usually more willing to work in routine jobs and do whatever they are asked.

Long-Term Generalists
If you were to take a job working for an electricity provider, you might not 
need specialized skills, but you would most likely plan to remain with the orga-
nization for a long career. People working for utility companies are often long-
term generalists who do not have technical expertise but who develop skills 
and knowledge concerning how things are done in a specific organization. 
Other common examples of long-term generalists are people who work for 
government agencies and for some package delivery companies. These work-
ers contribute in a number of areas but do not need specific technical skills 
and abilities. Long-term generalists are beneficial for organizations using the 
Loyal Soldier HR strategy.8 Organizations with this HR strategy focus on keep-
ing employees once they are hired. Staffing still has the objective of hiring 
employees to produce low-cost goods and services, but a stronger commit-
ment is formed, and efforts are made to identify people who will remain with 
the organization for a long time.

The generalist’s lack of specific expertise allows firms to reduce payroll 
costs. Here, however, employees develop skills and abilities over time that are 
only valuable to the specific organization, which reduces the likelihood that 
they will move to another employer. People develop relationships and form a 
strong sense of commitment to the organization as they work in many differ-
ent jobs over a long period of time.

Long-Term Specialists
Suppose you took a job as an accountant with a large firm that makes and 
sells consumer goods such as diapers and cleaning products. People doing 
this job are most often long-term specialists who develop deep expertise in a 
particular area. Pharmaceutical sales representatives and research scientists 
are also commonly employed as long-term specialists. People in these jobs are 
expected to develop specialized skills and stay with the organization for a long 
time. The use of long-term specialists fits the Committed Expert HR strategy.9 
Organizations that use this HR strategy develop their own talent. Selection 
has the objective of identifying people capable of developing expertise in a 
particular area so that they can innovate and produce superior goods and 
services over time.

Hiring people who can develop specialized skills over time enables orga-
nizations to create and keep a unique resource of talent that other organiza-
tions do not have. Employees are given the time and assets to develop the 
skills they need to be the best at what they do.

Short-Term Specialists
Information technology specialists often work as short-term specialists—
employees who provide specific inputs for relatively short periods of time. 

Long-term generalists
Workers hired to perform a 
variety of different jobs over a 
relatively long period of time.

Long-term specialists
Workers hired to develop 
specific expertise and establish 
a lengthy career within an 
organization.

Short-term specialists
Workers hired to provide specific 
labor inputs for a relatively 
short period of time.
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These workers are valuable for organizations using the Free Agent HR 
strategy.10 Organizations with this HR strategy hire people away from other 
organizations. Staffing is aimed at hiring people who will bring new skills and 
produce innovative goods and top-quality service, and selection decisions 
focus on identifying people who have already developed specific skills. Other 
examples of this type of talent include investment bankers and advertising 
executives.

Hiring short-term specialists allows firms to quickly acquire needed exper-
tise. New hires bring unique knowledge and skills to the organization. The 
organization pays a relatively high price for such knowledge and skills but 
makes no long-term commitments.

MAKING STRATEGIC SELECTION DECISIONS
Another way to examine how organizations make employee selection deci-
sions focuses on two primary factors: the balance between job-based fit and 
organization-based fit and the balance between achievement and potential. 
As you can see in Figure 6.1, both factors relate clearly to the talent categories 
just discussed.

Balancing Job Fit and Organization Fit
The first area of balance concerns whether employees should be chosen to fit 
in specific jobs or to fit more generally in the organization. When job-based 
fit is the goal, the organization seeks to match an individual’s abilities and 
interests with the demands of a specific job. This type of fit is highly depen-
dent on a person’s technical skills. For instance, high ability in mathematics 
results in fit for a job such as financial analyst or accountant. In contrast, 
organization-based fit is concerned with how well the individual’s characteris-
tics match the broader culture, values, and norms of the firm. Organization-
based fit depends less on technical skills than on an individual’s personality, 
values, and goals.11 A person with conservative values, for example, might fit 
well in a company culture of caution and tradition. Employees who fit with 
their organizations have higher job satisfaction, and better fit with the orga-
nization has been shown to lead to higher performance in many settings.12 As 
described in the “How Do We Know?” feature, an interviewer’s perception of 
job-based fit can be very different from the same interviewer’s perception of 
organization-based fit.

As suggested earlier, we can combine the concept of fit with the talent-
based categories discussed earlier. In general, job-based fit is more important 
in organizations that seek to hire specialists than in those that seek gener-
alists. Similarly, organization-based fit is more important for long-term than 
for short-term employees. These differences provide strategic direction for 
employee selection practices.

Organizations pursuing Bargain Laborer HR strategies and seeking short-
term generalists are not highly concerned about either form of fit. Employees 
do not generally bring specific skills to the organization. Neither are they 
expected to stay long enough to necessitate close organizational fit. Thus, 
for firms pursuing a Bargain Laborer HR strategy, fit is not strategically criti-
cal, and hiring decisions tend to focus on obtaining the least expensive labor 
regardless of fit.

Organizations pursuing the Loyal Soldier HR strategy and seeking long-
term generalists benefit from hiring employees who fit with the overall 

Job-based fit
Matching an employee’s 
knowledge and skills to the tasks 
associated with a specific job.

Organization-based fit
Matching an employee’s 
characteristics to the general 
culture of the organization.
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organization. Job-based fit is not critical. Employees rotate through a number 
of jobs, and success comes more from loyalty and high motivation than from 
specific skills. In contrast, lengthy expected careers make fit with the organi-
zation very important. Employee selection decisions in organizations with a 
Loyal Soldier HR strategy should thus focus primarily on assessing personality, 
values, and goals.

Organizations pursuing a Committed Expert HR strategy and seeking 
long-term specialists require both job-based fit and organization-based fit. 
Organization-based fit is necessary because employees need to work closely 
with other members of the organization throughout long careers. Job-based 
fit is necessary because employees are expected to develop expertise in a spe-
cific area. Even though new employees may not yet have developed specific 
job skills, general aptitude in the specialized field, such as accounting or 
engineering, is important. Selection decisions in firms pursuing Committed 
Expert HR strategies should thus be based on a combination of technical skills 
and personality, values, and goals.

Job-based fit is critical for organizations pursuing a Free Agent HR strat-
egy and seeking short-term specialists. These organizations hire employees 
specifically to perform specialized tasks and expect them to bring required 
knowledge and skills with them. An employee’s stay with the organization is 

DO RECRUITERS REALLY ASSESS FIT?
What do interviewers think about when deciding 
whom to hire? Do they pay attention to specific 
job skills? How about values and personality traits? 
Do all interviewers focus on the same things? Amy 
Kristof-Brown conducted two studies to answer 
these questions. In the first study, 31 recruiters 
from consulting organizations viewed videotapes 
of students being interviewed. The recruiters also 
looked at the résumés of the students. They then 
indicated which of the students they thought would 
fit best with their organizations and with particu-
lar jobs. The recruiters were also asked to explain 
the characteristics they used to make their assess-
ments of fit. In the second study, a different group 
of 46 recruiters conducted actual interviews with 
students for jobs in consulting firms. After the 
interviews, the recruiters provided ratings of per-
ceived job fit and organization fit and made hiring 
recommendations.

The first study found that the recruiters used 
measures of specific knowledge, skills, and abilities 
to predict job-based fit, whereas they relied more on 
values and personality traits to predict organization-

based fit. Interestingly, however, the skills, abilities, 
traits, and values that were seen as important for fit 
often differed for recruiters from the same organi-
zation. The second study showed that job-based fit 
and organization-based fit involved two different 
judgments and that the recruiters took both kinds 
of fit into account when making hiring decisions.

The Bottom Line. Job-based fit and organiza-
tion-based fit involve two different perceptions. 
Recruiters base their decisions about these two 
types of fit on different types of information. 
Unfortunately, a given recruiter’s perceptions 
of fit may be based on his or her unique beliefs. 
Professor Kristof-Brown concludes that organiza-
tions can benefit from finding out which recruit-
ers have the most accurate judgments of fit. Other 
recruiters can then be trained to use the same 
information to improve their judgments.

Source: Amy Kristof-Brown, “Perceived Applicant Fit: 
Distinguishing between Recruiters’ Perceptions of Person-
Job and Person-Organization Fit,” Personnel Psychology 53 
(2000): 643–671.

How Do We Know?
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expected to be relatively short, which means that fit with the organization is 
not critical. Selection decisions in organizations with a Free Agent HR strategy 
should thus focus primarily on assessing technical skills and abilities.

Balancing Achievement and Potential
The second area of balance concerns whether employees should be chosen 
because of what they have already achieved or because of their potential for 
future accomplishments. Assessments aimed at measuring achievement focus 
on history and past accomplishments that reveal information about acquired 
abilities and skills. For instance, a job applicant for an elementary school 
teaching position might have graduate degrees and years of experience that 
demonstrate teaching skills. In contrast, assessments aimed at measuring 
potential are future-oriented and seek to predict how a person will learn and 
develop knowledge and skill over time.13 In this case, an applicant for an ele-
mentary teaching position may just have graduated with high honors from a 
prestigious university, demonstrating high potential.

Again, we can relate the choice between achievement and potential to the 
framework in Figure 6.1. Organizations that use Bargain Laborer HR strate-
gies seek short-term generalists for jobs that do not require highly developed 
skills.14 Measures of achievement are not required. For these organizations, 
selection methods assess potential by predicting whether applicants will be 
dependable and willing to carry out assigned tasks.

Hiring people based on potential is critical for organizations with long-
term staffing strategies. These organizations provide a great deal of training, 
which suggests that people learn many skills after they are hired. With a Loyal 
Soldier HR strategy, selection measures should focus on ability, motivation, 
and willingness to work in a large variety of jobs. For a Committed Expert HR
strategy, the focus is on assessing potential to become highly skilled in a par-
ticular area.

Organizations seeking short-term specialists focus on measuring achieve-
ment, because they seek employees who already have specific skills. Required 
skills change frequently, and a general lack of training by the organization 
makes it very difficult for these employees to keep up with new technologies. 
Hiring practices for organizations with Free Agent HR strategies thus focus on 
identifying individuals who have already obtained the necessary skills and who 
have demonstrated success in similar positions.

Gaining Competitive Advantage from Alignment
Of course, not all organizations have selection practices that are perfectly 
aligned with overall HR strategies. Some firms hire long-term generalists even 
though they have a Free Agent HR strategy. Other firms hire short-term spe-
cialists even though they have a Bargain Laborer HR strategy. The selection 
practices in such organizations are not strategic, and the organizations often 
fail to hire employees who can really help them achieve their goals. In short, 
organizations with closer alignment between their overall HR strategies and 
their specific selection practices tend to be more effective. They are success-
ful because they develop a competitive advantage by identifying and hiring 
employees who fit their needs and strategic plans.15 What works for one orga-
nization may not work for another organization with a different competitive 
strategy. A key for effective staffing is thus to balance job fit and organization 
fit, as well as achievement and potential, in ways that align staffing practices 
with HR strategy.

Achievement
A selection approach 
emphasizing existing skills 
and past accomplishments.

Potential
A selection approach emphasizing 
broad characteristics that 
foreshadow capability to develop 
future knowledge and skill.
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We have considered strategic concerns in employee selection. The next step is 
to evaluate specific methods that help accomplish strategy. How can an orga-
nization go about identifying tests or measures that will identify people who 
fit or who have the appropriate mix of potential and achievement? Should 
prospective employees be given some type of paper-and-pencil test? Is a back-
ground check necessary? Will an interview be helpful? If so, what type of inter-
view is best? Answers to the questions provide insights about the accuracy, cost 
effectiveness, fairness, and acceptability of various selection methods. Next, we 
examine a few principles related to each question. These principles include 
reliability, validity, utility, legality and fairness, and acceptability. Figure 6.2 
illustrates basic questions associated with each principle.

RELIABILITY
Reliability is concerned with consistency of measurement. An example that 
illustrates this concept relates to a simple bathroom scale. Suppose you wake up 
one morning and step on the scale. The number on the scale says 150 pounds. 
You brush your teeth and step back on the scale. It says 180 pounds. We know 
enough about weight to be quite certain that your weight has not varied this 
much in such a short period. We say that the scale is unreliable. It does not 
yield consistent values from measurement to measurement.

Reliability
An assessment of the degree to 
which a selection method yields 
consistent results.

?
CONCEPT CHECK
 1. What are the four types of talent, and how do they fit with 

the four approaches to overall HR strategy?
 2. What is the difference between organization fit and job fit, 

and which is most critical for each of the HR strategies?
 3. How do achievement and potential fit with strategic selection?

What Makes a Selection Method Good?

LEARNING OBJECTIVE 2

Figure 6.2 What Makes a Selection Method Good?

Is it related
to performance?

Is it cost
effective?

How will
applicants

react?

Is it legal?
Is it fair?

Is it consistent?

VALIDITY UTILITY LEGALITY/FAIRNESS ACCEPTABILITYRELIABILITY
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Consider another example of a reliability problem. Imagine that two 
coaches for a football team have just returned from separate recruiting trips. 
They are meeting to discuss the recruits they visited. The first coach describes 
a great recruit who weighs 300 pounds. The second coach reports about 
someone able to bench press 500 pounds. Which player should the coaches 
select? It is impossible to compare the recruits, since different information 
was obtained about each person. The measures are not reliable.

The football example may seem a bit ridiculous, but it is not much dif-
ferent from what happens in many organizations. Just think of the interview 
process. Suppose five different people interview a person for a job. In many 
organizations, the interviewers’ judgments would not be consistent.

How, then, can we determine whether a selection method is reliable? One 
way to evaluate reliability is to test a person on two different occasions and 
then determine whether scores are similar across the two times. We call this 
the test-retest method of estimating reliability. Another way to evaluate reli-
ability is to give two different forms of a test. Since both tests were designed 
to measure the same thing, we would expect people’s scores to be similar. 
This is the alternate-forms method of estimating reliability. A similar method 
involves the use of a single test that is designed to be split into two halves 
that measure the same thing. The odd- and even-numbered questions might 
be written so that they are equivalent. We call this the split-halves method of 
estimating reliability. A final method, called the inter-rater method, involves 
having different raters provide evaluations and then determining whether the 
raters agree.

Each method of estimating reliability has its own strengths and weaknesses. 
However, all four methods rely on the correlation coefficient, a numeri-
cal indicator of the strength of the relationship between two sets of scores. 
Correlation coefficients range from a low of 0, which indicates no relation-
ship, to a high of 1, which indicates a perfect relationship. Figure 6.3 provides 
an illustration of correlation coefficients. Two scores for each person are rep-
resented in the graph. The first score is plotted on the horizontal axis, and 
the second score is plotted on the vertical axis. Each person’s two scores are 
thus represented by a dot. In the graph representing a low correlation, you 
can see that some people who did very well the first time did not do well the 
second time. Others improved a lot the second time. The scores are quite 
scattered, and it would be difficult to predict anyone’s second score based on 
his or her first score. In the graph representing a high correlation, the scores 
begin to follow a straight line. In fact, scores with a correlation of 1 would plot 
as a single line where each person’s second score could be predicted perfectly 
by his or her first score.

Correlation coefficients can also be negative (indicating that high scores 
on one measure are related to low scores on the other measure), but we do 
not generally observe negative correlations when assessing reliability. When it 
comes to reliability estimates, a higher correlation is always better. A correla-
tion coefficient approaching 1 tells us that people who did well on one of the 
assessments generally did well on the other.

Just how high should a reliability estimate be? Of course, this depends 
on many different aspects of the assessment situation. Nevertheless, a good 
guideline is that a correlation coefficient of .85 or higher suggests adequate 
reliability for test-retest, alternate-forms, and split-halves estimates.16 Inter-
rater reliability estimates are often lower because they incorporate subjective 
judgment, yet high estimates are still desirable.

Test-retest method
A process of estimating 
reliability that compares scores 
on a single selection assessment 
obtained at different times.

Alternate-forms method
A process of estimating 
reliability that compares scores 
on different versions of a 
selection assessment.

Split-halves method
A process of estimating 
reliability that compares scores 
on two parts of a selection 
assessment.

Inter-rater method
A process of estimating 
reliability that compares 
assessment scores provided 
by different raters.

Correlation coefficient
A statistical measure that 
describes the strength of the 
relationship between two 
measures.

c06.indd   210c06.indd   210 07/04/11   7:33 PM07/04/11   7:33 PM



What Makes a Selection Method Good? 211  

Knowing in general how high reliability estimates should be makes manag-
ers and human resource specialists better consumers of selection procedures. 
Consulting firms and people within an organization often propose many dif-
ferent selection methods. Important decisions must be made about which of 
the many possible methods to use. The first question to ask about any selec-
tion procedure is whether it is reliable. Information about reliability should 
be available from vendors who advocate and sell specific tests and interview 
methods.

VALIDITY
Once reliability has been established, we can turn to a selection method’s 
validity. Suppose the football coaches in the earlier example have been taught 
about reliability. They go back to visit the recruits again and obtain more 
information. This time they specifically plan to obtain consistent information. 
When they report back, one of the coaches states that his recruit drives a blue 
car. The second coach says that his recruit drives a green car. The problem of 
reliability has been resolved. The coaches are now providing the same infor-
mation about the two recruits. However, this information most likely has 
nothing to do with performance on the football field. We thus conclude that 
the information does not have validity, which means that it is not relevant for 
job performance.

How do we know if a test is valid? Evidence of validity can come in many 
forms, and assessments of validity should take into account all evidence sup-
porting a relationship between the assessment technique and job perfor-
mance.17 Nevertheless, as with reliability, certain methods for determining 
validity are most commonly used.

One method, called content validation strategy, involves determining 
whether the content of the assessment method is representative of the job 
situation. For instance, a group of computer programmers might be asked 
to look at a computer programming test to determine whether the test mea-
sures knowledge needed to program successfully. The experts match tasks 
from the job description with skills and abilities measured by the test. Analyses 
are done to learn if the experts agree. The content validation strategy thus 
relies on expert judgments, and validity is supported when experts agree that 
the content of the assessment reflects the knowledge needed to perform well 

Validity
The quality of being justifiable. 
To be valid, a method of 
selecting employees must 
accurately predict who will 
perform the job well.

Content validation strategy
A process of estimating validity 
that uses expert raters to 
determine if a test assesses 
skills needed to perform a 
certain job.

Figure 6.3 Graphical Illustration of Correlations.
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212 Chapter 6 • Selecting Employees Who Fit

on the job. Content validation is a particularly important step for developing 
new tests and assessments. As a student, you see content validation each time 
you take an exam. The course instructor acts as an expert who determines 
whether the questions on the exam are representative of the course material.

A second method for determining validity is known as the criterion-related 
validation strategy. This method differs from the content validation strategy 
in that it uses correlation coefficients to show that test or interview scores are 
related to measures of job performance. For example, a correlation coeffi-
cient could be calculated to measure the relationship between a personality 
trait and the dollars of business that sales representatives generate. A posi-
tive correlation coefficient can indicate that those who have high scores on 
a test of assertiveness generate more sales. In this case, a negative correlation 
co efficient might also be instructive, as it would indicate that people who have 
lower scores on a particular trait, such as anxiety, have higher sales figures. 
Either way, the test scores will be helpful for making hiring decisions and pre-
dicting who will do well in the sales position.

In practice, two methods can be used to calculate criterion-related valid-
ity coefficients. One method uses the predictive validation strategy. Here, 
an organization obtains assessment scores from people when they apply for 
jobs and then later measures their job performance. A correlation coefficient 
is calculated to determine the relationship between the assessment scores 
and performance. This method is normally considered the optimal one for 
estimating validity. However, its use in actual organizations presents certain 
problems. One problem is that it requires measures from a large number of 
people. If an organization hires only one or two people a month, it might take 
several years to obtain enough information to calculate a proper correlation 
coefficient. Organizations may also be reluctant to pay for assessments, espe-
cially when they do not have evidence that the assessments are really useful for 
predicting performance.

A second method for calculating validity coefficients uses the concurrent 
validation strategy. Here, the organization obtains assessment scores from 
people who are already doing the job and then calculates a correlation coef-
ficient relating those scores to performance measures that already exist. In 
this case, for example, a personality test could be given to the sales represen-
tatives already working for the organization. A correlation coefficient could 
be calculated to determine whether sales representatives who score high on 
the test also have high sales figures. This method is somewhat easier to use, 
but it too has drawbacks. One problem is that the existing sales representa-
tives do not complete the personality assessment under the same conditions 
as job applicants. Applicants may be more motivated to obtain high scores and 
may also inflate their responses to make themselves look better. Existing sales 
representatives may have also learned things and changed in ways that make 
them different from applicants, which might reduce the accuracy of the test 
for predicting who will perform best when first hired.

Neither the predictive nor the concurrent strategy is optimal in all con-
ditions. However, both yield important information, and this information 
comes in the form of a correlation coefficient. How high should this correla-
tion coefficient be? Validity coefficients are lower than reliability coefficients. 
This is because a reliability coefficient represents the relationship between 
two things that should be the same. In contrast, a validity coefficient repre-
sents a relationship between two different things: the test or interview and job 
performance. Correlation coefficients representing validity rarely exceed .50. 

Criterion-related 
validation strategy
A process of estimating 
validity that uses a correlation 
coefficient to determine whether 
scores on tests predict job 
performance.

Predictive validation strategy
A form of criterion-related 
validity estimation in which 
selection assessments are 
obtained from applicants before 
they are hired.

Concurrent 
validation strategy
A form of criterion-related 
validity estimation in which 
selection assessments are 
obtained from people who are 
already employees.
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Many commonly used assessment techniques are associated with correlation 
coefficients that range from .25 to .50, and a few that are useful range from 
.15 to .25. This suggests that, as a guideline for assessing validity, a coefficient 
above .50 indicates a very strong relationship, coefficients between .25 and .50 
indicate somewhat strong relationships, and correlations between .15 and .25 
weaker but often important relationships.18 Once again, this information can 
help managers and human resource specialists become better consumers of 
assessment techniques. As with reliability, information about validity should 
be available for properly developed selection methods.

One additional concept related to validity is generalizability, which con-
cerns the extent to which the validity of an assessment method in one context 
can be used as evidence of validity in another context. In some cases, differ-
ences in the job requirements across organizations might result in an assess-
ment that is valid in one context but not in another. For instance, a test that 
measures sociability may predict high performance for food servers in a sports 
bar but not for servers in an exclusive restaurant. This is known as situational 
specificity. In other cases, differences across contexts do not matter, and evi-
dence supporting validity in one context can be used as evidence of validity 
in another context, a condition known as validity generalization. A common 
example of a personality trait that exhibits generalization is conscientious-
ness. Being organized and goal oriented seems to lead to high performance 
regardless of the work context. We return to this subject later in discussions 
about different forms of assessment.

UTILITY
The third principle associated with employee selection methods is utility, 
which concerns the method’s cost effectiveness. Think back to the football 
example. Suppose the university has decided to give all possible recruits a one-
year scholarship, see how they do during the year, and then make a selection 
decision about which players to keep on the team. (For the moment, we will 
ignore NCAA regulations.) Given an entire year to assess the recruits, the uni-
versity would likely be able to make very good selection decisions, but the cost 
of the scholarships and the time spent making assessments would be extremely 
high. Would decisions be improved enough to warrant the extra cost?

Several factors influence the cost effectiveness, or utility, of a selection 
method. The first issue concerns validity. All other things being equal, selec-
tion methods with higher validity also have higher utility. This is because valid 
selection methods result in more accurate predictions. In turn, more accurate 
predictions result in higher work performance, which leads to greater organi-
zational profitability.

A second issue concerns the number of people selected into a position. 
An organization can generate more money when it improves its hiring proce-
dures for jobs it fills frequently. After all, a good selection procedure increases 
the chances of making a better decision each time it is used. Even though 
each decision may only be slightly better than a decision made randomly or 
with a different procedure, the value of all the decisions combined becomes 
substantial. This explains why even selection decisions with moderate to low 
validity may have high utility.

A third issue concerns the length of time that people stay employed. Utility 
is higher when people remain in their jobs for long periods of time. This 
principle is clear when we compare the probable monetary return of making 

Situational specificity
The condition in which evidence 
of validity in one setting does 
not support validity in other 
settings.

Validity generalization
The condition in which evidence 
of validity in one setting can be 
seen as evidence of validity in 
other settings.

Utility
A characteristic of selection 
methods that reflects their 
cost effectiveness.
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a good selection decision for someone in a summer job versus someone in a 
40-year career. Hiring a great employee for a few months can be very help-
ful. Hiring a great employee for an entire career, however, can yield a much 
greater financial benefit.

A fourth issue that influences utility is performance variability. To under-
stand this concept, think about the difference in performance of good and 
bad cooks at a fast-food restaurant versus the difference in performance of 
cooks at an elite restaurant. The fast-food cooking process is so standardized 
that it usually does not matter who cooks the food. In this case, making a great 
selection decision has only limited value. In contrast, the cooking process at 
an elite restaurant requires the cook to make many decisions that directly 
influence the quality of the food. Selecting a good cook in this situation is 
often the difference between a restaurant’s success and failure. Measuring 
performance variability for specific jobs can be somewhat difficult. Just what 
is the dollar value associated with hiring a good candidate versus a bad one? 
A number of studies suggest that salary provides a good approximation of this 
value.19 Variability in performance increases as salary increases. The dollar 
value of hiring a good company president is greater than the dollar value of 
hiring a good receptionist, and this difference is reflected in the higher com-
pensation provided to the CEO.

A fifth issue involves the ratio of applicants to hires for a particular position 
and concerns how choosy an organization can be. An organization that must 
hire three out of every four applicants is much less choosy than an organiza-
tion that hires one out of every ten. If an organization hires almost everyone 
who applies, then it will be required to hire people even when the selection 
method suggests that they will not be high performers. Because people are 
hired regardless of the assessment results, very little value comes from devel-
oping quality selection procedures. In contrast, an organization that receives 
a large number of applications for each position can benefit from good selec-
tion techniques that help accurately predict which of the applicants will be 
the highest performer.

Still another issue related to utility is cost. Cost issues associated with selec-
tion methods can be broken into two components: fixed costs associated with 
developing an assessment method and variable costs that occur each time the 
method is used. For example, an organization may decide to use a cognitive 
ability test to select computer programmers. The organization will incur some 
expenses in identifying an appropriate test and training assessors to use it. 
This cost is incurred when the test is first adopted. Most likely, the organiza-
tion will also pay a fee to the test developer each time it gives the test to a job 
applicant. In sum, utility increases when both fixed and variable costs are low. 
In general, less expensive tests create more utility, as long as their validity is 
similar to that of more expensive tests.

Let’s look more closely at the variable costs of the assessment. Because it 
costs money for each person to take an assessment, utility decreases as the 
number of people tested or interviewed increases. However, there is a trade-off 
between the number of people being assessed and selectivity. Unless a test has 
low validity and is very expensive, the tradeoff usually works out such that the 
costs associated with giving the test to a large number of people are outweighed 
by the advantages of being choosy and hiring only the very best applicants.

Table 6.1 summarizes factors that influence utility. Of course, dollar esti-
mates associated with utility are based on a number of assumptions and rep-
resent predictions rather than sure bets. Just like predictions associated with 
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financial investments, marketing predictions, and weather forecasting, these 
estimates will often be wrong. Some research even suggests that providing 
managers with detailed, complex cost information does not help persuade 
them to adopt the best selection methods.20 This does not, however, mean 
that cost analyses are worthless. Utility estimates can be used to compare 
human resource investments with other investments such as buying machines 
or expanding market reach. Estimates are also more likely to be accepted by 
managers when they are presented in a less complex manner and when they 
are framed as opportunity costs.21 Managers can use utility concepts to guide 
their decisions. For instance, managers should look for selection procedures 
that have high validity and relatively low cost. They should focus their atten-
tion on improving selection decisions for jobs involving a large number of 
people who stay for long periods of time. They should also focus on jobs in 
which performance of good and bad employees varies a great deal and in 
which there are many applicants for each open position.

LEGALITY AND FAIRNESS
The fourth principle associated with selection decisions concerns legality 
and fairness. Think back to the football example again. Suppose the coaches 
decided to select only recruits who could pass a lie detector test. Is this legal? 
Chapter 3 specifically described a number of legal issues associated with 
human resource management.

Validity plays an important role in the legality of a selection method. As we 
discussed in Chapter 3, if a method results in lower hiring rates for members 
of a protected subgroup of people—such as people of a certain race—then 
adverse impact occurs. In this case, the company carries the burden of proof 
for demonstrating that its selection methods actually link with higher job per-
formance. Because adverse impact exists in many organizations, being able to 
demonstrate validity is a legal necessity.

High validity may make it legal for an organization to use a test that screens 
out some subgroups at a higher rate than others, but this does not necessarily 
mean that everyone agrees that the test is fair and should be used. Fairness 
goes beyond legality and includes an assessment of potential bias or discrimi-
nation associated with a given selection method. Fairness concerns the prob-
ability that people will be able to perform satisfactorily in the job, even though 
the test predicted that they would not.

Fairness
A characteristic of selection 
methods that reflects individuals’ 
perceptions concerning potential 
bias and discrimination in the 
selection methods.

Table 6.1 Factors Influencing Utility of Selection Methods

Factor Utility When . . . 

Validity selection test accuracy increases.

Number more people are hired into that position.

Tenure people who are hired stay with the organization for longer time periods.

Performance variation there is a lot of variation in how well people do the job.

Selectivity a smaller proportion of applicants are hired.

Fixed cost it is expensive to establish procedures to use the test.

Variable cost the cost of each test that is given is high.

Number you give the test to a lot of people.
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From the applicants’ perspective, selection procedures are seen as more 
fair if they believe they are given an opportunity to demonstrate their skills 
and qualifications.22 Because of this and other factors, assessments of fairness 
often depend a great deal on personal values. The very purpose of employee 
selection is to make decisions that discriminate against some people. Under 
optimal conditions, this discrimination is related only to differences in job 
performance. Yet no selection procedure has perfect validity. All techniques 
screen out some people who would actually perform well if given the oppor-
tunity. For example, some research has found that tests can unfairly screen 
out individuals who believe that people like them don’t perform well on the 
specific test.23 For instance, a woman may not perform well on a mathemat-
ics test if she believes that women aren’t good at math. Simply seeing the test 
as biased can result in decreased motivation to try hard and thereby lower 
scores, even though these people have the skills necessary to do the job.

The number of people who are unfairly eliminated decreases as validity 
increases, meaning that more valid tests are usually more fair. Unfortunately, 
even tests with relatively high validity screen out a number of people who 
could perform the job. One concern is that the number of people improp-
erly screened out may include a higher percentage of women and minorities. 
Thus, some employee selection procedures may provide economic value to 
organizations at the expense of individuals who are screened out even though 
they would perform well. This situation creates a tradeoff between a firm’s 
desire to be profitable and society’s desire to provide people from all sub-
groups with an equal chance to obtain quality employment. Perceptions of 
the proper balance between these values differ depending on personal values, 
making fairness a social rather than scientific concept.

ACCEPTABILITY
A final principle for determining the merit of selection techniques is accept-
ability, which concerns how applicants perceive the technique. Can a selection 
method make people see the organization as a less desirable place to work? 
Think back to the football coaches. Suppose they came up with a test of men-
tal toughness that subjected recruits to intense physical pain. Would complet-
ing the test make some recruits see the school less favorably? Would some 
potential players choose to go to other schools that did not require such a test?

This example shows that selection is a two-way process. As an organiza-
tion is busy assessing people, those same people are making judgments about 
whether they really want to work for the organization. Applicants see selec-
tion methods as indicators of an organization’s culture, which can influence 
not only their decisions to join the organization but also subsequent feelings 
of job satisfaction and commitment.24 Organizations should thus be careful 
about the messages that their selection techniques are sending to applicants.

In general, applicants have negative reactions to assessment techniques 
when they believe that the organization does not need the information being 
gathered—that the information is not job related. For instance, applicants 
tend to believe that family and childhood experiences are private and unre-
lated to work performance. Applicants also tend to be skeptical when they 
believe that the information from a selection assessment cannot be evaluated 
correctly. In this sense, many applicants react negatively to handwriting analy-
sis and psychological assessment because they do not believe these techniques 
yield information that can be accurately scored.25

Acceptability
A characteristic of selection 
methods that reflects 
applicants’ beliefs about the 
appropriateness of the selection 
methods.
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One interesting finding is that perceptions of fairness differ among coun-
tries. For instance, people in France see handwriting analysis and personality 
testing as more acceptable than do people in the United States. At the same 
time, people in the United States see interviews, résumés, and biographical 
data as more acceptable than do people in France.26

There is also some evidence that applicants react more positively to a 
particular assessment when they believe they will do well on it. One study, 
for example, found people who use illegal drugs to be less favorable about 
drug testing.27 Although this is hardly surprising, it does illustrate the 
complexity of understanding individual reactions to employee selection 
techniques.

?
CONCEPT CHECK
 1. What criteria are used to determine whether employee selec-

tion methods are good?
 2. What are ways to assess selection method validity?
 3. What influences the cost effectiveness of a selection method?

Methods for selecting employees include testing, gathering information, and 
interviewing. We discuss particular practices associated with each of these cat-
egories in the sections that follow.

TESTING
Employment testing provides a method for assessing individual characteristics 
that help some people be more effective employees than others. Tests provide 
a common set of questions or tasks to be completed by each job applicant. 
Different types of tests measure knowledge, skill, and ability, as well as other 
characteristics, such as personality traits.

Cognitive Ability Testing
Being smart is often measured through cognitive ability testing, which assesses 
learning, understanding, and ability to solve problems.28 Cognitive ability 
tests are sometimes referred to as “intelligence” or “mental ability” tests. If 
you took the SAT or ACT test before applying to college, then you have taken 
a test similar to a cognitive ability test. Some measure ability in a number 
of specific areas, such as verbal reasoning and quantitative problem solving. 
However, research suggests that general mental ability, which is represented 
by a summation of the specific measures, is the best predictor of performance 
in work contexts.29 Of course, cognitive ability is somewhat related to educa-
tion, but actual test scores have been shown to predict job performance better 
than measures of educational attainment.30

Cognitive ability testing
Assessment of a person’s 
capability to learn and solve 
problems.

What Selection Methods Are Commonly Used?

LEARNING OBJECTIVE 3
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1. Which of the following is the earliest date?
A) Jan. 16, 1898 B) Feb. 21, 1889 C) Feb. 2, 1898 D) Jan. 7, 1898 E) Jan. 30, 1889

2. LOW is to HIGH as EASY is to       ?     
J) SUCCESSFUL  K) PURE  L) TALL  M) INTERESTING  N) DIFFICULT

3. What is the next number in the series?  29  41  53  65  77       ?     
J) 75  K) 88  L) 89  M) 98  N) 99

4. One word below appears in color. What is OPPOSITE of that word?
    She gave a complex answer to the question and we all agreed with her.

A) long  B) better  C) simple  D) wrong  E) kind

5.  Jose’s monthly parking fee for April was $150; for May it was $10 more than April; and for 
June $40 more than May. His average monthly parking fee was      ?      for these 3 months.

J) $66  K) $160  L) $166  M) $170  N) $200

6.  If the first two statements are true, is the final statement true? 
Sandra is responsible for ordering all office supplies. 
Notebooks are office supplies.

    Sandra is responsible for ordering notebooks.
A) yes  B) no  C) uncertain

7. Which THREE of the following words have similar meanings?
A) observable  B) manifest  C) hypothetical   D) indefinite  E) theoretical

8.  Last year, 12 out of 600 employees at a service organization were rewarded for their excellence 
in customer service, which was      ?      of the employees.

J) 1%  K) 2%  L) 3%  M) 4%  N) 6%

Correct Answers: 1. E, 2. N, 3. L, 4. C, 5. M, 6. A, 7. CDE, 8. K

Table 6.2 Wonderlic Personnel Test Sample Questions

Source: Sample items for Wonderlic Personnel Test-Revised (WPT-R). Reprinted with permission 
from Wonderlic, Inc.

Examples of items from a widely used cognitive ability test are shown in 
Table 6.2. How would you score on such a test? Cognitive ability tests have 
high reliability; people tend to score similarly at different times and on differ-
ent test forms.31 In addition, these tests are difficult to fake, and people are 
generally unable to substantially improve their scores by simply taking courses 
that teach approaches to taking the test.32 Validity is higher for cognitive abil-
ity tests than for any other selection method.33 This high validity, combined 
with relatively low cost, results in substantial utility. Cognitive ability tests are 
good, inexpensive predictors of job performance.

A particularly impressive feature of cognitive ability tests is their validity 
generalization. They predict performance across jobs and across cultures.34 
Everything else being equal, people with higher cognitive ability perform 
better regardless of the type of work they do.35 Nevertheless, the benefits of 
high cognitive ability are greater for more complex jobs, such as computer 
programmer or physician.36 One explanation of why these tests predict per-
formance across jobs and organizations, especially when work is complex, is 
the link between cognitive ability and problem solving. People with higher 
cognitive ability obtain more knowledge.37 Researchers have also posited that 
people with higher cognitive ability adapt to change more quickly, although 
the actual evidence supporting better adaptation is inconsistent.38
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IS IT BETTER TO BE SMART OR BEAUTIFUL?
Do smart people have a better chance of getting 
rich? How about people who are physically attrac-
tive? Are they more likely to be rich? Timothy 
Judge, Charlice Hurst, and Lauren Simon sought 
to answer these questions with a study of 191 
randomly selected people between the ages of 
25 and 74. Participants completed a cognitive abil-
ity measure. They also provided a photograph that 
was rated for physical attractiveness. Participants 
also reported on their level of education attain-
ment and their core self-evaluations (levels of con-
fidence, self-esteem, sense of internal control, and 
lack of anxiety). At a later time, participants also 
reported their income.

Results showed a positive effect on income 
for both intelligence and beauty. Smarter people 
had higher income, as did people who were rated 
higher on physical attractiveness. Smarter people 
attained more education and had more positive 

perceptions about themselves, which in turn trans-
lated into higher income. The effect was similar 
for physical attractiveness. Better-looking people 
similarly attained more education and had more 
positive self-perceptions, which corresponded with 
increased income.

Bottom Line. Being either smart or good look-
ing makes someone more likely to be rich. But if 
you had to choose one or the other, choose being 
smart, as the effect of being smart was twice as large 
as the effect of being beautiful. Nevertheless, the 
authors conclude that being beautiful does indeed 
provide people with a seemingly unfair advantage.

Source: Timothy A. Judge, Charlice Hurst, and Lauren S. 
Simon, “Does It Pay to Be Smart, Attractive, or Confident 
(or All Three)? Relationships Among General Mental 
Ability, Physical Attractiveness, Core Self-Evaluations, and 
Income,” Journal of Applied Psychology 94 (2009): 742–755.

How Do We Know?

A concern about cognitive ability tests is that people from different racial 
groups tend to score differently.39 This does not mean that every individual 
from a lower-scoring group will score low. Some individuals from each group 
will score better and some will score worse, but on average, some groups do 
worse than others. The result is adverse impact, wherein cognitive ability tests 
screen out a higher percentage of applicants from some minority groups. 
Because of their strong link with job performance, cognitive tests can be used 
legally in most settings. However, a frequent social consequence of using cog-
nitive ability tests is the hiring of fewer minority workers.

In terms of acceptability, managers see cognitive ability as one of the most 
important predictors of work performance.40 Human resource professionals 
and researchers strongly believe in the validity of cognitive ability tests, even 
though some express concern about the societal consequences of their use.41 
In contrast, job applicants often perceive other selection methods as being 
more effective.42 Not surprisingly, negative beliefs about cognitive ability tests 
are stronger for people who do not perform well on the tests.43

In summary, cognitive ability tests are a useful tool for determining whom 
to hire. As discussed in the “How Do We Know?” feature, these tests can 
predict long-term success. They predict potential more than achievement, 
making them best suited for organizations pursuing long-term staffing strate-
gies. High cognitive ability is particularly important for success in organiza-
tions with long-term staffing strategies, as employees must learn and adapt 
during long careers. Using cognitive ability tests is thus beneficial for organi-
zations seeking long-term generalists and specialists. Organizations seeking 
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short-term generalists can also benefit by using these tests to inexpensively 
assess basic math and language ability.

Personality Testing
Personality testing measures patterns of thought, emotion, and behavior.44 
Researchers have identified five broad dimensions of personality: agreeable-
ness, conscientiousness, emotional stability, extraversion, and openness to 
experience.45 A description of each dimension and a summary of its general 
relationship to job performance and job satisfaction are presented in Table 6.3.

For a number of years, researchers did not consider personality tests help-
ful for selecting employees.46 However, research during the past 20 years has 
changed this judgment, and personality testing is now seen as a relatively effec-
tive method of selection. Furthermore, the five broad personality dimensions 
can be accurately measured in numerous languages and cultures, making the 
tests useful for global firms. Patterns of relationships with work performance are 
similar across national boundaries.47 In fact, looking at Table 6.4 shows that per-
sonality testing is used more frequently in countries other than the United States.

Looking at personality tests in general, we find that measures for the five 
personality dimensions demonstrate adequate reliability.48 Different forms and 
parts of the test correlate highly with each other. In particular, personality tests 
with items that specifically ask about characteristics in employment settings 
tend to yield consistent measures of behaviors that are important at work.49

Relationships between personality dimensions and performance, which 
represent validity, differ depending on the personality dimension being mea-
sured. In general, personality dimensions associated with motivation are good 
predictors of performance. One such dimension is conscientiousness.

Conscientious employees are motivated—they set goals and work hard to 
accomplish tasks.50 Conscientious people also tend to be absent from work 
less frequently.51 Conscientious workers are more satisfied with their jobs and 
are more likely to go beyond minimum expectations to make the organization 
successful.52 Conscientiousness thus exhibits validity generalization in that it 
predicts work performance regardless of the type of work. Research evidence 
suggests that emotional stability does not relate as strongly to performance as 

Personality testing
Assessment of traits that show 
consistency in behavior.

Average 
Correlation with 
Job Performance

Average 
Correlation with 
Job Satisfaction

Openness to Experience—High scorers are imaginative, idealistic, unconventional, 
not cautious, and inventive .07 .02

Extraversion—High scorers are sociable, aggressive, not shy, enthusiastic, cheerful, 
and forceful .15 .25

Emotional Stability—High scorers are not anxious, contented, confident, not moody, 
not irritable, and not fearful .15 .29

Conscientiousness—High scorers are efficient, organized, goal-driven, ambitious, 
and thorough. .24 .20

Agreeableness—High scorers are forgiving, trusting, friendly, not stubborn, warm, 
and sympathetic .11 .17

Table 6.3 Summary of Personality Testing Research

Sources: Information from Timothy A. Judge, Daniel Heller, and Michael K. Mount, “Five-Factor Model of Personality and Job 
Satisfaction: A Meta-Analysis,” Journal of Applied Psychology 87 (2002): 530–541; Murray R. Barrick, Michael K. Mount, and Timothy A. 
Judge, “Personality and Performance at the Beginning of the Millennium,” International Journal of Selection and Assessment 9 (2001): 9–30.
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conscientiousness, yet, it too captures aspects of motivation and demonstrates 
validity generalization. People high on emotional stability are more confi-
dent in their capabilities, which in turn increases persistence and effort.53 Yet, 
people who are highly anxious can actually perform better in some contexts 
such as air traffic controller that require workers to pay very close attention to 
detail in a busy environment.54

Relationships with the other three personality dimensions depend on 
the work situation, meaning that these measures have situational specificity. 
Extraversion corresponds with a desire to get ahead and receive rewards, mak-
ing it a useful predictor for performance in sales and leadership positions.55 
More extraverted employees who are also more emotionally stable, think 
happy and bubbly personalities, have also been found to excel in customer-
service jobs such as those found in a health and fitness center. Agreeableness 
is important for interpersonal relationships and corresponds with high per-
formance in teams and service jobs that require frequent interaction with 
customers.56 Much of this effect occurs because agreeable employees are 
more likely to go beyond minimum expectations and help their coworkers.57 
Openness to experience is seldom related to work performance, but recent 
research suggests that it can increase performance in jobs that require creativ-
ity and adaptation to change.58 One setting requiring adaptation is working in 
a foreign country, and people more open to experience do indeed perform 
better in such assignments.59 People who are more open to experience are 
also more likely to be entrepreneurs.60

A notable feature of personality tests is their helpfulness in predicting 
the performance of entire teams. Teams that include just one person who is 
low on agreeableness or conscientiousness have lower performance.61 This 
means that personality tests predict not only individual performance but also 
how an individual’s characteristics will influence the performance of other 
people. This feature increases the utility of personality testing, because hiring 

Table 6.4 Use of Selection Methods Around the World

Scores

Selection Method United States Portugal France Hong Kong South Africa

Cognitive ability test 2.09 3.27 2.29 1.83 3.25

Personality test 1.62 3.00 3.42 2.50 3.66

Physical ability test 1.21 1.69 1.29 1.17 1.26

Integrity test 1.09 1.92 1.00 1.33 1.62

Drug test 2.21 1.93 1.18 1.17 1.58

Application form 4.12 3.40 4.09 4.75 4.20

Biodata 1.21 2.29 1.20 1.62 1.41

Work sample 1.40 1.69 1.50 1.83 1.71

Reference check 4.02 3.14 3.32 3.75 4.09

Individual interview 4.78 4.77 4.85 3.38 4.72

Panel interview 3.27 3.29 2.06 3.63 3.63

Handwriting analysis 1.09 1.00 3.26 1.00 1.45

Values are based on average ratings with 5 � Always and 1 � Never; Higher scores represent more widespread use

Source: Information from Ann Marie Ryan, Lynn McFarland, Helen Baron, and Ron Page, “An International Look at Selection 
Practices: Nation and Culture as Explanations for Variability in Practice,” Personnel Psychology 52 (1999): 359–391.
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someone with desirable traits yields benefits related not just to the perfor-
mance of that individual but also to the performance of others.

A few states have laws that prohibit personality testing. However, in most 
cases, the use of personality tests does not present problems as long as organi-
zations use well-developed tests that do not ask outwardly discriminatory ques-
tions.62 Personality tests do have some adverse impact for women and minorities. 
For minorities the negative effect is less than that for cognitive ability tests.63

With regard to acceptability, a common concern about the use of personal-
ity tests is the potential for people to fake their responses. Indeed, research 
has shown that people are capable of faking and obtaining higher scores 
when instructed to do so. Moreover, people do inflate their scores when they 
are being evaluated for selection.64 Although faking does have the potential 
to make personality tests less valid predictors of job performance,65 the overall 
relationship between personality measures and job performance remains,66 
meaning that even with faking, personality tests can be valid selection mea-
sures. Using statistical procedures to try correcting for faking does little to 
improve the validity of tests.67 However, faking does involve issues of fairness. 
Some people fake more than others, and people who do not inflate their 
scores may be unfairly eliminated from jobs.68 Faking can thus lead to deci-
sions that are unfair for some individuals, even though it has little negative 
consequence for the organization. To reduce the potentially negative impact 
on individuals, organizations can use personality tests in early stages of the 
selection process to screen out low scorers rather than in later stages to make 
final decisions about a few individuals.69

Another method for reducing faking is to create personality tests with items 
that have less obvious answers. An example of this approach is a Conditional 
Reasoning Test. Conditional Reasoning Tests are designed to assess uncon-
scious biases and motives. With this approach job applicants are asked to 
solve reasoning problems that do not have answers that are obviously right or 
wrong. People with certain tendencies base their decisions on particular forms 
of  reasoning.70 For example, a person prone to aggression is more likely to 
attribute actions of others as hostile. What appears to be the most reasonable 
answer to the aggressive person (that other people do things because they are 
mean) is different than what less aggressive people see as the most reasonable 
answer. Because they tap into unconscious beliefs, these tests are more diffi-
cult to fake.71 Unfortunately, Conditional Reasoning Tests are somewhat dif-
ficult to create and as of yet do not measure the full array of personality traits.

Personality testing, then, is another generally effective tool for determin-
ing whom to hire. These tests are increasingly available on the Internet, as 
explained in the accompanying “Technology in HR” feature. This makes per-
sonality tests relatively simple to administer. Yet, personality tests often relate 
more to organization fit than to job fit, suggesting that personality measures 
are most appropriate in organizations that adopt long-term staffing strate-
gies. People with personality traits that fit an organization’s culture and work 
demands are more likely to remain with the organization.72 Personality testing 
is thus especially beneficial for organizations adopting Committed Expert and 
Loyal Soldier HR Strategies.

Situational Judgment Tests
Situational judgment tests are a relatively new development. These tests place 
job applicants in a hypothetical situation and then ask them to choose the 
most appropriate response. Items can be written to assess job knowledge, 

Situational judgment test
Assessment that asks job 
applicants what they would do, 
or should do, in a hypothetical 
situation.
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ADMINISTERING TESTS ON THE INTERNET

Widespread access to computers and the Internet 
provides a potentially improved method for admin-
istering employment tests. Using the Internet, 
people can take tests whenever and wherever they 
want. Testing can also be individualized so that 
responses to early questions are used to choose 
additional questions. Perhaps more important, 
scoring can be done quickly and accurately. These 
potential benefits are accompanied by a number of 
concerns, however.

One source of concern is test security. If some-
one takes a test at home, can the organization be 
sure that the test was actually completed by the 
applicant? Are scores from a computer version of 
a test equivalent to scores from a paper-and-pencil 
version of the test? Do people fake their scores more 
when using a computer? Will people from racial sub-
groups score higher or lower on a computerized test?

Given the potential benefits of computer-
administered tests, researchers have conducted a 
great deal of research in this area. One large study 
compared responses from 2,544 people complet-
ing a paper-and-pencil version of a personality and 
biographical data test with responses from 2,356 
people completing the same test in a Web-based 
format. The computer test had higher reliability 
and less evidence of faking. Other studies have gen-
erally concluded that computer-administered tests 
are just as reliable and valid as traditional tests. In 
addition, in many instances, computer-based tests 
have less adverse impact and are seen as more fair 
by applicants from minority groups. Overall, the 
results suggest that increased use of technology can 
result in improved employment testing.

Sources: Information from Robert E. Ployhart, Jeff 
A. Weekley, Brian C. Holtz, and Cary Kemp, “Web-
Based and Paper and Pencil Testing of Applicants 
in a Proctored Setting: Are Personality, Biodata, and 
Situational Judgment Tests Comparable?” Personnel 

Psychology 56 (2003): 733–752; Wesley C. King and Edward 
W. Miles, “A Quasi-Experimental Assessment of the 
Effect of Computerizing Noncognitive Paper-and-Pencil 
Measurements: A Test of Measurement Equivalence,” 
Journal of Applied Psychology 80 (1995): 643–651; Wendy 
L. Richman, Sara Keisler, Suzanne Weisband, and Fritz 
Drasgow, “A Meta-Analytic Study of Social Desirability 
Distortion in Computer-Administered Questionnaires, 
Traditional Questionnaires, and Interviews,” Journal of 
Applied Psychology 84 (1999): 754–775; Randall C. Overton, 
Harvey J. Harms, L. Rogers Taylor, and Michael J. Zickar, 
“Adapting to Adaptive Testing,” Personnel Psychology 
50 (1997): 171–187; Neal Schmitt and Amy E. Mills, 
“Traditional Tests and Job Simulations: Minority and 
Majority Performance and Test Validities,” Journal of 
Applied Psychology 86 (2001): 451–458; David Chan and 
Neal Schmitt, “Video-Based Versus Paper-and-Pencil 
Method of Assessment in Situational Judgment Tests: 
Subgroup Differences in Test Performance and Face 
Validity Perceptions,” Journal of Applied Psychology 82 
(1997): 143–159; Jeff A. Weekley and Casey Jones, 
“Video-Based Situational Testing,” Personnel Psychology 
50 (1997): 25–50.

Technology in HR

general cognitive ability, or practical savvy. Situational judgment tests also 
tend to capture broad personality traits such as conscientiousness and agree-
ableness, as well as tendencies toward certain behavior (like taking initiative) 
in more specific situations.73
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Some situational judgment tests use a knowledge format that asks respon-
dents to pick the answer that is most correct. Other tests use a behavioral 
tendency format that asks respondents to report what they would actually do 
in the situation. Although the questions are framed a bit differently, the end 
result seems to be the same.74 Situational judgment tests have been found to 
have good reliability and validity. They predict job performance in most jobs, 
and they provide information that goes beyond cognitive ability and personal-
ity tests.75 Situational judgment tests thus appear to represent an extension of 
other tests. They closely parallel structured interviews, which we will discuss 
shortly. Questions can be framed to measure either potential in organizations 
with long-term orientations or achievement and knowledge in organizations 
with short-term labor strategies. They can also be designed to emphasize 
either general traits of specific skills. This makes them useful for organizations 
pursuing any of the human resource strategies.

Physical Ability Testing
Physical ability testing assesses muscular strength, cardiovascular endur-
ance, and coordination.76 These tests are useful for predicting performance 
in many manual labor positions and in jobs that require physical strength. 
Physical ability tests can be particularly important in relation to the Americans 
with Disabilities Act, as organizations can be held liable for discrimination 
against disabled applicants. Managers making selection decisions should thus 
test individuals with physical disabilities and not automatically assume that 
they cannot do the job.

Physical ability tests have high reliability; people score similarly when the 
same test is given at different times. Validity and utility are also high for posi-
tions that require physical inputs, such as police officer, firefighter, utility 
repair operator, and construction worker.77 Validity generalization is sup-
ported for positions where job analysis has shown work requirements to be 
physically demanding.78

As long as job analysis has identified the need for physical inputs, physi-
cal ability testing presents few legal problems. However, men and women do 
score very differently on physical ability tests. Women score higher on tests of 
coordination and dexterity, whereas men score higher on tests of muscular 
strength.79 Physical ability tests thus demonstrate adverse impact. In particu-
lar, selection decisions based on physical ability tests often result in exclusion 
of women from jobs that require heavy lifting and carrying.

The usefulness of physical ability testing is not limited to a particular HR 
strategy. Physical tests can be useful for organizations seeking any form of tal-
ent, as long as the talent relates to physical dimensions of work.

Integrity Testing
In the past, some employers used polygraph—or lie detector—tests to screen 
out job applicants who might steal from them. However, the Employee 
Polygraph Protection Act of 1988 generally made it illegal to use polygraph 
tests for hiring decisions. Since then, organizations have increasingly turned 
to paper-and-pencil tests for integrity testing. Such tests are designed to assess 
the likelihood that applicants will be dishonest or engage in illegal activity.

There are two types of integrity test: overt and covert. Overt tests ask ques-
tions about attitudes toward theft and other illegal activities. Covert tests are 
more personality-based and seek to predict dishonesty by assessing attitudes and 
tendencies toward antisocial behaviors such as violence and substance abuse.80

Integrity testing
Assessment of the likelihood 
that an individual will be 
dishonest.
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Research evidence generally supports the reliability and validity of integrity 
tests. These tests predict not only counterproductive behavior but also absen-
teeism and overall performance.81 Most often, such tests are used in contexts 
that involve the handling of money, such as banking and retail sales.

In many ways, integrity tests are similar to personality tests. In fact, strong 
correlations exist between integrity test scores and personality test scores, par-
ticularly for conscientiousness.82 As with personality tests, a concern is that 
people may fake their responses when jobs are on the line. The evidence sug-
gests that people can and do respond differently when they know they are 
being evaluated for a job. Even so, links remain between test scores and sub-
sequent measures of ethical behavior.83 Furthermore, integrity tests show no 
adverse impact for minorities84 and appear to predict performance consis-
tently across national cultures.85

Integrity tests can be useful for organizations with Bargain Labor HR strate-
gies. These firms hire many entry-level workers to fill positions in which they 
handle substantial amounts of money. In such cases, integrity tests can pro-
vide a relatively inexpensive method for screening applicants. This explains 
why organizations like grocery stores, fast-food chains, and convenience stores 
make extensive use of integrity testing to select cashiers.86

Drug Testing
Drug testing normally requires applicants to provide a urine sample that is 
tested for illegal substances. It is quite common in the United States, perhaps 
because, according to some estimates as much as 14 percent of the workforce 
uses illegal drugs, with as many as 3 percent of workers actually using drugs 
while at work.87 Illegal drug use has been linked to absenteeism, accidents, 
and likelihood of quitting.88 Drug testing, which is both reliable and valid, 
appears to be a useful selection method for decreasing such nonproductive 
activities. Even though administration costs can be high, basic tests are mod-
estly priced, supporting at least moderate utility for drug testing.

Most research related to drug testing has looked at how people react to 
being tested. In general, people see drug testing as most appropriate for 
safety-sensitive jobs such as pilot, heart surgeon, and truck driver.89 Not sur-
prisingly, people who use illicit drugs are more likely to think negatively about 
drug testing.90

Drug testing can be useful for firms that hire most types of talent. 
Organizations seeking short-term generalists use drug testing in much the 
same way as integrity testing. Organizations with long-term employees fre-
quently do work that requires safe operational procedures. In these organiza-
tions, drug testing is useful in selecting people for positions such as forklift 
operator, truck driver, and medical care provider.

Work Sample Testing
As shown in the “Building Strength Through HR” feature, certain jobs require 
specific skills. One way of assessing specific skills is work sample testing, which 
directly measures performance on some element of the job. Common exam-
ples include typing tests, computer programming tests, driving simulator tests, 
and electronics repair tests. In most cases, these tests have excellent reliability 
and validity.91 Many work sample tests are relatively inexpensive as well, which 
translates into high utility. Because they measure actual on-the-job activities, 
work sample tests also involve few legal problems. However, in some cases 
work test scores are lower for members of minority groups.92

Work sample testing
Assessment of performance on 
tasks that represent specific job 
actions.

c06.indd   225c06.indd   225 07/04/11   7:33 PM07/04/11   7:33 PM



226 Chapter 6 • Selecting Employees Who Fit

A problem with work sample tests is that not all jobs lend themselves to this 
sort of testing. What type of work sample test would you use for a medical doc-
tor or an attorney, for example? The complexity of these jobs makes the cre-
ation of work sample tests very difficult. However, human resource specialists 
have spent a great deal of time and effort developing a work sample test for the 
complex job of manager. The common label for this tool is assessment center.

Assessment center
A complex selection method 
that includes multiple measures 
obtained from multiple 
applicants across multiple days.

SERVICE PROVIDERS

In many cases, the goods produced and sold by an 
organization are similar to those sold and produced 
by competitors. For these organizations, providing 
good customer service is a key to developing compet-
itive advantage. The key to good customer service is 
identifying and hiring employees who have pleasant 
personalities and work well with customers. Many 
service providers also struggle with finding employ-
ees who are likely to remain employed for long peri-
ods of time. The critical nature of hiring people with 
desirable traits has led many service providers to cre-
ate excellent employee selection practices.

One service provider with a well-developed 
selection strategy is Outsourcing Solutions, Inc., 
a company that providers debt-collection services. 
Outsourcing Solutions employs 80,000 people and 
builds competitive strength by using a customized 
pre-employment test to measure service skills. Job 
applicants take the test even before they speak to 
a recruiter. Results from the test eliminate about 
15 percent of the applicants from further consid-
eration. Use of the test has helped Outsourcing 
Solutions reduce the number of employees who 
quit or are fired. The estimated financial benefit is 
approximately $1 million per year.

Another service provider that gains competitive 
advantage through employee selection is Spectrum 
Stores, Inc., a company that owns a number of 
convenience stores and employs 1,000 people. 
Spectrum uses an honesty test and an assessment 
of customer service skills to help select store clerks. 
Job applicants complete the test when they fill out 
an application. Test results eliminate 35 to 40 per-
cent of applicants. Employee turnover at Spectrum 
is less than half that of other convenience store 
chains. Theft by employees is also less than half 

Building Strength Through HR

that of other chains, which saves Spectrum as 
much as $3 million each year.

American Residential Services is a heating, 
plumbing, and electrical company that also uses test-
ing to identify and select its 7,000 customer service 
personnel. Applicants for service technician jobs 
take an assessment test to measure their customer 
service skills and likelihood of staying with the firm. 
Test results eliminate between 10 and 15 percent of 
applicants. Turnover has dropped since American 
Residential started using the test, and the company 
now hires about 100 fewer technicians each month, 
resulting in savings of about $7 million a year.

Human resource management practices at these 
three service providers build competitive strength 
by using tests to screen out people who are unlikely 
to succeed in specific jobs. The tests also help iden-
tify people who are likely to remain with the organi-
zation. Incorporating tests as part of the employee 
selection process has helped each of these firms 
decrease labor costs and increase productivity.

Source: Information from Sarah F. Gale, “Putting Job 
Candidates to the Test,” Workforce 82, no. 2 (2003): 
6464–6468.
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Assessment center participants spend a number of days with other manage-
rial candidates. Several raters observe and evaluate the participants’ behav-
ior across a variety of exercises. In one typical assessment center exercise, for 
example, managerial candidates work together in a group to solve a problem 
in the absence of a formal leader. For the in-basket exercise, participants write 
a number of letters and memos that simulate managerial decision making 
and communication. Managers and recruiters from the organization serve as 
observers who rate the participants in areas such as consideration and aware-
ness of others, communication, motivation, ability to influence others, organi-
zation and planning, and problem solving.93

Assessment centers have good reliability and validity, which suggests that 
they can be excellent selection tools in many contexts.94 Validity improves 
when assessment center evaluators are trained and when exercises are spe-
cifically tailored to fit the job activities of the participants.95 Minority racial 
groups have been found to score lower in assessment centers, but women 
often score higher.96 Creating and operating an assessment center can be 
very expensive, which substantially decreases utility for many organizations. 
Because of their high cost, assessment centers are normally found only in very 
large organizations.

Assessment centers are most common in organizations with long-term staff-
ing strategies, particularly those adopting Committed Expert HR strategies. 
Proper placement of individuals is extremely critical for these organizations, 
and the value of selecting someone for a long career offsets the high initial 
cost of assessment. Other types of work sample tests are useful for organiza-
tions pursuing any of the staffing strategies. A typing test can be a valuable 
aid for hiring a temporary employee who works as a short-term generalist, for 
example. Similarly, a computer programming test can be helpful when hiring 
someone to work as a short-term specialist.

INFORMATION GATHERING
In addition to tests, organizations use a variety of methods to directly gather 
information about the work experiences and qualifications of potential 
employees. Common methods for gathering information include application 
forms and résumés, biographical data, and reference checking.

Application Forms and Résumés
Many entry-level jobs require potential employees to complete an application 
form. Application forms ask for information such as address and phone num-
ber, education, work experience, and special training. For professional-level 
jobs, similar information is generally presented in résumés. The reliability 
and validity of these selection methods depends a great deal on the informa-
tion being collected and evaluated. Measures of things such as work expe-
rience and education have at least moderately strong relationships with job 
performance.97

With regard to education, the evidence shows that what you do in college 
really does matter. Employees with more education are absent less, show more 
creativity, and demonstrate higher task performance.98 People who com-
plete higher levels of education and participate in extracurricular activities 
are more effective managers. Those who study humanities and social sciences 
tend to have better interpersonal and leadership skills than engineers and sci-
ence majors.99 Grades received, particularly in a major, also have a moderate 

c06.indd   227c06.indd   227 07/04/11   7:33 PM07/04/11   7:33 PM



228 Chapter 6 • Selecting Employees Who Fit

relationship with job performance. Managers do not always use grades for 
making selection decisions, however.100

Application forms and résumés also provide valuable information about 
work experience. People with more work experience have usually held more 
different positions, been in those positions for longer periods, and more often 
done important tasks.101 Because they have been exposed to many different 
tasks, and because they have learned by doing, people with greater experi-
ence are more valuable contributors. In addition, success in previous jobs 
demonstrates high motivation.102 Work experience thus correlates positively 
with performance, particularly when performance is determined by output 
measures such as production or amount of sales.103

One special advantage of application forms and résumés is their utility. 
Because these measures are generally inexpensive, they are frequently used 
as early screening devices. In terms of legality and fairness, measures of edu-
cation and experience do have some adverse impact.104 Information being 
obtained from application forms and résumés should therefore be related to 
job performance to ensure validity.

Application forms and résumés can provide important information about 
past achievements, which makes them most valuable for organizations seeking 
short-term employees. However, these selection tools can also capture poten-
tial and fit, so many organizations seeking long-term employees find them 
useful as well. Application forms are used mostly in organizations hiring gen-
eralists. They provide good measures of work experience and education that 
help identify people who have been dependable in jobs and school. Résumés 
are more commonly used in organizations that hire specialists. In particular, 
résumés provide information about experience and education relevant to a 
particular position.

Biographical Data
Organizations also collect biographical data, or biodata, about applicants. 
Collecting biodata involves asking questions about historical events that have 
shaped a person’s behavior and identity.105 Some questions seek information 
about early life experiences that are assumed to affect personality and val-
ues. Other questions focus on an individual’s prior achievements based on 
the idea that past behavior is the best predictor of future behavior. Common 
categories for biographical questions include family relationships, childhood 
interests, school performance, club memberships, and time spent in various 
leisure activities. Specific questions might include the following:

How much time did you spend with your father when you were a teenager?
What activities did you most enjoy when you were growing up?
How many jobs have you held in the past five years?

Job recruiters frequently see these measures as indicators of not only physical 
and mental ability but also interpersonal skill and leadership.106 The informa-
tion provided by biodata measures does not duplicate information from other 
measures, such as personality measures, however.107

Biodata measures have been around for a long time, and they are gen-
erally useful for selecting employees. Scoring keys can be developed so that 
biodata responses can be scored objectively, just like a test. Objective scor-
ing methods improve the reliability and validity of biodata. With such pro-
cedures, biodata has adequate reliability.108 Validity is also good, as studies 
show relatively strong relationships with job performance and employee 

Biographical data
Assessment focusing on previous 
events and experiences in an 
applicant’s life.
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turnover.109 In particular, biodata measures appear to have high validity for 
predicting sales performance.110 One common concern has been the valid-
ity generalizability of biodata. Questions that link with performance in one 
setting may not be useful in other settings. However, some recent research
suggests that carefully constructed biographical measures can predict perfor-
mance across work settings.111 Identifying measures that predict work perfor-
mance across settings can help overcome a weakness of biodata, which is the 
high initial cost of creating measures. Finding items that separate high and 
low performers can take substantial time and effort, making items that predict 
performance across settings highly desirable.

Some human resource specialists express concern about legality and fair-
ness issues with biodata. Much of the information collected involves things 
beyond the control of the person being evaluated for the job and is likely 
to have adverse impact for some. For instance, children from less wealthy 
homes may not have had as many opportunities to read books. Applicants’ 
responses may also be difficult to verify, making it likely that they will fake. 
Using questions that are objective, verifiable, and job-related can minimize 
these concerns.112

Biodata measures can benefit organizations whatever their staffing strate-
gies. Organizations seeking long-term employees want to measure applicants’ 
potential and should therefore use biodata measures that assess core traits 
and values. In contrast, organizations seeking short-term employees want to 
measure achievement and can benefit most from measures that assess verifi-
able achievements.

Reference Checking
Reference checking involves contacting an applicant’s previous employers, 
teachers, or friends to learn more about the applicant. Reference checking 
is one of the most common selection methods, but available information sug-
gests that it is not generally a valid selection method.113

The primary reason reference checking may not be valid relates to a legal 
issue. Organizations can be held accountable for what they say about cur-
rent or past employees. A bad reference can become the basis for a lawsuit 
claiming defamation of character, which occurs when something untrue and 
harmful is said about someone. Many organizations thus adopt policies that 
prevent managers and human resource specialists from providing more than 
dates of employment and position. Such information is, of course, of little 
value. Even when organizations allow managers to give more information, the 
applicant has normally provided the names only of people who will give posi-
tive recommendations.

Nevertheless, a second legal issue makes reference checks critical in certain 
situations. This issue is negligent hiring, which can occur when an organiza-
tion hires someone who harms another person and the organization could 
reasonably have determined that the employee was unfit.114 For instance, sup-
pose an organization has hired someone to be a daycare provider. Further 
suppose that the organization did not conduct a thorough background inves-
tigation and that, if it had investigated, it could easily have discovered that the 
person had been convicted of child abuse. If this person abuses children in 
the employment setting, the organization can be held liable.

The competing legal issues of defamation of character and negligent hir-
ing make reference checking particularly troublesome. On the one hand, 
most organizations are not willing to risk providing reference information. 

Defamation of character
Information that causes injury 
to another’s reputation or 
character; can arise as a legal 
issue when an organization 
provides negative information 
about a current or former 
employee.

Negligent hiring
A legal issue that can arise 
when an organization does 
not thoroughly evaluate the 
background of an applicant 
who is hired and then harms 
someone.
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On the other hand, safety concerns make a background check mandatory 
for many jobs, such as daycare provider, transportation worker, and security
guard. One result has been the growth of professional firms that use public 
information sources, such as criminal records and motor vehicle registrations, 
to learn about an applicant’s history. Such investigations should be conducted 
only after initial screening tools have been used and only if the applicant signs 
an authorization release.

INTERVIEWING
The most frequently used selection method is interviewing, which occurs when 
applicants respond to questions posed by a manager or some other organiza-
tional representative. Most interviews incorporate conversation between the 
interviewer and the applicant. The interview is useful not only for evaluating 
applicants but also for providing information to applicants and selling the 
organization as a desirable place to work.

Assessing Interview Effectiveness
Depending on the questions, an interview can be used to measure a variety 
of characteristics. Typical areas include knowledge of job procedures, men-
tal ability, personality, communication ability, and social skills. The interview 
also provides an effective format for obtaining information about background 
credentials, such as education and experience.115 People who are more con-
scientious and extraverted tend to do better in interviews, partly because they 
tend to spend more time learning about the company and position before 
the interview actually occurs.116 Applicants who present themselves well and 
build rapport with the interviewer also excel in interviews.117 As described 
in the “How Do We Know?” feature, even how someone shakes hands can 
make a difference. Although the research is somewhat mixed, it appears that 
applicants who receive training in how to act in interviews do indeed perform 
 better.118 One concern about the interview is that candidates seek to impress 
interviewers, which means that the interviewer is not seeing and evaluating 
the true person. Evidence does indeed show that job applicants seek to man-
age impressions in job interviews, and that people who excel at making a good 
impression are not necessarily higher performers.119

Although researchers have historically argued that the interview is not a 
reliable and valid selection method, managers have continued to use this 
method. Recent research suggests that the conclusions of early studies were 
overly pessimistic and that managers are right in believing that the interview 
is a useful tool.

The reliability of interviews depends on the type of interview being con-
ducted. We discuss some particularly reliable types of interviews shortly. For 
these types, reliability can be as high as for other measures, such as personality 
testing and assessment centers.120 The overall validity of the interview is in the 
moderate range. However, again, validity varies for different types of inter-
views, with some types showing validity that is as high as that for any selection 
method.121 The interview also provides unique information that cannot be 
obtained through other methods.122

The interview is also valuable in determining whether people “fit” with 
the job, workgroup, or organization. Interviewers often assess the likelihood 
that applicants will excel in the particular organization. These judgments are 
not based on typical qualifications, such as knowledge and experience, but 
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rather on characteristics such as goals, interpersonal skills, and even physical 
attractiveness.123

One concern about the interview is its expense: The time managers spend 
conducting interviews can be costly. The interview thus has relatively low util-
ity, and generally, only applicants who have been screened with less expensive 
selection methods should be interviewed. Another potential concern is dis-
crimination. Interviewers make a number of subjective judgments, bringing 
up questions of possible bias. Indeed, research does suggest that interview-
ers can be biased in their judgments.124 Yet, the general conclusion is that 
bias is relatively low as long as the structuring techniques described below are 
used.125 Of course, interviewers must be careful not to ask questions that vio-
late the laws discussed in Chapter 3. In particular, interviewers should avoid 
questions about family and marital relationships, age, disability, and religion.

Using Structured Interviews
We have seen that reliability and validity vary with the type of interview con-
ducted. What makes some interviews better than others? The biggest difference 
between types of interviews concerns the amount of structure. The typical inter-
view is an unstructured interview in which a single rater asks a series of ques-
tions and then provides an overall recommendation on whether the person 
interviewed should be hired. The questions asked usually vary from interviewer 
to interviewer, and interviewers can base their evaluations on anything that they 
think is important. Managers tend to prefer this type of interview. Research 

DOES IT MATTER HOW YOU SHAKE HANDS IN AN INTERVIEW?
Can a good handshake really help you get a job? 
A search of the Internet yields over a million sites 
that provide information about the proper way 
to shake hands in an employment interview. Yet, 
little scientific research has been done to deter-
mine if the handshake really matters. So Greg 
Stewart, Susan Dustin, Murray Barrick, and Todd 
Darnold designed a study to learn more about the 
handshake. Students who were seeking jobs par-
ticipated in practice interviews. During the inter-
view process six different people secretly evaluated 
each student’s handshake. Neither the students 
nor the interviewers were aware that handshakes 
were being evaluated. Students shook hands with 
interviewers before a 30-minute interview. At the 
end of the interview, interviewers provided ratings 
of how likely they were to hire students. Ratings 
of the handshake were then correlated with final 
interview ratings to determine if the handshake was 
related to assessments of hirability.

Results showed that people with a better hand-
shake (firm and complete grip, eye contact) were 
indeed more likely to receive job offers. Women 
were found to have less firm handshakes than men. 
However, women with a good handshake got more 
benefit out of it than did men with a firm hand-
shake. Women may therefore not be as good as 
men at shaking hands, but those who do it well get 
extra credit from interviewers. 

The Bottom Line. Little things like having 
a good handshake can indeed make a difference 
in an interview setting. Job candidates can benefit 
from a good handshake, which includes a com-
plete grip of the hand, a firm grasp, moderate up-
and-down movement, comfortable duration, and 
eye contact. 

Source: Greg L. Stewart, Susan L. Dustin, Murray R. Barrick, 
Todd C. Darnold, “Exploring the Handshake in Employment 
Interviews,” Journal of Applied Psychology 93 (2008): 1139–1146.

How Do We Know?
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has traditionally suggested that the reliability and validity of unstructured 
interviews can be quite low.126 According to some newly emerging research, 
however, the unstructured interview can be a reliable tool when several people 
conduct interviews and then combine their individual evaluations.127

A different type of interview, generally seen as superior, is the structured 
interview, which uses a list of predetermined questions based on knowledge 
and skills identified as being critical for success. This ensures that the ques-
tions are appropriate and that all applicants are asked the same questions. 
The structured interview is conducted by a panel of interviewers rather than 
by a single person. Members of the rating panel use formal scoring proce-
dures that require them to provide numerical scores for a number of pre-
determined categories. The basic goal of the structured interview is to make 
sure that everyone who is interviewed is treated the same. This consistency 
across interviews improves reliability, which in turn improves validity. More 
structured interviews are also more effective in reducing the biasing effect of 
applicant impression management.128 A method for creating structured inter-
view questions and responses is outlined in Figure 6.4.

Most structured interviews fit into two types: (1) the situational interview, 
in which the interviewer asks questions about what the applicant would do in 
a hypothetical situation; and (2) the behavioral interview, in which the ques-
tions focus on the applicant’s behavior in past situations. Researchers disagree 
about which type is best, with some research supporting each type.129 In gen-
eral, both types seek to have people discuss actions in a specific context and 
thus tend to generate responses that are good predictors of job performance. 
Examples of both types of interview questions are shown in Table 6.5. The 
table also shows scoring for sample responses; one reason these interview for-
mats work is that they provide raters with clear examples for determining how 
a response should be scored.

Linking Interviews to Strategy
Interviews are used by organizations with all of the HR strategies. The focus 
of the interview questions, however, depends on strategy. Organizations seek-
ing Free Agents focus on assessing achievement. Typical questions relate to 
job experience and certification in specific skills. In contrast, organizations 

Structured interview
Employment interview that 
incorporates multiple raters, 
common questions, and 
standardized evaluation 
procedures.

Situational interview
Type of structured interview 
that uses questions based on 
hypothetical situations.

Behavioral interview
Type of structured interview 
that uses questions concerning 
behavior in past situations.

Step 1: Determine What to Measure
• Use job analysis results to determine needed knowledge, skills, and abilities
• Think about characteristics that separate top performers from the rest
• Focus on attributes that are critical for success across jobs in the organization

Step 2: Write Questions
• Meet as a group with other people who will conduct interviews
• Create behavioral and situational questions that measure attributes from Step 1
• Be sure that all questions are appropriate and legal

Step 3: Plan Evaluation for Each Question
• Write typical examples of good, average, and poor responses to each question
• Assign numerical point scores to the typical answers
• Make sure that everyone who will interview agrees on the evaluations

Figure 6.4 Creating Structured Interview Questions.
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seeking Loyal Soldiers focus on assessing fit. Specific questions measure per-
sonality characteristics, motivation, and social skills. Organizations seeking 
Committed Experts use a combination approach that assesses both potential 
and fit. Typical questions measure problem-solving ability and aptitude in a 
particular field, such as sales or engineering. 

Effective organizations thus begin the interview process by thinking care-
fully about their HR strategy. After clearly determining their strategy, they 
begin to develop questions that help them identify individuals with the char-
acteristics they most desire. Using the interview to properly identify and hire 
employees who are most likely to engage in the behaviors that facilitate either 
a low cost or differentiation strategy is thus a very effective method for using 
human resource management to create competitive advantage. Having the 
right employees develops an organizational culture that helps organizations 
meet the needs of customers.

Table 6.5 Types of Employment Interview Question

Format Example Question Possible Response

Behavioral 
Questions

Ask the applicant to 
describe actions in a 
particular past situation.

It is often necessary to work 
together in a group to accom-
plish a task. Please tell me about 
the most recent experience you 
had working as part of a group.

Poor Response: Lots of conflict. The other members 
were ineffective.
Average Response: I did all the work myself.
Superior Response: We worked together. I helped 
involve everyone.

Situational 
Questions 

Put the applicant in a 
particular situation 
and then ask for a 
description of behavior.

A customer comes into a store 
where you work to pick up a 
watch he left for repair. The 
repair was supposed to have 
been completed a week ago, but 
the watch is not yet back from 
the repair shop. The customer 
is very angry. How would you 
handle this situation?

Poor Response: Tell him he should check back later.
Average Response: Apologize and tell him I will call 
him later.
Superior Response: Listen, put him at ease, call the 
repair shop while he waits.

What happens after an organization tests, interviews, and gathers information 
about job applicants? In most cases, the organization ends up with several dif-
ferent scores from several different methods. How should it combine these 
bits of information to arrive at a final hiring decision?

How Are Final Selection Decisions Made?

LEARNING OBJECTIVE 4

?
CONCEPT CHECK
 1. What are common methods of testing?
 2. What information can be obtained from application blanks 

and résumés?
 3. How can the reliability and validity of employment inter-

views be improved?
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One possibility is that decision makers will simply look at the scores from 
each method and then make a judgment about who should be hired. This is 
what frequently happens, but it does not usually lead to the best decision.130 A 
better method is to use a set of decision rules and statistical tactics. Here, deci-
sion makers first obtain a numerical score for the outcome of each selection 
method and then apply decision strategies to the numerical scores. Common 
decision strategies include weighting the predictors, using minimum cutoffs, 
establishing multiple hurdles, and banding.131

PREDICTOR WEIGHTING APPROACH
In predictor weighting, we combine a set of selection scores into an overall 
score in which some measures count more than others. For instance, suppose 
a manager has three applicants for an engineering position. Each candidate 
has a cognitive ability score, an interview score, and a biographical test score. 
One applicant has a high cognitive ability score and a low interview score; the 
second applicant has a low cognitive ability score and a high biographical test 
score; and the third applicant has an average score on all three tests. How can 
the manager use these scores to predict which applicant will perform best?

One approach is to take a simple average of all three test scores, but this 
procedure ignores the fact that one type of test might provide better infor-
mation than another. The alternative is to establish a weight for each test, 
so that the method that provides the most valuable information has a higher 
influence on the overall decision. For instance, the cognitive ability test and 
interview might both be weighted as 40 percent of the overall score, with the 
biodata being weighted as 20 percent. Each score is multiplied by its assigned 
weight, and final selection decisions are based on an overall score.

How should the weights be determined? Experts who have a thorough 
knowledge of what it takes to succeed in the job might set the weights. 
However, an even better method is to use statistical methods for determining 
the best set of weights. Regardless how the weights are determined, the pro-
cess of predictor weighting is helpful for ensuring that managers and human 
resource specialists give appropriate attention to the information obtained 
from each selection method.

MINIMUM CUTOFFS APPROACH
Predictor weighting allows an applicant’s strength in one area to compensate 
for weakness in another area. Someone with a low cognitive ability score might 
still be hired if interview and biodata scores are high, for example. This makes 
sense in many contexts but not in every case. For instance, consider an organiza-
tion that is hiring people to work in self-managing teams. These teams succeed 
only if team members are able to cooperate and work together. Suppose an 
applicant for a position on the team has a high cognitive ability score but a very 
low score on an interview measuring interpersonal skills. In the team setting, 
high cognitive ability will not make up for problems created by low interper-
sonal skills, and the organization will need to take this fact into consideration.

In such a situation, the organization can take a minimum cutoffs approach, 
requiring each applicant to have at least a minimum score on each selection 
method. An applicant who is very weak on any of the measures will not be 
hired.

Predictor weighting
Multiplying scores on selection 
assessments by different values 
to give more important means 
greater weight.

Minimum cutoffs approach
The process of eliminating 
applicants who do not achieve 
an acceptable score on each 
selection assessment.
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In practice, many organizations use minimum cutoffs to identify a pool of 
people who meet at least minimum requirements in a number of areas. Once 
this pool of people is identified, then weighted predictors are used to make 
the final hiring decision.

MULTIPLE HURDLES APPROACH
As we have seen, some selection methods are much more expensive than 
others. Using minimum cutoffs in a number of areas in progressive order 
can thus increase the utility of the overall selection process. A relatively 
inexpensive test, such as a cognitive ability test, is given first. Those who 
achieve at least the minimum score then go on to the next selection method. 
This second method might be more expensive, such as an interview. The 
multiple hurdles approach thus involves multiple cutoffs applied in order, 
and applicants must meet the minimum requirement of one selection 
method before they can proceed to the next. One advantage of the mul-
tiple hurdles approach is that fewer minority candidates may be eliminated 
because they meet the acceptable criteria even if they are not the highest 
scorer on a particular test.132 A potential problem with this approach is 
that decision makers eliminate applicants without knowing how they would 
score on all the tests. The process makes sense, though, when organizations 
use expensive selection tests and wish to limit the number of applicants 
who take those tests.

BANDING APPROACH
Because few employment tests are totally reliable, two people with slightly dif-
ferent scores may not really differ on the characteristic being measured. The 
difference in the scores is caused by poor measurement. This possibility has 
led some experts to create a process called banding. The banding approach 
uses statistical analysis to identify scores that may not be meaningfully differ-
ent. People with such scores are placed in a common category, or band, and 
managers and selection specialists are then free to choose any one of the 
applicants within the band.133

The practice of banding is somewhat controversial. Some people argue 
that banding can help organizations meet affirmative action goals. If the band 
of applicants includes a member of a minority group, this person can be hired 
even if someone else had a slightly higher score. Others, however, argue that 
banding can lead to decreased utility because people with lower scores, and 
thus lower potential to succeed, are often hired .134

?
CONCEPT CHECK
 1. How can scores from different selection measures be com-

bined to make a final hiring decision?
 2. How is the multiple hurdles method different from the mini-

mum cutoffs method?

Multiple hurdles approach
The process of obtaining scores 
on a selection method and only 
allowing those who achieve a 
minimum score to take the next 
assessment.

Banding approach
The process of treating people 
as doing equally well when 
they have similar scores on a 
selection assessment.
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IN THE MANAGER’S PERSPECTIVE AT THE BEGINNING OF THE 
CHAPTER, JAVIER WAS RESPONSIBLE FOR HIRING A NEW MEM-
BER OF HIS CUSTOMER SERVICE TEAM. HE FACED A NUMBER OF 
ISSUES CONCERNING WHAT KIND OF PERSON TO HIRE, WHAT 
SELECTION METHODS TO USE, AND HOW TO MAKE HIS FINAL 
DECISION. FOLLOWING ARE THE ANSWERS TO THE “WHAT DO 
YOU THINK?” QUIZ THAT FOLLOWED THE CASE. WERE YOU 
ABLE TO CORRECTLY IDENTIFY THE TRUE STATEMENTS? COULD 
YOU DO BETTER NOW?

1. You should hire people who already have the skills and 

knowledge they will need on the job.   FALSE.  Although 

organizations using short-term employment strate-

gies may prefer to hire employees who already have 

the necessary skills, the potential of new employees is 

often more important for organizations using long-term 

employment strategies.

2. The benefits of making good hiring decisions are high-

est when the organization has a lot of job applicants.  

TRUE.  Organizations with numerous applicants can be 

choosier about whom they hire, which increases the util-

ity, or dollar value, of selection methods.

3. Intelligence tests are very helpful for predicting who 

will be effective in almost any job.   TRUE.   Intelligence 

tests are good predictors of work 

performance, and they dem-

onstrate generalizability 

across settings.

4. Reference checking pro-

vides valuable information 

about prospective employees.  FALSE.  Unfortunately, 

because of problems with defamation of character, refer-

ence checking provides very little useful information.

5. You need to ask each applicant individualized questions 

to determine his or her true strengths and weaknesses.  

FALSE.  Asking applicants individualized questions cre-

ates problems with reliability. Structured interviews in 

which each applicant is asked the same questions are 

generally better than unstructured interviews.

Javier’s situation is one that almost all managers 

eventually face. When managers make good hiring deci-

sions, they help the organization secure high-performing 

employees. These employees, in turn, help produce goods 

and services of high quality and low cost, resulting in 

competitive advantage for the organization. The prin-

ciples discussed in this chapter can help improve hiring 

decisions.

  

  

  

  

  

A  M A N A G E R ’ S  P E R S P E C T I V E  R E V I S I T E D 

SUMMARY

Employee selection practices should align with 
overall HR strategy. Employees provide short-term 
talent when the organization hires from outside 
sources and long-term talent when the organi-
zation promotes from within. Employees offer 
specialist talent when they possess highly devel-
oped expertise in a particular area and generalist 

talent when they operate in a variety of positions. 
Combinations of talent can be linked to overall HR 
strategies. Short-term generalist talent corresponds 
with a Bargain Laborer HR strategy, long-term gen-
eralist talent with a Loyal Soldier HR strategy, long-
term specialist talent with a Committed Expert HR 
strategy, and short-term specialist talent with a Free 
Agent HR strategy.

Organizations need to achieve a strategic bal-
ance between job-based fit and organization-based 
fit. Fit is not critical for organizations with long-term 

How is employee selection strategic?

LEARNING OBJECTIVE 1
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generalist talent. Organization-based fit is critical 
for organizations with long-term generalist talent. 
Job-based fit is critical for organizations with long-
term specialist talent. Organization-based fit and 
job-based fit are both critical for organizations with 
long-term specialist talent.

Another staffing characteristic that underlies 
strategic employee selection decisions is the balance 
between potential and achievement. Organizations 
with long-term employees who are either generalists 
or specialists hire based on potential. Organizations 
with short-term specialist talent hire based on 
achievement.

Reliability, validity, utility, fairness, and accept-
ability represent five principles that are helpful for 
determining whether a selection method is good. 
Reliability concerns the consistency of the method. 
Validity represents the relationship between what 
the method measures and job performance. Utility 
focuses on the cost effectiveness of the method. 
Fairness concerns the effect of the method on indi-
viduals and minority groups. Acceptability focuses 
on how applicants react when they complete the 
selection method.

The usefulness of a particular selection method 
often differs depending on the context of the orga-
nization and job. However, a number of selection 

What makes a selection method good?

LEARNING OBJECTIVE 2

What selection methods are commonly 
used?

LEARNING OBJECTIVE 3

methods generally satisfy the five principles for 
being effective. Common selection tests include 
cognitive ability testing, personality testing, physi-
cal ability testing, integrity testing, drug testing, 
and work sample testing. Cognitive ability and 
personality tests can be very useful for assessing 
potential to succeed. Other methods of informa-
tion gathering include application forms and résu-
més, biographical data, and reference checking. 
Application forms and résumés are generally inex-
pensive methods for obtaining information about 
job applicants. The interview is another commonly 
used method of gathering information. Interviews 
are more reliable and valid when they are struc-
tured to ensure consistent treatment of each per-
son being interviewed.

Managers and human resource specialists should 
use good decision-making procedures to com-
bine information from different selection meth-
ods. One procedure is predictor weighting, which 
allows more important selection methods to have 
a stronger influence on the final decision. Another 
procedure, labeled minimum cutoffs, requires suc-
cessful applicants to achieve at least a minimum 
score on each method. A third procedure is mul-
tiple hurdles, where applicants must achieve a min-
imum score on one selection method before they 
can advance to the next method. A final procedure 
is banding, wherein employees with similar scores 
on a selection method are grouped into categories. 
People in a given category are seen as having the 
same score, even though their scores are slightly 
different.

How are final selection decisions made?

LEARNING OBJECTIVE 4

Acceptability 216
Achievement 208
Alternate-forms method 210
Assessment center 226
Banding approach 235
Behavioral Interview 232
Biographical data 228
Cognitive ability testing 217

KEY TERMS

Concurrent validation strategy 212
Content validation strategy 211
Correlation coefficient 210
Criterion-related validation strategy 212
Defamation of character 229
Employee selection 202
Fairness 215
Integrity testing 224
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Inter-rater method 210
Job-based fit 206
Long-term generalists 205
Long-term specialists 205
Minimum cutoffs approach 234
Multiple hurdles approach 235
Negligent hiring 229
Organization-based fit 206
Personality testing 220
Potential 208
Predictive validation strategy 212
Predictor weighting 234
Reliability 209

Short-term generalists 204
Short-term specialists 205
Situational interview 232
Situational judgment test 222
Situational specificity 213
Split-halves method 210
Structured interview 232
Test-retest method 210
Utility 213
Validity 211
Validity generalization 213
Work sample testing 225

 1. How do the concepts of long- and short-term 
talent and generalist and specialist talent fit 
with overall HR strategy?

 2. For what type of HR strategy is organization fit 
most important? When is job fit most needed? 
What type of organization should base hiring 
on achievement? What type should hire based 
on potential?

 3. What is reliability? How is it estimated?
 4. What is validity? How is it estimated?
 5. What factors affect the utility of selection 

methods?
 6. What is the difference between fairness 

and legality?

DISCUSSION QUESTIONS

 7. Why do people sometimes react negatively to 
certain selection methods?

 8. What are the strengths and weakness associ-
ated with the following selection methods: 
cognitive ability testing, personality testing, 
physical ability testing, integrity testing, drug 
testing, application forms and résumés, biodata, 
work sample testing, reference checking, and 
interviewing?

 9. Which selection methods are best for organi-
zations with the various employee selection 
strategies?

 10. What are the methods for combining scores 
from different selection methods?

EXAMPLE CASE Outback Steakhouse

Outback Steakhouse, Inc., now a $3.25 billion company with 65,000 employ-
ees and 1,100 restaurants worldwide, began modestly in the spring of 1988. 
A key to making Outback a great place to work is hiring the right people. One 
of the things we recognized early on is that you cannot send turkeys to eagle 
school: Smart leaders do not hire marginal employees and expect them to be 
able to keep the commitments of the company to customers or to remain very 
long with the company. If you start with the right people and provide a posi-
tive employee experience, turnover stays low. Thus, a rigorous employee selec-
tion process was developed in the early years of the company that is rooted in 
the Principles and Beliefs.

Outback’s selection process for hourly and management Outbackers is 
proprietary; however, we can share some of the details here about the steps 
involved in the hiring process:
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 • All applicants are given a realistic job preview that shares both the ben-
efits and the responsibilities of working for Outback. We explain to 
applicants that being an Outbacker means taking care of others, and we 
tell them how they will be held accountable for that.

 • We share a document, called a Dimension of Performance, which pro-
vides detailed examples of the kinds of behavior expected of Outbackers 
and how those behaviors are tied to the vision of Outback. This is a 
candidate’s first exposure to our vision. (At this point, some candidates 
have withdrawn from the process because these dimensions set a very 
high standard.)

 • When candidates agree to move forward in the process, they are asked 
to complete an application. The information they provide is reviewed 
with an eye toward determining if the candidate can perform the job, fit 
into the Outback culture, and stay with the company.

 • Successful applicants are assessed for their cognitive ability, personality, 
and judgment through a series of tests that have been validated against 
existing Outbackers who have been successful in the company.

 • Applicants who pass these tests are interviewed using questions that 
probe not only their experience but also their orientation toward 
aspects of the Outback culture, including service mindedness, hospital-
ity, teamwork, and ability to think on their feet.

QUESTIONS
 1. How do the employee selection methods at Outback Steakhouse help 

achieve competitive advantage?
 2. How important is organization fit for Outback Steakhouse?
 3. Why does Outback Steakhouse order the selection methods such that 

applicants first complete an application, then complete tests, and then 
participate in an interview?

 4. Why do you think these selection methods are valid?

Source: Tom DeCotiss, Chris Sullivan, David Hyatt, and Paul Avery, “How Outback Steakhouse 
Created a Great Place to Work, Have Fun, and Make Money,” Journal of Organizational Excellence 
(Autumn 2004): 23–33. Reprinted with permission of John Wiley & Sons, Inc.

DISCUSSION CASE Stringtown Iron Works

Stringtown Iron Works is a small fictional shipyard on the East Coast dedi-
cated to ship overhaul. It focuses on obtaining government contracts for over-
hauling naval ships. These overhauls require Stringtown to maintain a quality 
workforce that is capable of rapid production. The position of pipe fitter is 
particularly critical for success.

Pipe fitters are responsible for repairing and installing the piping systems 
on board the vessels. Employees in the pipe fitter classification may also be 
called on to work in the shop building pipe pieces that are ultimately installed 
on the ships. Like most union jobs in the yard, pipe fitters are predominantly 
white males between the ages of 30 and 45. As part of the most recent bargain-
ing agreement, work is primarily done in cross-functional teams.
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Job Description

Job: Pipe fitter

Pay: $12.00 to $20.00 per hour

A pipe fitter must:

1.  Read and interpret blueprints and/or sketches to fabricate and install pipe in accordance with 

specifications.

2.  Perform joint preparation and fit-up to fabricate and install brazed and welded piping systems.

3. Perform layout and calculations to fabricate and install pipe.

4.  Fabricate pipe pieces up to 10” in diameter and up to 10’ long to support shipboard pipe 

installation.

5.  Install ship’s piping, such as water, drains, hydraulics, lube oil, fuel oil, high temperature air, etc. 

on location and within tolerances per design.

6.  Inspect and hydro test completed piping systems to ensure compliance with ship’s specifications.

7.  Use a variety of hand and power tools to perform joint preparation, assembly bolt-up, and 

positioning during fabrication and installation.

8.  Utilize welding equipment to tack-weld pipe joints and to secure pipe supports to ship’s structure.

Completion of the above tasks requires pipe fitters to do the following:

 • Frequent lifting and carrying of 25–50 pounds

 • Occasional lifting and carrying of over 50 pounds

 • Occasional to frequent crawling, kneeling, and stair climbing

 • Frequent pushing, pulling, hammering, and reaching

 • Frequent bending, stooping, squatting, and crouching

 • Occasional twisting in awkward positions

 • Occasional fume exposure

QUESTIONS
 1. Which of the overall HR strategies would be best for Stringtown Iron Works?
 2. Should Stringtown focus on job fit or organization fit?
 3. Should Stringtown hire based on achievement or potential?
 4. What selection methods would you recommend for Stringtown? Why?

Interview a family member, friend, or someone 
else who has a job you would like to someday have. 
Learn about the hiring practices of the organiza-
tion where this person works. Ask questions like the 
following:

 1. What makes the company different from its 
competitors? Does it focus mostly on reducing 
costs, or does it try to provide goods and ser-
vices that are somehow better than what com-
petitors offer?

 2. What tasks do you do on the job? What knowl-
edge, skills, and abilities do you need in order 
to do this job effectively?

EXPERIENTIAL 
EXERCISE Learning through Interviewing

 3. How long do most people stay at the company? 
Is this a place where most people work for their 
entire career? How long do you think you will 
continue working with the company?

 4. What did you have to do to get hired at the 
company? Did you take any tests? Did they ask 
for a résumé? What was the interview like?

 5. What type of qualifications do you think are 
most important for someone who wants to work 
at your company? If you were making a decision 
to hire someone to work with you, what char-
acteristics would you want that person to have? 
How would you measure those characteristics?
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Using the information obtained from the 
interview, do the following:
 1. Identify the competitive business strategy of the 

organization.
 2. Identify the human resource strategy of the 

organization.
 3. Evaluate whether the competitive business strat-

egy and the human resource strategy fit.

 4. Evaluate the effectiveness of the organization’s 
selection methods for achieving its human 
resource strategy.

 5. Make recommendations about the selection 
methods that you think would be most appro-
priate for the position of the person you 
interviewed.

Access the companion website to test your knowledge by completing a 
Graphics Design, Inc. interactive role play.
In this exercise you have identified several potential candidates for the new 
positions at GDI, and it is now time to begin the selection process. In design-
ing the appropriate selection system for the company, you must consider reli-
ability, validity, utility, legality, and acceptability, along with common testing 
methods, information-gathering sources, and interview types. Whatever sys-
tem you choose, you know that you’ll need to gain buy-in from the managers 
who need these new employees. You know, too, that the system must support 
GDI’s basic HR strategy, the Loyal Soldier strategy. Your recommendations 
on the appropriate selection system are due this afternoon. What will it look 
like? •

INTERACTIVE
EXPERIENTIAL EXERCISE

Employee Selection: Choosing the Best of the 
Best for Graphics Design, Inc.
http://www.wiley.com/college/sc/stewart
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RITHICA CLOSES HER CELL PHONE AND TAKES A 
DEEP BREATH. WAS IT REALLY A GOOD IDEA TO 
ACCEPT THE JOB AS RESTAURANT MANAGER? IT 
SOUNDED LIKE A GOOD IDEA WHEN RAVI, THE 
REGIONAL MANAGER, OFFERED HER THE POSITION 
TWO MONTHS AGO. SHE WON’T GRADUATE WITH HER 
DEGREE IN ELEMENTARY EDUCATION FOR TWO MORE 
YEARS. BEING THE MANAGER PROVIDES HER WITH 
FLEXIBILITY TO TAKE CLASSES WHEN SHE WANTS, 
BUT TRYING TO SCHEDULE OTHER EMPLOYEES IS 
MUCH MORE STRESSFUL THAN SHE EXPECTED.

Just now Beth—a new cook hired last month— 
called to tell Rithica that she is quitting and will 
not work the hours scheduled during the upcoming 
week. This is the third time in two months that 
someone has quit with little or no advance notice. 
It will be difficult to schedule other employees to 
cover for Beth during the upcoming week, let alone 
quickly find someone to hire as a new cook.

From experience, Rithica knows that cooks and 
food servers are unlikely to stay with the same 
 restaurant for long. Yet surely it would be possible 

to create a fun working atmo-
sphere that would make employ-
ees less likely to leave. Would it 
help to pay higher wages? Would 
older workers and people with 
family responsibilities be more 
likely to stay than the college students she cur-
rently hires?

Rithica’s thoughts quickly shift to the other 
 disagreeable task she faces today. The very 
thought of meeting with Grant is enough to make 
Rithica want to quit herself. Yesterday Grant was 
late for work the second time this week. Once he 
arrived, he spent much of his shift wasting time. 
Working with first graders will surely be easier than 
 supervising Grant. Should she just fire him?

Thinking about firing someone scares Rithica. 
Would Grant become emotional? When should she 
meet with him if she decides to deliver the bad 
news? What should she say? As questions about 
 firing Grant race through her head, Rithica remem-
bers a section of the restaurant operations manual 

Managing Employee 
Retention and Separation

C h a p t e r  7

A  M A N A G E R ’ S  P E R S P E C T I V E
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WHAT DO YOU THINK?
Suppose you are listening to a conversation between 
Rithica and her boss, Ravi. Ravi makes the following 
statements. Which of the statements do you think are true?

Workers are less likely to quit when they 
feel the organization cares about their per-
sonal needs.

Decisions to quit often begin with a spe-
cific event that causes employees to evalu-
ate their work situation.

It doesn’t really matter how you fire peo-
ple, as long as you make it clear that their 
employment is being terminated.

In order to defend against potential law-
suits, an organization should carefully 
document methods of disciplining prob-
lem employees.

Employees who see coworkers losing their 
jobs become more committed to staying 
with the organization.

?

T OR F

T OR F

T OR F

T OR F

T OR F

that provides guidance for dealing with problem 
employees. She read the manual when she began 
working as manager, and she vaguely remembers 
a series of steps that she should use to discipline 
problem employees. Perhaps the operations manual 
is more useful than she thought.

Rithica enters her small manager’s office and 
begins searching for the manual. As she searches, 
she asks herself why personnel issues have to be so 
hard. Her life would be so much easier if she could 
get employees like Beth to stay and those like 
Grant to leave. She knows she will need a plan if 
she is going to survive the next two years.

THE BIG PICTURE Effective Organizations Retain their Best Employees While 
Helping People Who Are Not Productive Find Alternative Employment
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How Can Strategic Employee Retention and Separation 
Make an Organization Effective?

After reading this chapter you should be able to:

Explain how employee retention and separation align with overall HR strategy.

Explain the employee turnover process and describe methods that an organization 
can use to reduce undesirable turnover.

Discuss the potential benefits and problems associated with employee layoffs.

Describe effective methods of employee discipline, including the principles of due 
process and the actions of progressive discipline.

Describe effective methods for dismissing employees from an organization.

LEARNING OBJECTIVE 1

LEARNING OBJECTIVE 2

LEARNING OBJECTIVE 3

LEARNING OBJECTIVE 4

LEARNING OBJECTIVE 5

L E A R N I N G  O B J E C T I V E S

Employees are a primary asset of almost every organization, but identifying, 
hiring, and training good employees can be costly. Replacing an employee 
who quits costs an organization between one and two times the annual salary 
of the position.1 This means, for example, that replacing an accountant with 
an annual salary of $75,000 costs the firm between $75,000 and $150,000. The 
company loses money not only from the costs associated with hiring a replace-
ment but also from lower productivity and decreased customer satisfaction.2 
For example, one study found that Burger King restaurants with higher 
employee turnover have longer wait times that translate into decreased cus-
tomer satisfaction.3 Employee turnover, then, is very expensive for organiza-
tions. Good employees leaving to work for competitors can also be a problem 
in that it increases the effectiveness of a rival.4 The expense and negative con-
sequences of replacing workers requires most organizations to focus effort on 
employee retention, a set of actions designed to keep good employees once 
they have been hired.

Whereas retaining good employees is beneficial, organizations lose money 
when they retain poor employees. Ensuring that nonproductive employees 
don’t continue with the organization is often just as important as retaining 
productive workers. Furthermore, changes in economic conditions and prod-
uct demand sometimes force organizations to reduce the size of their work-
force. Employee separation is the process of efficiently and fairly terminating 
workers.

SAS Institute, Inc., is a successful organization that benefits from concerted 
efforts to retain productive workers. CEO Jim Goodnight summarizes his 
views about employee retention when he says, “My chief assets drive out the 
gate every day. My job is to make sure they come back.”5

SAS is the world’s largest privately owned software company, with revenues 
exceeding $2.3 billion each year. Organizations such as American Express, 
Chrysler, Pfizer, and the U.S. Department of Defense use SAS products to help 
them gather and analyze large amounts of information. Many college students 
also use SAS products to conduct statistical analyses for class projects.6

Employee retention
The act of keeping employees; 
retaining good workers is 
particularly important.

Employee separation
The act of terminating the 
employment of workers.
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An important key to success for SAS is high customer satisfaction: Its cus-
tomer retention rate is above 98 percent. One reason for this success is a 
relentless drive to create innovative products. SAS reinvests 30 percent of its 
revenue in research and development each year. Another reason for success 
is its emphasis on building long-term relationships with clients. Each year,
the company conducts a survey to determine how well customer needs are 
being met. Rather than spend money on marketing and advertising, SAS 
spends money satisfying customer needs.

Having a stable workforce made up of highly intelligent knowledge workers 
is critical for providing outstanding customer service.7 Jim Goodnight sums up 
the human resource philosophy he has practiced over the years by stating, “I 
think our history has shown that taking care of employees has made the differ-
ence in how employees take care of our customers.”8 The average tenure at SAS 
is 10 years, and 300 employees have worked there for at least 25 years, which 
is unusual in the software industry. SAS develops long-term relationships with 
employees, who in turn build long-term relationships with customers. Employees 
treat customers with the same respect and care that they receive from SAS.9

A good indication of successful human resource practices is the low per-
centage of employees who leave SAS each year. The annual turnover rate at 
SAS has never been higher than 5 percent, a rate that is much lower than that 
at competing software firms. Even in the down economy, SAS had no layoffs 
but hired 264 new employees in 2009.10 The lower turnover saves SAS up to 
$80 million each year.11

What does SAS do to keep employee turnover so low? One answer is that it 
has created a great work environment. The great environment was recognized 
by Fortune magazine, which named SAS the best place to work in 2010. Its 
work sites, located in beautiful areas where people want to live, have a campus 
atmosphere.12 SAS employs a resident artist who coordinates sculptures and 
art decorations.13 In addition, all professional workers have private offices.14 
Perhaps the most important aspect of the work environment is the expecta-
tion that employees leave the office between 5 and 6 o’clock each evening. 
The corporate philosophy is that working too many hours in a day leads to 
decreased productivity for creative workers. Employees are encouraged to 
spend dinnertime at home with their families.15

Another reason SAS excels at employee retention is its exceptional benefits. 
Back in its startup days, SAS faced the possibility of losing some key personnel 
who were going on maternity leave and unlikely to return to work. Goodnight 
and other leaders solved the problem by creating an onsite daycare center. In 
the ensuing 25 years, SAS has become a leader in offering family-friendly ben-
efits. Employees are often seen in the cafeteria eating lunch with their young 
children who attend onsite daycare. Vacation and sick leave policies are gen-
erous, and most workers have the option of flexible scheduling.16 The com-
pany also has excellent fitness facilities, which even launder gym clothes.17 Pay 
is rarely more than what is offered by other software firms, but SAS does offer 
competitive compensation packages that include profit sharing.

SAS is also good at identifying and retaining employees who are compat-
ible with its organizational culture. People who fit with the family-friendly 
 environment are recruited across industries and not just from the software 
sector. Not being located in Silicon Valley helps SAS recruit workers who 
are less likely to move to other companies. SAS also takes advantage of poor 
economic conditions by hiring the best workers who have been laid off from 
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The SAS Institute example shows how an organization can benefit from plac-
ing a strong emphasis on retaining workers. As we have seen with other human 
resource practices, however, an emphasis on retaining workers may not be as 
beneficial for other organizations. Strategies for retaining employees are most 
effective when they fit with an organization’s strategy. Figure 7.1 illustrates 
how employee retention and separation fit with competitive business strategy 
and overall HR strategy.

STRATEGIC EMPHASIS ON EMPLOYEE 
RETENTION
Retaining good employees is the very essence of an internal labor orientation. 
The competitive advantage here comes from developing a loyal workforce 
that consistently excels at satisfying customer demands. For organizations that 
use the Loyal Soldier HR strategy, retaining employees reduces recruiting 
expenses and provides workers with a sense of security that persuades them 
to work for slightly lower wages than they might be able to earn at competing 
firms. For instance, people employed at a state government office might be 

How Are Employee Retention and Separation Strategic?

LEARNING OBJECTIVE 1

SAS INSTITUTE, INC.
SAS Institute, Inc. is a software developer 
that employs over 10,000 people. Human 
resource management at SAS builds com-
petitive strength by

 • Providing a great work atmosphere 
that encourages employees to stay 
with the company.

 • Offering family-friendly benefits such as onsite daycare and flexible 
scheduling.

 • Hiring high-performing employees who are motivated not only to 
make money but also to balance work life with outside interests.

Building Strength 
Through HR

competitors.18 For each open position, the company receives up to 200 
 applications.19 To retain good employees who want to pursue different jobs, 
the company works hard to facilitate internal transfers.20 Those who are hired 
but don’t fit the organizational culture are encouraged to leave SAS and find 
other employment.21
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able to earn more money elsewhere but prefer to continue working as public 
servants because government agencies are less likely to replace workers.

With the Committed Expert HR strategy, employee retention helps build 
a workforce with unique skills that employees of other organizations do 
not have. These skills are critical for producing exceptional products and 
services that cannot be easily duplicated by competitors. SAS Institute uses 
a Committed Expert strategy of this kind. Employees with specialized skills 
develop long-term relationships with customers, who continue to purchase 
SAS products because of the excellent service they receive.

Employee retention is not as critical for organizations with an external 
labor orientation. Employees are expected to leave the organization to pursue 
other opportunities. For organizations pursuing a Bargain Laborer HR strat-
egy, separations are seen as a necessary consequence of combining entry-level 
work with relatively low wages. Indeed, a moderate amount of employee turn-
over has been found to be beneficial with the Bargain Laborer HR strategy.22 
For organizations with a Free Agent HR strategy, some employee turnover 
is desirable, since those who leave can often be replaced by individuals with 
more up-to-date knowledge and skills.

STRATEGIC EMPHASIS ON EMPLOYEE 
SEPARATION
In some cases, employee separation can be just as important as employee 
retention. Employee separations are an important part of a differentiation 
strategy. Organizations pursuing differentiation rely on highly skilled employ-
ees who have specialized knowledge and ability. An employee who is not 
capable of providing skilled inputs does not contribute, making termination 
of nonperforming employees critical for organizations that seek to produce 
premium goods and services.

Organizations pursuing a Committed Expert HR strategy focus on termi-
nating the employment of low performers soon after they are hired. Quickly 

Figure 7.1 Strategic Retention and Separation of Employees.
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identifying individuals who do not fit the organizational culture, or who 
appear unable to develop needed skill and motivation, reduces the cost of bad 
hiring decisions. A law firm engages in such practice when it denies promo-
tion to a junior-level attorney who is not performing at the level necessary for 
making partner.

Organizations with a Free Agent HR strategy benefit from frequently 
replacing employees with others who bring new skills and a fresh perspec-
tive. Employee separation is a common occurrence in such organizations, and 
ongoing efforts are needed to ensure that disruptions from frequent turnover 
are minimized as much as possible.23 For example, an organization might cre-
ate incentives that encourage employees working on a major project not to 
leave until the project is completed.

Managing employee separation is not as important for organizations that 
have cost-reduction strategies. An organization pursuing a Loyal Soldier HR 
strategy seeks to prevent employee separation. The primary goal is to hire 
young employees who stay with the organization for long careers. Having high 
performers is not as critical in these cost-focused organizations, which means 
that termination of employment is only necessary when a worker clearly 
fails to meet minimum expectations. People who are not performing well in 
a specific job are frequently transferred to a different position. The overall 
focus on stability also makes employee layoffs an uncommon occurrence. 
Organizations with Loyal Soldier HR strategies thus expend little effort on 
developing employee separation practices.

Similarly, effective management of employee separation is not critical for 
an organization with a Bargain Laborer HR strategy. Because of their rela-
tively low wage rates and repetitive jobs, such organizations expect many of 
their employees to move on. Furthermore, the basic nature of the work and 
the emphasis on close supervision mean that identifying and terminating low 
performers need not be a major focus. For example, most fast-food restaurants 
expect many employees to quit each year, and few have policies to actively 
identify and terminate low-performing workers. Employees are allowed to 
continue working as long as their performance meets minimum standards.

?
CONCEPT CHECK
 1. Retaining good employees is most critical for which of the 

HR strategies?
 2. Which of the HR strategies might encourage some employee 

separation?

An employee’s departure from an organization can have either positive or neg-
ative effects. From the organization’s standpoint, the effect depends a great 
deal on whether the employee is a high or a low performer. Turnover tends to 
be greatest among high and low performers; employees whose  performance is 

How Can Undesirable Employee Turnover Be Reduced?

LEARNING OBJECTIVE 2
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in the middle range are most likely to stay.24 Having low performers leave can 
be beneficial, but having high performers leave is undesirable.

From the employee’s point of view, much depends on whether we’re 
dealing with voluntary turnover, in which the employee makes the decision 
to leave, or involuntary turnover, in which the organization terminates the 
employment relationship. Not surprisingly, involuntary turnover has a much 
more negative effect on the employee.

Figure 7.2 combines two dimensions—the employee’s performance level 
and the employee’s choice to either leave the organization or stay—to arrive 
at four conditions:25

 • Functional retention, which occurs when high-performing employees 
remain employed, can benefit both the individual and the organization.

 • Functional turnover, which occurs when low-performing employees volun-
tarily quit, can also benefit both parties.

 • Dysfunctional retention occurs when low-performing employees remain 
with the organization. Later in the chapter, we deal with situations in 
which the organization must terminate low performers who do not leave 
voluntarily.

 • Dysfunctional turnover occurs when an employee whose performance 
is at least adequate voluntarily quits. We focus on this situation in the 
remainder of this section.

When a good employee chooses to leave, the organization usually must 
identify and hire another worker to fill the position. This process can be highly 
disruptive. Just think of a basketball team with high turnover among players. 
Frequent personnel changes make it difficult for team members to coordi-
nate their efforts. A lot of time and energy are spent on finding new players 
and teaching them the necessary skills. All this energy and time is wasted if 
the players leave just as they are becoming integrated into the team. The 

Voluntary turnover
Employee separation that occurs 
because the employee chooses 
to leave.

Involuntary turnover
Employee separation that occurs 
because the employer chooses 
to terminate the employment 
relationship.

Dysfunctional turnover
Undesirable employee turnover 
that occurs when good 
employees quit.

Figure 7.2 Types of Employee Turnover and Retention. Source: Adapted 
from D. Dalton, W. Todor, and D. Krackhardt, “Turnover Overstated: The Functional 
Taxonomy,” Academy of Management Review 7 (1982): 118. Reprinted with 
 permission of Academy of Management.
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same is true of work organizations. Frequently replacing employees consumes 
many resources and makes it difficult for organizations to develop a competi-
tive advantage. In general, organizations are thus more effective when they 
have programs and practices that proactively work to reduce employee turn-
over. Convergys Corporation, which is highlighted in the “Building Strength 
Through HR” feature, illustrates how a company can proactively keep valuable 
employees.

RECOGNIZING PATHS TO VOLUNTARY 
TURNOVER
We’ve seen that dysfunctional turnover causes problems for organizations. 
What, then, can they do to prevent or reduce it? A starting point is to under-
stand why employees choose to leave. Figure 7.3 illustrates four different paths 
that can lead to decisions to quit.26 Observations of actual decisions suggest 
that these processes explain how turnover unfolds over time.27 One difference 
among the paths is the amount of thought that goes into the decision. Since 
moving from one organization to another is a radical life change for most 
people, we might expect a person to put a great deal of thought into a deci-
sion to move. Yet sometimes people make hasty decisions without carefully 
thinking about the consequences. Another difference among paths concerns 
whether a single event can be identified as the beginning of the decision to 
leave an organization. Next, we examine each of the four paths in more detail.

CONVERGYS CORPORATION

Convergys Corporation, which provides various 
business services, is a global leader, with annual 
revenues of more than $2.8 billion. The 74,000 
employees at Convergys help companies manage 
customer and employee relationships through activ-
ities such as billing, customer inquiry management, 
and employee benefit management. Convergys 
uses an “early warning system” to help identify 
employees who might quit. Team leaders provide 
a weekly assessment of each employee’s probabil-
ity of leaving the company. Employees unlikely to 
leave receive a green rating, and employees likely 
to leave receive a red rating. Organizational lead-
ers meet with red-rated employees to encourage 
them to stay. These employees are offered alter-
native work schedules, and many are referred 
to health and benefit programs. These practices 
show employees that the organization cares about 
them. Employees stay with the organization, and 

Building Strength Through HR

80  percent of managers are promoted from within. 
By emphasizing employee retention, Convergys has 
been consistently recognized by Fortune magazine 
as one of America’s most admired companies.

Sources: www.convergys.com/company_overview.html; 
Philip Quinn, “Colour Coding for Early Warning: Keeping 
Employees Is Becoming More Important in Today’s Tighter 
Labour Market,” Ottawa Citizen, October 7, 2006; http://
money.cnn.com/_magazines/fortune/mostadmired.
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Quick Decision to Leave
The first path shown in Figure 7.3 is a quick decision to leave the organization. 
This path begins with some external event that causes an employee to rethink 
the employment relationship. The employee might be asked to engage in 
unethical behavior, for example, or might be denied a promotion. The event 
may not even be directly related to work. For instance, the employee might 
become pregnant or receive an inheritance. Regardless of what the event is, 
the result is a highly emotional reaction that leads the employee to quit with-
out much thought.

Calculated Decision to Leave
Like the first path, the second path shown in the figure begins with an event 
that causes an individual to begin thinking about leaving the organization. 
Here, however, the individual does not make a quick decision. Alternatives 
are weighed, and the benefits of staying are compared with the benefits of 
leaving. For instance, an employee may learn that others in the organization 
are making more money even though they have less experience on the job. 
The employee who hears this news might carefully analyze the benefits and 
drawbacks associated with staying with the present employer. In the end, a 
decision to leave the organization occurs only after careful thought. Note, 
however, that the decision is not influenced by alternative job opportunities. 
The decision is simply whether to stay or leave.

Comparison with Other Alternatives
The third path in the figure involves a comparison between the current job 
and other alternatives. Once again, some external event initiates thoughts 
about leaving the organization. That event could be a job offer from another 
firm, which research has established as a critical event that often leads an 
employee to quit.28 Once the event has occurred, the employee begins to look 
at alternative opportunities. The benefits of jobs with other organizations are 
carefully compared with the benefits of the current job. A decision to leave 

Figure 7.3 Paths to Decisions to Quit. Source: Information taken from Thomas W. Lee and Terence R. Mitchell, 
“An Alternative Approach: The Unfolding Model of Voluntary Employee Turnover,” Academy of Management Review 
19 (1994); 51–90.
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becomes a conscious choice between the present job and specific alternatives. 
This path appears to be the most common course that leads an employee to 
leave an organization.

Sense of Dissatisfaction
In the final path shown in Figure 7.3, the employee develops a general sense 
of dissatisfaction with the job over time. This sense of dissatisfaction leads to 
either a calculated decision to leave or a search and comparison with other 
job opportunities. This path is different from the other paths in that no spe-
cific event can be identified as causing the employee to begin thinking about 
quitting.

UNDERSTANDING DECISIONS TO QUIT
An important part of each path to turnover is a lack of satisfaction with the 
current work situation. It is easy to see how a lack of satisfaction can lead to 
a decision to leave. Most of us can recall a time when we have been part of a 
team, club, or other organization that we wanted to leave as fast as possible. 
Perhaps it was a sports team where teammates fought among themselves and 
seldom won games. Maybe it was a student work team that included several 
 individuals who didn’t do their share of the work. Being stuck in such a team 
can have a negative impact on personal happiness. Working in an organiza-
tion with an undesirable environment can also lead to feelings of dissatisfac-
tion. Employees who are more dissatisfied are more likely to quit than are 
employees who experience a positive work environment.29 In particular, envi-
ronments that are plagued by constraints, hassles, dysfunctional politics, and 
uncertainty about what to do increase the likelihood that employees will be 
less satisfied and quit.30

A basic model illustrating how lack of satisfaction leads to quitting is shown 
in Figure 7.4. The employee’s decision to leave begins with a sense of low 
job satisfaction. Consistent with the paths described above, this sense may be 
created by a specific event or as part of a global feeling that builds over time. 
Individuals who are not satisfied with their work arrangements begin to with-
draw from the organization and think about quitting. Thoughts translate into 
action as the individuals begin searching for alternative employment, which 
often leads to turnover.31 Other factors—such as the availability of other jobs 
and individual personality characteristics—also influence whether an individ-
ual actually acts on the dissatisfaction and leaves.

Low Job Satisfaction
Job satisfaction represents a person’s emotional feelings about his or her 
work. When work is consistent with employees’ values and needs, job satis-
faction is likely to be high.32 Satisfaction increases when employees are able 
to pursue goals and activities that are truly important to them.33 Employees 
are also happier when they are able to do work that fits with their interests 
and life plans.34 For example, a high school mathematics teacher is likely to 
experience high job satisfaction when she perceives that she is helping others 
develop critical life skills.

Employees often make an overall assessment of their job satisfaction, but 
job satisfaction can also be divided into different dimensions, as shown in 
Table 7.1.35 An employee who is satisfied with one aspect of the job may not 

Job satisfaction
Employees’ feelings and beliefs 
about the quality of their jobs.
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Figure 7.4 How Job Satisfaction Leads to Quitting. Source: Adapted from Peter W. Hom, Fanny 
Caranikas-Walker, Gregory E. Prussia, and Rodger W. Griffeth, “A Meta-Analytical Structural Equations Analysis 
of a Model of Employee Turnover,” Journal of Applied Psychology 77 (1992): 905. Adapted with permission.
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Withdrawal
Negative Thoughts

Intent to Quit

Decision
to Quit

be satisfied with others. Someone may have high satisfaction in the area of 
job fulfillment because he enjoys the work he does, for instance, but have 
little satisfaction with how much pay he receives. Also, not every aspect of job 
satisfaction is equally important to every employee. Some people may value 
empowerment more than security, whereas others will place greater value 
on security.36 These different values and perceptions mean that job satisfac-
tion represents a complicated mix of feelings. Nevertheless, satisfaction with 

Source: Information from Benjamin Schneider, Paul J. Hanges, D. Brent Smith, and Amy Nicole 
Salvaggio, “Which Comes First: Employee Attitudes or Organizational Financial and Market 
Performance?” Journal of Applied Psychology 88 (2003): 836–851.

Dimension Examples

Satisfaction with empowerment • Involvement in decisions
• Information from management

Satisfaction with job fulfillment • Sense of personal accomplishment
• Good use of skills and abilities

Satisfaction with pay • Pay relative to others
• Pay for type of job

Satisfaction with work group • Quality of work done by group
• Cooperation among people

Satisfaction with security • Good job security
• Good total benefits program

Satisfaction with work facilitation • Company efforts to make competitive changes
• Conditions for employees to be productive

Table 7.1 Dimensions of Job Satisfaction
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 compensation is often the dimension that is most strongly related to overall 
perceptions of job satisfaction.

Overall job satisfaction varies among organizations as well as among indi-
viduals. On average, some organizations have happier employees than other 
organizations. Those with happier employees tend to be more productive.37 
Yet even organizations with high overall levels of job satisfaction have indi-
vidual employees who are not happy with their jobs.

Withdrawal from the Organization
Employees who are unhappy with their work tend to withdraw from the orga-
nization. Withdrawal occurs when employees put less effort into their work 
activities and become less committed to the organization. As their sense of 
attachment to the organization decreases, they feel less obligated to work 
toward ensuring the organization’s success.

Withdrawal is a progressive process whereby an employee who is dissatis-
fied pulls away from the organization over time.38 Early signs of withdrawal 
include increased lateness and absenteeism. Individuals who are less satisfied 
with work are more likely to be chronically late. As dissatisfaction escalates, 
absenteeism increases. In many cases, absenteeism turns into a decision to 
quit.39 At the same time, dissatisfied employees begin to provide less input 
to the organization40 and become less helpful toward coworkers.41 These 
changes in commitment and performance are also important indicators of 
whether an employee will leave.42

Exit from the Organization
A number of employees who begin the withdrawal process enter into a job 
search that eventually leads to their separation from the organization. Yet 
many dissatisfied workers do not go on to the final step of the turnover pro-
cess. Instead, they continue in their jobs. What explains why some dissatisfied 
workers leave while others stay?

As you might expect, one important factor that determines whether work-
ers continue in undesirable jobs is the availability and desirability of alterna-
tive jobs. In spite of low job satisfaction, employees are likely to stay with an 
organization when they perceive that it will be difficult to find another job. 
People are also more likely to stay with their current jobs when they perceive 
that switching will have high economic and psychological costs. In essence, 
dissatisfied employees are more likely to leave when they expect it to be easy 
to find alternative work with pay that is equal to or higher than what they are 
receiving.43

Substantial evidence suggests that some people are simply more likely than 
others to leave organizations. Part of the reason is that some people are pre-
disposed toward either high or low levels of satisfaction regardless of the work 
environment.44 A small number of employees are likely unsatisfied no matter 
how good a job is. Other people are happy working in even undesirable condi-
tions. People with chronically low job satisfaction tend to experience negative 
moods in all aspects of their lives.45 They also tend to have dysfunctional char-
acteristics such as perfectionism that undermine their feelings of self-worth.46 
A lower level of general satisfaction makes these people likely to leave jobs, 
but moving to a new job may not increase their long-term satisfaction with life.

Evidence also suggests that people with certain characteristics are more 
likely to leave an organization regardless of their level of job satisfaction. 
Individuals who are low on agreeableness often leave a job because they like 

Withdrawal
The process that occurs 
when employees begin to 
distance themselves from the 
organization by working less 
hard and planning to quit.
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doing things their own way. Individuals who are highly open to experience 
tend to leave to seek out new adventures. In contrast, conscientious employ-
ees tend to feel a higher sense of obligation, which makes them less likely to 
quit.47 Employees who are more averse to risk, as well as those who care less 
about what others think of them, are also less likely to actually quit.48

ORGANIZATIONAL PRACTICES THAT 
REDUCE TURNOVER
We have already seen that organizations pursuing internal labor strategies 
would prefer to retain employees, especially high-performing ones. Once an 
employee has decided to quit, it is often too late to do anything to change that 
individual’s mind about leaving. Thus, organizations that want to reduce turn-
over must work to ensure that employees’ needs are being met continuously. 
Good human resource management practices related to staffing, career plan-
ning, training, compensation, and workforce governance can help. Table 7.2 
provides an overview of practices in each area that have been identified as 
helping to reduce turnover.

Additional guidance for understanding how to meet employee needs comes 
from understanding individual decisions to quit. The general description of 
turnover paths in the preceding discussion can be helpful in this respect. In 
addition, effective organizations develop ongoing procedures to find out why 
individuals leave. Each employee who leaves has an exit interview in which the 
interviewer tries to determine why the employee decided to quit. Information 
gained during exit interviews is used to improve organizational procedures 
and reduce turnover of other employees. In the rest of this section, we explore 
organizational procedures that can help to decrease turnover.

Assessing Employee Satisfaction
Organizations seeking to reduce employee turnover frequently measure 
their employees’ job satisfaction. Such assessments are done through surveys 
that ask employees about various facets of their work experience. Generally, 
employees can fill out the surveys anonymously. A common survey is the Job 

Exit interview
Face-to-face discussion 
conducted by an organization 
to learn why an employee is 
quitting.

Source: Information from Thomas W. Lee and Steven D. Maurer, “The Retention of Knowledge 
Workers with the Unfolding Model of Voluntary Turnover,” Human Resource Management Review 
7 (1997): 247–275.

HR Practice Example of Effective Tactics

Staffing • Use realistic job previews
• Provide growth and promotion opportunities
• Select employees who fit with the organization

Training and development • Offer educational programs such as MBA
• Provide sabbaticals and other learning opportunities

Career planning • Specify clear career paths

Compensation • Maintain competitive pay
• Develop fair pay practices
• Pay for learning new skills

Labor relations • Establish quick and fair grievance procedures
• Facilitate conflict resolution among employees

Table 7.2 Human Resource Practices That Reduce Turnover
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Descriptive Index, which assesses satisfaction with work tasks themselves, pay, 
promotions, coworkers, and supervision.49 Research has shown this index to 
be an accurate indicator of employee perceptions.50

Along with employees’ responses, the organization collects general infor-
mation about demographic characteristics, work positions, and locations. 
Results are then analyzed to determine average levels of satisfaction, as well 
as differences between departments and work sites. Analysis provides insight 
into areas of concern and helps organizations determine which facets of the 
work experience might need improvement. Business Development Bank of 
Canada, for example, conducts surveys to obtain assessments about employee 
benefits. As a result of employees’ responses, the bank has offered monetary 
gifts, extra vacation days, and flexible work hours, increasing employee satis-
faction and helping to reduce employee turnover.51

Job satisfaction surveys are best when they quickly engage employees by ask-
ing interesting questions. Topics expected to be most important to employees 
should be placed at the beginning of the survey. Routine questions such as 
length of time worked and department should be placed at the end.52 The 
value of employee surveys can also be increased by including items measuring 
how well the organization is meeting its strategic objectives. For example, the 
survey might ask employees how well they think customer needs are being met 
or whether they believe the company is truly providing differentiated prod-
ucts and services.53

The organization’s climate for diversity is something that can be particu-
larly important to assess. People are more likely to leave groups when they 
perceive that they are very different than others.54 Women and racial minori-
ties thus tend to quit more frequently than White men.55 However, retention 
of women and minorities is higher in organizations that value and support 
diversity.56 But the benefits don’t stop with retention; a supportive climate 
for diversity can also reduce absenteeism and increase performance.57 
Organizations thus benefit a great deal from measuring and improving their 
diversity climates.

Yet, one problem with job satisfaction surveys is that the least satisfied 
employees are not likely to respond to the survey. These employees have 
already started to withdraw from the organization, so they see little personal 
benefit in completing the survey. They see things as too negative to fix, and 
they no longer care about the work environment of the company they are 
planning to leave. Organizational leaders are thus wise to remember that 
job satisfaction results will likely make things appear more positive than they 
really are.58

Socializing New Employees
Efforts to retain employees should begin when they are hired, as there is a 
tendency for new employees to feel a lack of support within a few months 
of joining an organization.59 An important process for new employees is 
 socialization, the process of acquiring the knowledge and behaviors needed 
to be a member of an organization.60 Effective socialization occurs when 
employees are given critical information that helps them understand the 
organization. Finding out things such as how to process travel reimburse-
ments and whom to ask for guidance helps to make employees feel welcome 
in the organization. As employees acquire information during the socializa-
tion process, their feelings of fit with the organization increase,61 and employ-
ees who perceive that they fit are more likely to stay with an organization.62 

Socialization
The process in which a new 
employee learns about an 
organization and develops 
social relationships with other 
organizational members.
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A key to effective  socialization is the opportunity for new employees to develop 
social relationships by interacting with coworkers and leaders. Orientation 
meetings, mentoring programs, and social events are thus important tools 
for reducing employee turnover.63 As explained in the “Technology in HR” 
feature, much of the benefit of these programs comes from interactions with 
others that build a sense of social support.

Building Perceptions of Organizational Support
Another factor that influences employee turnover is perceived organizational 
support—employees’ beliefs about the extent to which an organization val-
ues their contribution and cares about their well-being. Employees who feel 

Perceived organizational 
support
Employees’ beliefs about how 
much their employer values their 
contributions and cares about 
their personal well-being.

COMPUTERIZED ORIENTATION PROGRAMS 
Orientation training is often used to help newcom-
ers adjust to an organization. Because this training 
can be costly, many organizations have explored 
alternative methods for delivering orientation 
training. One alternative is self-paced computer-
ized training. An interesting question is whether 
computerized orientation training is as effective as 
face-to-face meetings.

A study by Michael Wesson and Celile Gogus 
compared a traditional newcomer orientation 
program with a computer-based program. A 
 technology-based consulting firm had been using 
an orientation program that involved flying all new 
employees to a central location and providing a 
week of orientation training. The training included 
videos, question-and-answer sessions, and team-
building activities. In order to reduce costs and 
make it easier to deliver the training, the company 
developed a multimedia orientation program that 
was computer-based. The computer-based training 
took two to three days to complete and included 
the same information as the face-to-face training.

The computer-based orientation was similar to 
face-to-face orientation in terms of teaching the 
language (such as acronyms and abbreviations) 
and traditions of the organization and giving 
instruction on how to efficiently complete work 
tasks. However, the computer-based training was 
not as effective for conveying information about 
the organization’s goals, politics, and people. The 
end result was that employees who received the 

computer-based orientation were found later to 
have lower job satisfaction and organizational com-
mitment than employees who received face-to-face 
training.

It seems that although computer-based orienta-
tion training can be helpful in some areas, interact-
ing with a computer does not help new employees 
to develop important social relationships or 
understand other social aspects of the organiza-
tion. Effective human resource management thus 
requires that orientation training include the 
human touch.

Source: Information from Michael J. Wesson and Celile Itir 
Gogus, “Shaking Hands with a Computer: An Examination 
of Two Methods of Organizational Newcomer Orientation,” 
Journal of Applied Psychology 90 (2005): 1018–1026.

Technology in HR
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supported by the organization reciprocate with a feeling of obligation toward 
the organization.64 Employees who perceive greater support are more com-
mitted to sticking with the organization and feel a stronger desire to help 
the organization succeed.65 This sense of obligation reduces absenteeism and 
turnover.66 For instance, Fraser’s Hospitality, a hotel organization located in 
Singapore, has achieved below-average turnover by creating a work culture 
that encourages a sense of personal worth and dignity. Treating service work-
ers such as housekeepers and technicians with respect, as well as spending sub-
stantial amounts of money on training and development, has helped Fraser’s 
generate higher profits by increasing occupancy at its hotels.67

A number of organizational characteristics and practices increase percep-
tions of organizational support. Actions of organizational leaders are particu-
larly important. Employees feel greater support from the organization and 
are less likely to quit when they feel that their supervisor cares about them 
and values their contributions.68 Better compensation practices, better-
designed jobs, fairness of procedures, and absence of politics are also critical 
for building perceptions of organizational support.69 In the end, businesses 
that employees view as having fairer human resource practices have higher 
employee commitment and lower rates of employee turnover.70 Organizations 
can therefore improve employee retention through effective human resource 
practices related to leadership, work design, compensation, and performance 
appraisal.

Selecting Employees Who Are Likely to Stay One way to reduce employee 
turnover is to avoid hiring people who are likely to quit. An example of a 
company that does this effectively is FreshDirect, which is profiled in the 
accompanying “Building Strength Through HR” section. Recognizing and 
selecting employees who are likely to stay is critical for organizations. Realistic 
job previews, which we discussed in Chapter 5, offer one method of screening 
out people who are likely to quit. Realistic previews provide job applicants 
with both positive and negative information about the position. A clearer 
understanding of the job and the organization can help employees better 
determine whether the position is right for them. Employees who have more 
realistic expectations about the job are less likely to quit.

Another method of reducing turnover is to directly assess individual differ-
ences related to turnover. We have already seen that some people have char-
acteristics that make them more likely to quit than others. People who spent 
less time in their last job are more likely to quit, for example. Specific scales 
that directly ask how long an applicant plans to stay with the organization 
or that assess certain specific characteristics have also been found to predict 
who quits.71 A good example of using selection practices to reduce employee 
turnover is Via Christi Senior Services, which operates a number of health 
centers for older people in Kansas and Oklahoma. Via Christi uses an online 
screening tool that assesses individual characteristics, such as personality. Use 
of the screening tool helps Via Christi reduce employee turnover and save 
approximately $250,000 each year.72

Promoting Employee Embeddedness
The paths to turnover shown in Figure 7.3 suggest that an employee’s deci-
sion to quit is often set in motion by an initial shock. Organizations can thus 
reduce dysfunctional turnover by insulating employees against such shocks. 
One method of insulating against shocks is to encourage embeddedness, 

Embeddedness
The extent to which an 
employee is tied to an 
organization and to the 
surrounding community.
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which represents the web of factors that ties the individual to the organization. 
Not surprisingly, organizations with Loyal Soldier and Committed Expert HR 
strategies tend to have employees who are more embedded.73 People are more 
embedded when they have strong connections to others, when they have val-
ues and goals that fit with their environment, and when they feel that leaving 
would result in monetary or psychological losses.74 People become embedded 
not only in organizations but also in the communities where they live. People 
are less likely to leave when they are embedded in either the specific organiza-
tion or the surrounding community.75

Some organizations are better than others at promoting embeddedness. 
Doing things to embed the entire workforce is important. To promote embed-
dedness, organizations can provide enjoyable work, desirable work schedules, 
strong promotional opportunities, and good benefits, as well as encouraging 
employees to build positive social relationships with coworkers. Organizations 
use a number of specific approaches to increase embeddedness. Encouraging 
employees to work in teams helps develop strong social relationships within 

FRESHDIRECT

FreshDirect, an online grocer in the New York City 
area, delivers food daily to homes and businesses. 
A source of competitive advantage is purchasing 
food directly from farms, dairies, and fisheries. 
Delivering rather than stocking food in a store also 
reduces costs and improves freshness because each 
type of food can be kept in its optimal climate.

Each day’s orders are assembled between 11 P.M. 
and 11 A.M. The company sells $200 million worth 
of food and ships about 2 million orders of 60 mil-
lion items per year. In 2004, FreshDirect, which 
employs over 1,500 people, realized that it was 
experiencing turnover rates of over 200 percent. 
Since then, it has reduced turnover to 75 percent, 
with a goal of 50 percent. Specific methods that 
have helped reduce turnover include the following:

 • Focusing recruitment efforts in neighbor-
hoods that allow easy commutes.

 • Providing support to new employees who are 
adjusting to working at night and in the cold.

 • Offering better benefits, such as an upgraded 
break room, better meals, and improved 
medical coverage.

 • Tying a portion of managers’ pay to turnover 
rates in each department.

Building Strength Through HR

Sources: Chana Schoenberger, “Will Work with Food,” 
Forbes.com, September 18, 2006; Laura Demars, “Finders 
Keepers,” CFO 22, no. 3 (2006): 8–9.
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ARE COWORKERS CONTAGIOUS?
Are employees affected by the attitudes and behav-
iors of their coworkers? In the specific case of 
employee turnover, the question is whether hav-
ing embedded coworkers makes it more likely 
that somebody is embedded. And whether work-
ing with people who are looking for other jobs is 
contagious in that it influences an employee to also 
look for a new job. Will Felps, Terence Mitchell, 
David Hekman, Thomas Lee, Brooks Holtom, and 
Wendy Harman conducted two studies to answer 
these questions. 

In the first study they obtained data from 8,663 
employees working at 1,037 different golf clubs, 
country clubs, and resorts. They measured the 
job embeddedness of each employee, and then 
assessed whether the embeddedness of others 
working at the club was correlated with an individ-
ual voluntarily quitting. They found that an individ-
ual employee was less likely to quit if his coworkers 
were embedded in their jobs. This effect was inde-
pendent of the employee’s own embeddedness, job 
satisfaction, and commitment to the organization.

In a second study the authors obtained data from 
486 employees working in 45 branches of a retail 
bank. In addition to measures of  embeddedness, 

they measured the job search behaviors of cowork-
ers. Their results found that coworkers who were 
less embedded were more active in searching for 
other jobs. Having coworkers search for alternative 
jobs in turn resulted in a greater likelihood that an 
employee would quit. This suggests that the effect 
of coworker embeddedness on employee quitting 
operates through coworker job searching. Less 
embedded coworkers spend more time searching 
for a different job, which in turn makes it more 
likely that an employee will quit. 

Bottom Line. Coworkers’ attitudes and behav-
iors are indeed contagious. Working with people 
who are not embedded in their jobs and therefore 
looking for alternative work increases the chance 
that an employee will quit. Professor Felps and his 
colleagues thus conclude that organizations should 
actively strive to increase the embeddedness of all 
employees. 

Source: Will Felps, Terence R. Mitchell, David R. Hekman, 
Thomas W. Lee, Brooks C. Holtom, and Wendy S. Harman, 
“Turnover Contagion: How Coworkers’ Job Embeddedness 
and Job Search Behaviors Influence Quitting,” Academy of 
Management Journal 52(2009): 545–561.

How Do We Know?

the organization. Company-sponsored service projects and athletic teams 
build similar relationships in the community. To increase the sacrifice associ-
ated with leaving, compensation packages can reward employees for continu-
ing with the organization for several years. Providing desirable perks such as 
tickets to athletic events and company vehicles can also reduce turnover by 
increasing embeddedness.76 As explained in the “How Do We Know?” feature, 
an individual is also less likely to quit when coworkers are embedded.

Helping employees balance their work and family responsibilities is a 
particularly strong method of increasing embeddedness. Employees with 
family roles that conflict with work roles experience less job satisfaction.77 
In addition, job satisfaction and general life satisfaction are related, so con-
flict between work and family roles reduces happiness both on and off the 
job.78 Indeed, mental health concerns are greater for people who expe-
rience conflict between work and family responsibilities.79 Organizational 
policies and programs such as onsite daycare and flexible work scheduling 
thus increase embeddedness by reducing conflict between work and other 
aspects of life.
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?
CONCEPT CHECK
 1. What are four common paths to voluntary employee 

turnover?
 2. What perceptions and choices explain the process whereby low 

job satisfaction translates into a specific action of quitting?
 3. What can an organization do to reduce voluntary employee 

turnover?

The economic downturn that began in 2008 made it difficult for many orga-
nizations to stay in business. To do so, many organizations had to eliminate 
jobs. These large-scale terminations of employment, which are not simply a 
response to individual employees performing poorly, are known as layoffs.

Unfortunately, layoffs happen fairly frequently. Almost everyone has a 
friend or family member who has lost a job in a layoff, and newspaper stories 
about companies laying off employees have been common over the past few 
years. This section discusses the effects of layoffs on both organizations and 
workers. It also describes steps that organizations can take to reduce the nega-
tive consequences of layoffs.

THE EFFECT OF LAYOFFS ON ORGANIZATIONS
Many organizations lay off employees as part of an overall change effort. In 
some cases, the need for change comes from shifting demand for products 
and services. People no longer want to buy as much of what the organiza-
tion produces. In other cases, competition from rival organizations forces 
the organization to develop more efficient processes. When an organization 
engages in widespread layoffs intended to permanently reduce the size of its 
workforce, it is said to be downsizing.

Downsizing has been promoted as a practice that can help an organization 
shift direction and reorient itself in relation to its customers. An important 
question, then, is whether downsizing and the associated employee layoffs are 
actually helpful for organizations. What happens to organizations that lay off 
workers? Do they really change for the better? Does downsizing help the orga-
nization become more efficient and more profitable?

The fact is, the effects of downsizing on organizations are not altogether 
clear. An organization’s reputation is usually harmed by downsizing.80 Yet, 
research suggests that the financial performance of organizations that have 
downsized is similar to the performance of organizations that have not down-
sized. This finding both supports and challenges the effectiveness of downsiz-
ing. Firms are usually not performing well when they pursue downsizing, so 
finding that their performance is similar to that of competitors after downsiz-
ing suggests that layoffs may initially improve profitability. Yet, firms that use 

Layoffs
Large-scale terminations of 
employment that are unrelated 
to job performance.

Downsizing
Widespread layoffs with the 
objective of permanently 
reducing the number of 
employees.

How Do Layoffs Affect Individuals and Organizations?

LEARNING OBJECTIVE 3
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downsizing do not have higher performance in subsequent years. This sug-
gests that downsizing may not help an organization become more efficient 
and increase long-term productivity.81

Furthermore, the effect of downsizing is not the same for all organiza-
tions. Some organizations appear to benefit more than others. About half 
the firms that downsize report some benefit, whereas half report no improve-
ment in profits or quality.82 Downsizing is most harmful to organizations 
with long-term employment relationships; those pursuing Loyal Soldier and 
Committed Expert HR strategies.83 Downsizing also seems to present the 
most problems when an organization reduces its workforce by more than 
10  percent and makes numerous announcements of additional layoffs.84 
Moreover, reasons behind downsizing also seem critical. Firms that downsize 
as part of a larger strategy to change before problems become serious are 
generally valued more by investors than firms that downsize after problems 
have already occurred.85 In the end, then, downsizing alone is not as effective 
as downsizing combined with other efforts to change.86 For example, down-
sizing that eliminates supervisory positions and reduces hierarchy seems to 
be particularly beneficial.87

THE EFFECTS OF LAYOFFS ON INDIVIDUALS
Being laid off from a job is a traumatic experience. Work provides not only an 
income but also a sense of security and identity, which are critical for psycho-
logical health. But the impact of downsizing goes beyond those who lose their 
jobs. Widespread layoffs can also have a negative effect on employees who 
remain with the organization.

Consequences for Layoff Victims
Layoff victims—the individuals who actually lose their jobs—experience a 
number of problems. Job loss begins a chain of negative feelings and events, 
including worry, uncertainty, and financial difficulties. Layoff victims are 
likely to suffer declines in mental health and psychological well-being, as well 
as physical health. They also experience less satisfaction with other aspects of 
life, such as marriage and family life.88

As we might expect, people who spend more effort on finding a new job 
are more likely to be reemployed quickly.89 Unfortunately, those who work 
the hardest to find a new job often suffer the most negative consequences to 
their physical and mental well-being, as efforts to obtain a new job often result 
in rejection and frustration.

Figure 7.5 illustrates how individuals cope with job loss:

 • Individuals with high work-role centrality, which is the extent to which 
work is a central aspect of life, derive much of their life satisfaction from 
having a good job. These individuals suffer more from job loss than do 
individuals for whom work is less important.

 • Individuals who have more resources cope better. Common resources 
include financial savings and support from close friends and family 
members.

 • Mental perceptions are also critical. Individuals who have positive per-
ceptions of their abilities to obtain a new job, and who perceive that the 
job loss did not result from something they did wrong, cope better than 
others.90

Layoff victims
Individuals whose employment 
is terminated in a layoff.

Work-role centrality
The degree to which a person’s 
life revolves around his or her 
job.

c07.indd   268c07.indd   268 07/04/11   7:34 PM07/04/11   7:34 PM



How Do Layoffs Affect Individuals and Organizations? 269  

 • Strategies for coping with the job loss can also affect individual well-
being. People who focus their efforts on solving problems and who deal 
constructively with their emotions have fewer health problems. People 
who feel that they can control the situation and obtain a new job are less 
harmed than those who perceive that they have little personal control.91 
Setting goals, proactively managing emotions, and being committed to 
getting back to work also facilitate reemployment.92

The quality of the job the victim finds to replace the one lost is another 
important factor in determining the long-term consequences of a layoff. 
Individuals who find new jobs that they enjoy, and that pay well, are less 
traumatized by the experience of job loss.93 Perceptions of fairness sur-
rounding the layoff process also have a critical impact on how victims expe-
rience a layoff.94 Organizations should thus strive for fairness during the 
layoff process.

Consequences for Layoff Survivors
Layoff survivors are employees who continue to work for the downsizing orga-
nization. It seems better to be a survivor than a victim. However, even those 
whose jobs are not eliminated often react negatively to downsizing.

In many ways survivors’ reactions are similar to victims’ reactions. Like vic-
tims, survivors can have negative reactions, including anger at the loss expe-
rienced by coworkers and insecurity concerning the future of their own jobs. 
Survivors may also experience some positive emotions, however. They might 
feel relief that their own jobs were spared. These feelings result in a number 
of possible outcomes related to job satisfaction, commitment to the organiza-
tion, and work performance.95

One possible reaction of employees who survive a layoff is increased moti-
vation and performance. In some cases, individuals who remain employed 
feel an obligation to work harder to show that their contributions are indeed 
more valuable than the workers who were let go.96 However, this effect does 

Layoff survivors
Individuals who continue to 
work for an organization when 
their coworkers are laid off.

Figure 7.5 Coping 
with Job Loss and 
Unemployment. Source: 
Adapted from Frances M. 
McKee Ryan, Zhaoli Song, 
Connie Wanberg, and Angelo 
J. Kinicki, “Psychological and 
Physical Well-Being During 
Unemployment: A Meta-Analytic 
Study,” Journal of Applied 
Psychology 90 (2005): 56. 
Adapted with permission.
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not occur for all survivors. Effort increases the most for survivors who perceive 
a moderate threat to their own jobs. If people feel that their jobs are com-
pletely insulated from future layoffs, or if they believe it is only a matter of 
time before their own jobs are eliminated, they are unlikely to increase their 
efforts. Employees who are the primary wage earners in their households are 
also more likely to increase their efforts after observing coworker layoffs.97 
These effects on survivors are illustrated in Figure 7.6.

Even if they increase their performance, many survivors suffer in terms of 
psychological and emotional health. Anxiety, anger, and fear lead some indi-
viduals to withdraw from the organization. In addition, fewer workers mean 
greater work responsibilities for those who remain, resulting in greater stress 
among workers.98 Many who were not laid off begin to search voluntarily for 
new jobs.99

Similar to victims, an important factor in determining whether survivors will 
react positively or negatively is the fairness that they perceive in the layoff pro-
cedures. Survivors suffer less stress and fewer negative reactions when they 
believe the layoff procedure was fair.100 Survivors also react more positively 
when they feel that victims received adequate compensation.101 Effective 
human resource management practices that assure fair treatment and provide 
surviving employees with opportunities for personal development are there-
fore critical for reducing the negative impact of downsizing.102 

REDUCING THE NEGATIVE IMPACT OF LAYOFFS
The best method for reducing the negative impact of layoffs is to avoid them. 
The value of avoiding layoffs was illustrated in the U.S. airline industry follow-
ing the terrorist attacks of September 11, 2001. The attacks reduced demand 
for air travel and forced airlines to explore methods of reducing costs and 
increasing efficiency. Some airlines included downsizing as part of these 
efforts. Other airlines with financial reserves and good strategic plans did not 

Figure 7.6  Responses of Layoff Survivors. Source: Adapted from Joel Brockner, 
“The Effects of Work Layoffs on Survivors: Research, Theory, and Practice,” Research in 
Organizational Behavior 10 (1988): 221. © Copyright Elsevier 1988.
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need to downsize. Those that did not downsize were more effective in the 
long run.103 Having a clear plan and accurately forecasting labor needs can 
help reduce the need for layoffs. 

Of course, avoiding layoffs isn’t always possible. Table 7.3 presents a sum-
mary of alternatives to layoffs. When layoffs are unavoidable, laying off low 
performers is generally more effective than laying off employees across the 
board. Not hiring new workers when current employees voluntarily quit or are 
terminated for cause can effectively reduce the employee count. Many organi-
zations also encourage early retirement. The natural process of not replacing 
people who leave is less painful than layoffs, but this strategy can take a long 
time if employees don’t leave the organization very often.

Another solution is to reduce or eliminate overtime. Yet another is to ask 
employees to share jobs, so that each works fewer hours than a normal work-
week. Although working fewer hours will reduce employees’ pay, total job loss 
would reduce it much more. Employees might also be transferred to other 
parts of the organization that are experiencing growth. Such transfers often 
allow an organization to change while retaining quality workers. Finally, orga-
nizations can have their employees perform tasks that were previously con-
tracted to outside firms.104

When layoffs are necessary, effective communication of downsizing deci-
sions and plans is particularly critical. Too often, organizations make the mis-
take of not involving employees in the decision process. Being honest and 
giving employees access to information can help alleviate many of the nega-
tive consequences of downsizing.105 Table 7.4 provides specific guidelines for 
making announcements about layoffs.106 Organizational leaders who carefully 
plan the announcement process are more likely to be perceived as fair and to 
retain the support of both layoff victims and survivors.

Understanding legal issues is also important for successful downsizing. 
Layoffs must be completed without discrimination. Analyses should be con-
ducted to determine the impact of layoffs on women, members of minority 
groups, and older workers. As mentioned in Chapter 3, layoffs often have 
more impact on older workers. Replacing older workers with younger workers 
is illegal in many cases and in any event may open the organization to allega-
tions of discrimination. Once again, the fairness with which employees are 
treated is an important predictor of legal actions. Layoff victims perceive less 
discrimination when their supervisors communicate with them honestly.107

Alternative Description

Human resource planning Long-term strategic planning to determine the number of workers that will be needed at various points 
in the future

Hiring freezes Not replacing workers who quit or retire

Voluntary early retirement Using financial incentives to induce employees near retirement age to retire early

Reduction of overtime Eliminating the opportunity for workers to work more than the hours in a normal work week

Job sharing Having employees share jobs so that neither works a full work week

Retention of contracted work Having employees do work tasks that might have been outsourced to other firms

Source: Information from Peter Allan, “Minimizing Employee Layoffs While Downsizing: Employer Practices That Work,” International 
Journal of Manpower 18 (1997): 576.

Table 7.3 Alternatives to Layoffs
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Unfortunately, sometimes employees fail to carry out their duties in an accept-
able manner. We have already seen that retaining employees who do not per-
form at an adequate level is harmful to an organization, particularly when 
the organization is pursuing a differentiation strategy. Of course, it is usu-
ally wrong to terminate problem employees without giving them a chance to 
improve. The process whereby management takes steps to help an employee 
overcome problem behavior is known as discipline. In essence, discipline is 
instruction with the purpose of correcting misbehavior.

The world of sports provides some high-profile examples of discipline. 
Almost every college football team has suspended players for violating team 
rules. Professional athletes are frequently suspended from practice and games 
for violating substance-abuse policies. Each instance of drug use results in a 
greater penalty, and players who continue to violate the rules may be expelled 
from the team and the league. Athletes, whether at the college or professional 
level, are representatives of their organizations who are expected to follow a 
certain code of conduct. Discipline is the corrective action that occurs when 

Discipline
Organizational efforts to correct 
improper behavior of employees.

Action Description

Develop a strategy Plan the process for communicating information

Appraise level of controversy Assess how employees are likely to react

Evaluate legal issues Incorporate legal advice into plans for announcing layoffs

Evaluate organizational history Determine how culture, climate, and rumors will affect the timing and content of the announcement

Recognize the grapevine Understand rumors and seek to control informal information

Consider multiple announcements Make different announcements to employees and outside interests such as the media and investors

Choose the right person to announce Assess whether supervisors and managers can effectively make the announcement

Announce to employees first Preserve trust and credibility by telling employees before the media

Choose an appropriate channel Face-to-face communication is better when issues are complex and controversial

Evaluate message content Share the information that is available but don’t speculate

Source: Information from Larry R. Smeltzer and Marie F. Zener, “Minimizing the Negative Effects of Employee Layoffs Through 
Effective Announcements,” Employee Counseling Today 6, no. 4 (1994): 3–9.

Table 7.4 Minimizing the Negative Effects of Layoffs

?
CONCEPT CHECK
 1. How does downsizing affect organizations in the short term? 

in the long term?
 2. What are the common reactions of downsizing victims?
 3. How do employees who remain with an organization react 

when they see their coworkers being laid off?

What Are Common Steps in Disciplining Employees?

LEARNING OBJECTIVE 4
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the code is not followed. The ultimate goal of discipline is to change behavior 
and help the individual become a contributing member of the team.

Most organizations and workplace leaders face similar discipline problems 
with employees, although these problems are less public. Employees who are 
not meeting organizational expectations are disciplined as part of a process 
aimed at changing undesirable behavior. Organizations whose employees 
belong to labor unions generally work with union officials to administer dis-
cipline. We will discuss this process in Chapter 13. Most other organizations 
adopt formal discipline procedures based on the notion of providing due 
process.

PRINCIPLES OF DUE PROCESS
Due process represents a set of procedures carried out in accordance with 
established rules and principles. The underlying intent of due process is to 
make sure employees are treated fairly. A number of court cases and decisions 
by labor arbitrators have established a set of principles, summarized here, that 
organizations should follow to provide due process for employees.108

 1. Employees have a right to know what is expected of them and what will hap-
pen if they fail to meet expectations. It would be unfair to expel a college 
basketball player for allowing a team booster to give him gifts, for example, 
if the player didn’t know it was wrong. Similarly, a production employee 
should not be punished for failing to clean a machine if she is not aware 
that the machine needs cleaning. Effective discipline requires that organiza-
tions communicate clear expectations for acceptable behavior.

 2. Discipline must be based on facts. A college would not fire a football 
coach for providing money to recruits without gathering facts about what 
actually happened. Reducing a steel worker’s pay for being consistently 
late to work is also improper unless evidence shows that he has actually 
been late a specific number of times. Disciplinary actions should be car-
ried out only after a careful investigation of the facts and circumstances. 
Fair investigations involve obtaining testimonial evidence from witnesses 
and those involved. Documents and physical evidence can also provide 
key details to either support or refute allegations against employees.109

 3. Employees should also have a right to present their side of the story. 
A football player who is accused of punching a teammate should not be 
disciplined until he is allowed to describe his actions and the circum-
stances that led to those actions. In the same way, a sales representative 
accused of falsifying expense reports must be given a chance to explain 
his financial records. Employees should also have the right to appeal 
 decisions. Providing the opportunity for another person to evaluate 
the facts of the case and the decision of the supervisor is important for 
 ensuring fair and consistent treatment.

 4. Any punishment should be consistent with the nature of the offense. A 
track team runner who is late for one meeting should not be removed 
from the team. Neither should an employee who becomes angry with a 
single customer be fired. In addition, the procedures used to  investigate 
the alleged offense and the nature of the punishment should be  consistent 
with common practices in the organization. Disciplining an individual for 
doing something that is routinely done by others who go unpunished can 
be evidence of discrimination against the person receiving the discipline.

Due process
A set of procedures carried out 
in accordance with established 
rules and principles and aimed 
at ensuring fairness.
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THE PROCESS OF PROGRESSIVE DISCIPLINE
Some forms of misconduct are so serious that they result in immediate ter-
mination of an employee. For instance, it might be appropriate to fire an 
employee who physically attacks a client. Stealing from the company might 
also be grounds for immediate dismissal. In such cases, due process gener-
ally allows termination of employment once the facts have been discovered. 
However, most offenses are not serious enough to warrant immediate dis-
missal, and in these cases, due process requires the organization to allow 
employees to correct their misbehavior. In the interest of giving employees 
an opportunity for improvement, as well as clearly conveying expectations for 
behavior, most organizations have adopted a process of progressive discipline.

In the progressive discipline process, management provides successively 
more severe punishment for each occurrence of negative behavior. A supervi-
sor meets and discusses company policy with an employee the first time an 
unacceptable behavior occurs. No further action is taken if the misbehavior 
is not repeated. The employee is punished if the misbehavior is repeated. 
Subsequent instances of the misbehavior are met with harsher punishment 
that eventually results in termination of employment.

Although the number of steps and actions differ by organization, most pro-
gressive discipline systems include at least four steps.110 Figure 7.7 presents 
the four basic steps.

The first step is a verbal warning. The supervisor clearly communicates what 
the employee did wrong and informs the employee of what will happen if the 
behavior occurs again. If the behavior is repeated, the employee receives a 
written warning. This warning is usually placed in the employee’s personnel file 
for a period of time. A repeat of the behavior after the written warning leads 
to suspension. The employee cannot come to work for a period of time and 
in most cases will not be paid. A suspension is usually accompanied by a final 
written warning that clearly states the employee will be dismissed if the behav-
ior occurs again. The final step is discharge from the organization.

Progressive discipline
Discipline involving successively 
more severe consequences for 
employees who continue to 
engage in undesirable behavior.

Figure 7.7 Steps for Progressive Discipline.

Step 1: Verbal Warning
• The supervisor meets with the employee to discuss the problem behavior
  and consequences of future occurrences of the behavior

Step 3: Suspension
• The employee is not allowed to work for a period of time and generally
  receives no pay

Step 2: Written Warning
• The supervisor completes a written form that describes the problem behavior
  and consequences of future occurrences of the behavior

Step 4: Dismissal
• The employment relationship is terminated
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The concept of progressive discipline thus emphasizes the need for organi-
zations to allow employees an opportunity to correct inappropriate behavior. 
This is a time when human resource professionals can help mediate poten-
tial conflicts if the employee does not respond to the manager’s requests for 
changes in behavior.

A common problem associated with progressive discipline is that super-
visors are sometimes unwilling to take the first step in the process. Most 
supervisors, like the rest of us, seek to avoid conflict. As a result, they 
often ignore instances of misbehavior. (If you don’t believe this, just think 
of group  projects you complete as part of your university classes. A low- 
performing group member is seldom confronted by teammates.) Managers 
are also reluctant to discipline employees when they perceive unfairness in 
the disciplinary process, as explained in the “How Do We Know?” feature. 
Developing fair procedures is thus critical. Managers are also more likely 
to discipline employees when they know they will be supported by leaders 
above them in the organization, when they have been trained to deliver 
discipline properly, and when there is a pattern of constructive discipline 
within the organization.111

DO MANAGERS THINK DISCIPLINE IS FAIR?
Are discipline procedures fair? The answer might 
depend on whom you ask. Perhaps managers per-
ceive discipline as fair, even when employees receiv-
ing the discipline think it is unfair. But are there 
times when managers also believe that discipline 
is unfair? Kenneth Butterfield, Linda Trevino, 
Kim Wade, and Gail Ball sought to find out. They 
asked 62 experienced human resource managers 
to report on instances of discipline and then rate 
the instances in terms of fairness.

The results suggested that managers  perceive 
discipline as fair when they believe that the 
employee knew the offending behavior was wrong 
and expected to be punished for it. Ratings of 
fairness were also higher when the managers felt 
that the consequence was appropriate given the 

seriousness of the misbehavior and when there 
was a clear link between the misbehavior and the 
consequence.

The Bottom Line. Discipline is perceived as 
fair when it follows the principles of due process. 
The authors conclude that perceptions of fairness 
are important to managers and that managers feel 
better about carrying out discipline when employ-
ees accept some blame for the misconduct.

Source: Information from Kenneth D. Butterfield, 
Linda Klebe Trevino, Kim J. Wade, and Gail A. Ball, 
“Organizational Punishment from the Manager’s 
Perspective: An Exploratory Study,” Journal of Managerial 
Issues 17 (2005): 363–382.

How Do We Know?

?
CONCEPT CHECK
 1. What are the four principles of due process?
 2. What are the steps for progressive discipline?
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Having to dismiss employees is one of the most difficult tasks that a manager 
faces. Just think how much people’s lives change when their employment is 
terminated. Suddenly, they don’t have scheduled activities that fill their time; 
they no longer interact frequently with some of their closest social contacts; 
and of course, their source of financial security is gone. When employees are 
terminated, organizations often use outplacement services to help them both 
cope with emotional struggles and obtain new employment. Nevertheless, 
the actual dismissal of an employee will generally be up to the employee’s 
manager.

OUTPLACEMENT SERVICES
Outplacement services provide employees who have been dismissed from an 
organization with assistance in finding new jobs. In many cases, outplacement 
services are provided by outside firms. An outside firm is often in a better posi-
tion to work with dismissed employees, since these employees may feel some 
resentment toward the organization that dismissed them. Indeed, displaced 
workers who receive outplacement assistance from an outside source gener-
ally experience more positive reactions and are more likely to find a position 
that is comparable to the job that was lost.112

Outplacement services normally include testing and assessments to help 
displaced workers understand the type of work for which they are most quali-
fied. Employment counselors provide guidance to improve job search skills in 
areas such as résumé preparation and interviewing. Many outplacement firms 
offer financial planning advice. Psychological counseling to deal with grief, 
anger, and anxiety is also frequently provided not only to displaced workers 
but also to their spouses. Finally, some outplacement firms provide actual job 
leads.

THE DISMISSAL MEETING
Outplacement services can help alleviate some of the anxiety associated with 
job loss. Nevertheless, the actual event in which a person is told that his or her 
employment is being terminated is highly stressful. Managing this event in the 
right way is critical if the organization is to show respect for employees and 
maintain a good reputation.

An example from Radio Shack a few years back illustrates how not to fire 
employees. One day, 400 employees opened their email accounts to learn that 
they had been dismissed from the company. The messages reportedly read, 
“The workforce reduction notification is currently in progress. Unfortunately, 
your position is one that has been eliminated.” Sending such traumatic 
news via email is insensitive to the needs of employees and has been widely 
criticized.113

Outplacement services
Professional assistance provided 
to help employees who have 
been dismissed to cope with job 
loss and find new positions.

How Should Employee Dismissals Be Carried Out?

LEARNING OBJECTIVE 5
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Because of the emotional nature of dismissal, face-to-face meetings are usu-
ally best. Most experts also agree that employees should not be dismissed on 
a Friday. A late-week dismissal leaves the terminated employee with two days 
of time before actions can be taken to recover from the bad news. Dismissals 
early in the week allow the individual an opportunity to get right to work at 
finding a new job and reduce the amount of time thinking about how bad 
things might get.

A few key principles should guide communication during the dismissal 
meeting.114 In most cases, it is best to have a third person present to serve as 
a witness. It is important to tell the employee directly that he or she is being 
dismissed. Although many managers find it difficult to convey the news, an 
effective dismissal requires a clear statement that the person’s employment 
is being terminated. In addition, the meeting should be brief. If principles of 
due process have been followed, the employee should already know why he 
is being fired. The dismissal meeting is not a time for a lengthy discussion of 
how things might have been different.

Once the bad news has been delivered, the manager should listen to the 
employee who is being dismissed. There is no need for the manager to argue 
or to defend the action. This is an emotional moment, and some individuals 
will simply need to vent their frustration. Finally, it is usually best to present a 
written summary of the meeting to the employee being dismissed. The sum-
mary should include information like when the last day of employment will 
be, how to return company equipment such as keys and computers, and what 
will happen to health insurance and other benefits.

The dismissal meeting should include a discussion of severance compensa-
tion if it is being offered. Severance compensation provides money to help 
cover living expenses during the upcoming period of unemployment. In many 
cases, severance compensation is given only if the dismissed worker agrees in 
a contract not to pursue legal action against the company for discrimination 
or other reasons.

The safety of the supervisor and other workers has become an increas-
ingly important consideration. When possible, security personnel should be 
alerted before a dismissal takes place. They can plan to provide assistance if 
the person becomes violent or makes threatening statements. The security 
personnel should be close at hand if past behavior suggests that the person 
being terminated will react in a violent manner. The dismissed employee 
may also need to be escorted from the work site if the organization works 
with highly sensitive information or if the employee is being terminated for 
offenses such as theft or violence with coworkers.

Severance compensation
Money provided to an employee 
as part of a dismissal package.

?
CONCEPT CHECK
 1. How can an outplacement firm help an organization 

 manage employee dismissals?
 2. What should a manager do and say when she tells an 

employee he is being fired?
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IN THE MANAGER’S PERSPECTIVE THAT OPENED THE  CHAPTER, 
RITHICA FELT CONCERN ABOUT AN EMPLOYEE WHO HAD 
JUST QUIT. SHE WAS ALSO THINKING ABOUT  CONFRONTING 
AN EMPLOYEE WHOSE PERFORMANCE WAS UNACCEPTABLE. 
FOLLOWING ARE THE ANSWERS TO THE “WHAT DO YOU 
THINK?” QUIZ THAT FOLLOWED THE MANAGER’S PERSPECTIVE. 
WERE YOU ABLE TO CORRECTLY IDENTIFY THE TRUE STATE-
MENTS? CAN YOU DO BETTER NOW?

1. Workers are less likely to quit when they feel the organiza-

tion cares about their personal needs.  TRUE.  In dividuals 

who feel they receive support from the organization are 

more likely to remain with the organization, even if they 

have experiences that cause them to think about leaving.

2. Decisions to quit often begin with a specific event that 

causes employees to evaluate their work situation. 

 TRUE.   In most cases, a specific event can be identi-

fied as the point where the employee begins to think 

about leaving the organization.

3. It doesn’t really matter how you fire people, as long 

as you make it clear that their employment is being 

terminated.  FALSE. It is important for the person 

doing the firing to make it clear that the person is 

being dismissed, but a number of other issues should be 

addressed to minimize the trauma of firing someone.

4. In order to defend against poten-

tial lawsuits, an organization 

should carefully document methods 

of disciplining problem employees.  

TRUE.   Principles of due process and progressive disci-

pline suggest that employees should receive clear writ-

ten warnings as part of the disciplinary process.

5. Employees who see coworkers losing their jobs become 

more committed to staying with the organization. 

 FALSE.  In many cases, layoff survivors begin to look 

for jobs at other organizations.

Rithica’s frustration with employees who quit and employ-

ees who perform poorly is not uncommon. High employee 

turnover is costly. Rithica is therefore wise to consider 

ways to increase the chances of good employees staying 

with the restaurant. She is also being an effective leader 

when she takes actions to help low performers such as 

Grant improve. The principles of due process and the steps 

of progressive discipline can guide Rithica’s efforts. These 

and other concepts in this chapter provide information 

about effective methods of retaining employees, as well 

as effective ways to discipline and dismiss employees 

whose performance is inadequate.

    

  

  

  

  

A  M A N A G E R ’ S  P E R S P E C T I V E  R E V I S I T E D

SUMMARY

Employee retention is critical for organizations 
pursuing internal labor strategies. Competitive 
advantage for an organization with a Committed 
Expert HR strategy comes from retaining employ-
ees who develop specialized skills that allow them 
to be more productive than employees working for 

competitors. Organizations with a Loyal Soldier HR 
strategy save money by offering job security in place 
of high wages.

Effective employee separation is important for 
organizations with differentiation strategies. A 
Committed Expert HR strategy involves quickly 
identifying low performers and encouraging them 
to leave rather than pursue a career with the orga-
nization. For organizations with a Free Agent 
HR strategy, frequent turnover of employees is 

How are employee retention and 
separation strategic?

LEARNING OBJECTIVE 1
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most suffer  negative psychological consequences. 
Organizations can reduce the negative conse-
quences of downsizing by being fair and commu-
nicating honestly with both victims and survivors.

expected and is often helpful for ensuring that 
employee skills are up-to-date.

Employee turnover usually begins with a specific 
event that causes the individual to think about 
leaving the organization. Sometimes, however, 
employees develop a general sense of dissatisfac-
tion that eventually causes them to leave. Low job 
satisfaction is strongly related to employee turn-
over. Employees who are not satisfied with their 
jobs begin to withdraw from the organization and 
may eventually quit. Organizations can reduce 
turnover by conducting satisfaction surveys to iden-
tify employee concerns and needs. Socialization 
processes help new employees become more 
comfortable with the organization and build-
ing perceptions of organizational support among 
employees increases their sense of commitment to 
the organization. Selection practices that identify 
individuals who are less likely to leave can reduce 
turnover, as can encouraging employees to build 
social relationships within the organization and 
the community.

How can undesirable employee turnover 
be reduced?

LEARNING OBJECTIVE 2

How do layoffs affect individuals and 
organizations?

LEARNING OBJECTIVE 3

The organizational benefits of downsizing are 
unclear. Downsizing is most common in organiza-
tions struggling with profitability. There is, how-
ever, little evidence of long-term improvement 
in organizational performance after downsizing. 
Individuals who lose their jobs experience a num-
ber of negative effects, including decreased psycho-
logical and physical health. Some layoff survivors 
may increase their individual performance, but 

Employee discipline is most effective when it 
follows principles of due process. Due process 
requires that employees be clearly informed about 
what is expected of them. Any punishment for 
misbehavior should follow careful examination of 
facts, and the offending employee should have an 
opportunity to defend himself. Punishment should 
also be consistent with the nature of the misbehav-
ior. Progressive discipline procedures help ensure 
due process. Progressive discipline moves from ver-
bal warning to written warning, to suspension, and 
finally to discharge.

What are the common steps in 
disciplining employees?

LEARNING OBJECTIVE 4

How should employee dismissals be 
carried out?

LEARNING OBJECTIVE 5

Having to fire someone is a difficult part of the 
management job. Outplacement services alleviate 
some of the negative effects of dismissal by helping 
displaced employees improve their job skills, pro-
viding emotional support, and sometimes supplying 
information about alternative jobs. An employee 
dismissal meeting can be stressful, but following 
proper procedures helps preserve both the dignity 
of individuals and the reputation of the organiza-
tion. Dismissal should take place in a brief face-
to-face meeting. Important facts and information 
about the dismissal should be written down and 
presented to the person being dismissed. Planning 
should also address the safety of other employees 
and the manager conducting the dismissal meeting.

KEY TERMS

Discipline 272
Downsizing 267
Due process 273
Dysfunctional turnover 255
Embeddedness 264

Employee retention 250
Employee separation 250
Exit interview 261
Involuntary turnover 255
Job satisfaction 258
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Layoffs 267
Layoff survivors 269
Layoff victims 268
Outplacement services 276
Perceived organizational support 263
Progressive discipline 274

Severance compensation 277
Socialization 262
Voluntary turnover 255
Withdrawal 260
Work-role centrality 268

DISCUSSION QUESTIONS

 1. How can SAS compete with other software 
firms when its employees appear to work less 
than the employees at competing firms?

 2. Do you think a fast-food restaurant such as 
Arby’s would benefit from reducing turnover 
of cooks and cashiers? What could the com-
pany reasonably do to encourage employees to 
stay? What problems might occur if employees 
stayed for longer periods of time?

 3. Do you think the university you attend makes 
a concerted effort to dismiss low-performing 
workers? How does the university’s approach 
to dismissing low performers affect overall ser-
vices for students?

 4. What are some specific events that might cause 
you to leave an organization without having 
found a different job?

 5. Which dimensions of job satisfaction are most 
important to you? Would you accept less pay to 
work in a job with better coworkers? How impor-
tant is doing work that you find enjoyable?

 6. What things keep you embedded in your cur-
rent situation? Are there personal and family 
factors that encourage you to keep your life 
as it is? Can you identify social relationships 
that might influence you to avoid moving to 
another university or a different job?

 7. Why do you think organizations that lay off 
workers frequently fail to improve their long-
term performance?

 8. Some people who have been layoff victims 
look back on the experience as one of the best 
things in their lives. Why might a victim say 
such a thing several years after the layoff?

 9. Can you identify a time when a low- performing 
individual has not been disciplined by a 
leader? How did the lack of discipline affect 
the poor performer? How did it affect other 
workers or team members?

 10. As a manager, what would you say to a person 
whom you were firing?

EXAMPLE CASE Apparel Inc.

To better understand the challenges that managers on the front lines of 
downsizing efforts face in delivering messages with dignity and respect, 
we conducted a study of a Fortune 500 company that we call Apparel Inc. 
(we disguised the corporation’s real name to preserve confidentiality). Both 
line managers and HR managers at Apparel Inc. reported difficulty handling 
layoff conversations. For line managers, the experience was challenging for 
two reasons: their limited experience with dire personnel situations and their 
existing relationships with the affected employees. Many managers had genu-
ine friendships with their direct reports and knew or had met their employ-
ees’ families. Although HR managers tended to have more experience with 
terminations than line managers, they nonetheless found downsizing conver-
sations to be difficult and emotionally unwieldy. An HR manager with years 
of experience handling layoff conversations made this point: “It’s a pretty 
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horrific event, frankly. It’s not easy and it’s never easy to get used to.” HR 
managers and line managers alike reported experiencing a range of negative 
emotions, often at a high level of intensity. Emotions ranged from anxiety and 
fear to sympathy and guilt—sometimes, even shame. One manager described 
the physical effects of anxiety both before and during the event:

Internally there is a nervous stomach, you feel on edge. Sometimes you 
get physically nauseous or headache. Very often the night before or after 
you have very bad dreams that are not necessarily related to the downsiz-
ing itself, but from the stress. There is a degree of nervousness that almost 
makes you have to step back and say, “I have to be calm, I can’t show that 
I am nervous about delivering this message.”

Alongside anxiety, managers conducting layoffs experience sympathy 
and sadness. One manager explained: “It is very difficult from an emotional 
standpoint knowing you are dealing with somebody’s livelihood, dealing with 
somebody’s ego, dealing with somebody’s ability to provide for their family.” 
Another manager concurred, emphasizing how distressing it can be to deliver 
the negative news:

If I am about to cry because this is upsetting me as much as it is upsetting 
the other individual, I am definitely going to try not to cry. But the emotion 
that I feel is genuine in terms of the unhappiness or the sorrow that I am 
feeling that I have to deliver this message to someone.

QUESTIONS
 1. What are some ways that managers might cope with negative emotions 

when they are forced to lay off employees?
 2. Why might someone argue that it is a good thing for managers to feel 

such negative emotions?
 3. How do you think you would personally react to the task of laying off workers?

Source: Andrew Molinsky and Joshua Margolis, “The Emotional Tightrope of Downsizing: Hidden 
Challenges for Leaders and Their Organizations,” Organizational Dynamics 35 (2006): 145–159. 
Copyright Elsevier 2006.

DISCUSSION CASE County General Hospital

County General Hospital is a 200-bed facility located approximately 150 miles 
outside Chicago. It is a regional hospital that draws patients from surrounding 
farm communities. Like most hospitals, County General faces the difficult task 
of providing quality care at a reasonable cost.

One of the most difficult obstacles encountered by the hospital is finding 
and retaining qualified nurses. The annual turnover rate among nurses is 
nearly 100 percent. A few of the nurses are long-term employees who are either 
committed to County General or attached to the community. Employment 
patterns suggest that many of the nurses who are hired stay for only about 
six months. In fact, County General often appears to be a quick stop between 
graduation from college and a better job.

Many who leave acknowledge that they were contacted by another hospital 
that offered them more money. Exit interviews with nurses who are leaving 
similarly suggest that low pay is a concern. Another concern is the lack of 
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social atmosphere for young nurses. Nurses just finishing college, who are 
usually not married, complain that the community does not provide them 
enough opportunity to meet and socialize with others their age.

Hospital administrators are afraid that paying higher wages will cause finan-
cial disaster. Big insurance companies and Medicaid make it difficult for them 
to increase the amount they charge patients. However, the lack of stability 
in the nursing staff has caused some noticeable problems. Nurses sometimes 
appear to be ignorant of important hospital procedures. Doctors also com-
plain that they spend a great deal of time training nurses to perform proce-
dures, only to see those nurses take their new skills someplace else.

QUESTIONS
 1. Turnover is high at almost every facility where nurses are employed. 

What aspects of nursing make turnover for nurses higher than for many 
other jobs?

 2. What programs do you suggest County General might implement to 
decrease nurse turnover? Be specific.

 3. How might County General work with other hospitals to reduce nurse turnover?

EXPERIENTIAL 
EXERCISE Learning about Discipline Procedures

Examine the website for your university to locate information that guides the 
disciplinary actions of supervisors. If you can’t locate this information for your 
university, visit a few websites for other universities. Examine the supervisor 
guidelines and answer the following questions:

 1. What does the university do to ensure due process?
 2. How many steps are in the university plan for progressive discipline? Are 

the steps similar to the four steps outlined in this chapter?
 3. What involvement does the human resource department have in cases of 

employee discipline?
 4. Does the site offer guidance for how to deal with specific instances of 

employee misbehavior?
 5. What steps can an employee take to appeal a disciplinary action?
 6. Are any unions involved in disciplinary procedures?
 7. Based on your experiences with the university, do you think supervisors 

actually follow the steps of progressive discipline? 

INTERACTIVE
EXPERIENTIAL EXERCISE

Turnover: Dealing with the Good, the Bad, 
and the Ugly at Global Telecommunications
http://www.wiley.com/college/sc/stewart

Access the companion website to test your knowledge by completing a 
Global Telecommunications interactive role-playing exercise.
In this exercise you work with another client, Global Telecommunications. 
Global has adopted a Committed Expert HR strategy. Unfortunately, it has 
some potential turnover problems. In a few minutes, you will meet with a key 
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 member of senior management who has posted her résumé online and is 
actively looking for a new job. How will you handle this discussion? Another 
problem concerns an employee who, in management’s view, is a detriment to 
his department and truly needs to be fired. He can be very emotional and is 
viewed as having a bad temper. Before this person can be fired, you will need 
to make sure all appropriate steps have been taken. This will be a challenging 
assignment. As you begin reviewing his file, the senior management mem-
ber arrives for her meeting with you. Good luck—she doesn’t look happy to 
be here. •
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Measuring Performance 
and Providing Feedback

C h a p t e r  8

A  M A N A G E R ’ S  P E R S P E C T I V E
TYRONE FEELS EXHAUSTED. AS MANAGER OF THE 
LOCAL HARDWARE STORE, HE JUST COMPLETED AN 
ANNUAL PERFORMANCE REVIEW FOR EACH OF HIS 
EMPLOYEES. HE STRUGGLED TO SEPARATE THE GOOD 
AND BAD EMPLOYEES. WAS HE RIGHT TO CARE-
FULLY IDENTIFY THE TOP PERFORMERS OR SHOULD 
HE HAVE JUST RATED EVERYONE THE SAME?

One of the things that Tyrone found most dif-
ficult was how to account for different aspects of 
performance. One of the sales representatives—
Joe—had the highest sales volume, but often 
refused to help other less experienced coworkers. 
Because of Joe’s lack of cooperation, Tyrone gave 
him a much lower rating than might be suggested 
by the objective sales figures. Was this a good idea? 

Another employee, Logan, became upset last 
week and actually threatened violence against 
two coworkers. At first Tyrone gave him a very low 
rating, but then he thought back about Logan’s 
performance over the entire rating period. Up until 
last week Logan’s work had been exemplary. Tyrone 
thus decided that it would not be fair to penalize 
Logan with an extremely low rating. On the other 

hand, Tyrone wants to com-
municate that threats of 
violence will not be toler-
ated. He wonders what he 
should say when he meets 
with Logan.

Tyrone also worries about any potential biases 
that he might have. When he looked over his rat-
ings he saw that the two lowest scores were given to 
women. He wondered if this was a problem and spent 
a great deal of time listing good and bad things that 
he had seen both women do. In the end he con-
cluded that his initial ratings were accurate, but he 
continues to worry that he is somehow biased.

In order to prepare for performance discussions, 
Tyrone asked each employee to provide self-ratings. 
He was a little shocked when he looked at these 
ratings last night. Almost everyone had a self-rating 
that was higher than the rating he gave them. 
Curiously, Ed and Janice, two of the lowest perform-
ers, actually gave themselves some of the highest 
self-ratings. How could this be? Didn’t they know 
that they were not performing up to standard?
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THE BIG PICTURE Performance Management Evaluates Employees’ Contributions
and Provides Feedback So That Employees Can Improve.

Thinking about sitting down with the employees 
and sharing his evaluations makes Tyrone nervous. 
Would it be best to provide general comments, or 
should he describe very specific behaviors that he 
would like to see? He is sure that Ed and Janice 
will complain about their low ratings. What if they 
become defensive and emotional? Will he be able to 
have a constructive discussion with Logan?

Tyrone realizes that mixed with his uncertainty 
about how people might react to the ratings is a 
sense of excitement. Perhaps completing ratings 
and sharing feedback will give him an opportunity 
to address some of the performance issues he has 
been avoiding. This just might be an important key 
to making the store more profitable. This is impor-
tant as recently he has been feeling pressure from 
corporate headquarters to increase sales and cus-
tomer satisfaction ratings.

WHAT DO YOU THINK?
Suppose you are listening to a conversation between 
Tyrone and his district manager, Calista. Calista makes 
the following statements. Which do you think are true?

Employee rating systems are of no value 
unless at least some employees receive low 
ratings.

When completing performance ratings, 
it is best to focus only on whether an 
employee completes tasks and not on how 
well he or she works with others.

Objective measures of performance, which 
are represented by things that can be 
counted, are better than subjective mea-
sures such as supervisor judgments.

Self-ratings of performance are usually 
higher than ratings provided by others.

Employee performance increases when 
supervisors communicate high expectations.

?

T OR F

T OR F

T OR F

T OR F

T OR F
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Grades are an important part of almost every university class. What would hap-
pen if grades were eliminated? Would your individual performance improve 
or decline? Would the reputation of your university rise or fall? Similar issues 
are at the heart of performance management, which involves assessing and 
communicating employee contributions. Rating employees’ performance is 
similar to giving them grades. In the employment context, important ques-
tions include the following: Do employees improve their performance when 
their contributions to the organization are measured? Is it helpful to give feed-
back so that employees know how they are doing? Does effective measurement 
of individual contributions lead to improved organizational performance?

Measuring performance and providing feedback does indeed improve 
employee performance. And improvements in individual performance trans-
late into better organizational performance. Organizations have higher pro-
ductivity when top management encourages supervisors to set goals, assess 
performance, and provide feedback to employees.1 One reason is that 
trust in management increases when performance is accurately measured 
and adequately rewarded.2 Effective appraisals, particularly appraisals that 
allow employee participation, have also been linked to higher levels of job 
satisfaction.3

An example of a company that practices effective performance manage-
ment is General Electric (GE). GE is a diversified corporation with businesses 
that range from manufacturing appliances to delivering media and entertain-
ment. Such diversification has been helpful for GE during the past few years 
when its finance division, GE Capital, struggled with an over 80 percent loss 
of profit that followed problems with bad loans. Other areas of GE were less 
affected by the recession and helped absorb some of the finance loss. In fact, 
profit at the energy-infrastructure division rose. These offsetting businesses 
resulted in a revenue report of $39 billion in 2009.4 

GE is consistently ranked as one of the world’s most admired corporations.5 
Much of the admiration comes from GE’s ability to attract and retain superior 
employees. This ability comes from a culture that sees human resource man-
agement as a strategic activity. The human resource department is not seen 

Performance management
The process of measuring and 
providing feedback about 
employee contributions to 
the organization.

After reading this chapter you should be able to:

Describe how merit-based and parity-based performance management systems relate 
to overall HR and competitive strategy.

Describe the three dimensions of job performance.

Explain differences among and common problems with various types of performance 
measures.

Explain the value of using multiple sources to obtain performance appraisal ratings.

Describe effective methods for providing feedback to employees.

LEARNING OBJECTIVE 1

LEARNING OBJECTIVE 2

LEARNING OBJECTIVE 3

LEARNING OBJECTIVE 4

LEARNING OBJECTIVE 5

L E A R N I N G  O B J E C T I V E S

How Can Performance Management 
Make an Organization Effective?
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as a support function but rather as a business partner. CEO Jeff Immelt puts 
it this way, “HR people need to work for companies where people are valued. 
There’s not a day that goes by that I don’t talk to our senior HR leader.” 
In fact, Immelt considers the triangle formed by himself, the CFO, and the 
senior HR leader to be “absolutely central to how the business is led.”6 Within 
this strategic orientation, one area that most sets GE apart is the successful 
use of performance management to identify and reward excellent employees, 
who make up a workforce that is difficult for competitors to imitate.7

GE’s performance management system is best known for its emphasis on 
clearly identifying high and low performers. Historically, the company asked 
managers to follow a rating distribution that placed 20 percent of employees 
in the top category, 70 percent in a middle category, and 10 percent in a cat-
egory of low performance.8 These strict percentages have been relaxed over 
the past few years, but most managers continue to place about this percentage 
of employees in each category. One effect of forcing managers to use such 
categories is clear identification of low performers. The objective of identify-
ing low performers was summarized by the head of human resources, William 
Conaty, when he stated, “We want to create angst in the system … you have 
to know who are the least effective people on your team and then you have 
to do something about them.”9 Either replacing low-performing employees 
with higher performers or taking specific steps to improve the productivity 
of low performers increases the likelihood that the company will be success-
ful. Another effect of the forced categories is clear identification of high per-
formers. Only 20 percent of employees receive a top rating, so employees feel 
a special sense of accomplishment when they are rated in the top category. 
Employees come to see exceptional performance, rather than politics or 
favoritism, as the key to promotion and advancement.

Clear goals that encourage employees to stretch and improve are another 
important aspect of the GE performance system. In the process of measur-
ing and discussing performance, managers work with employees to establish 
difficult goals. Focusing on goals provides clear direction for improvement. 
Accomplishing stretch goals requires a great deal of effort and often necessi-
tates working in radically different ways.10 The performance appraisal process 
at GE helps assure that an individual’s goals are aligned with company goals. 
This is done through a process of cascading, wherein goals and performance 
assessments begin at the top and flow downward. Top-level goals and assess-
ments become critical input for goals and assessments at lower levels.11

Performance management at GE also adapts to the changing needs of the 
organization. The behaviors encouraged in the rating process are behaviors 
that link to the company’s competitive strategy. For example, the performance 
appraisal system was recently updated to provide ratings for things such as 
imagination and understanding of market trends.12 These traits are consistent 
with GE’s strategic focus on innovation and growth.

Performance management at GE is a critical component of the overall 
human resource system that encourages innovation and quality. Top per-
formers are clearly identified, which provides a merit-based foundation for 
compensation decisions. The best employees are recognized and treated in 
ways that increase the likelihood that they will continue to work for GE. Low 
performance is likewise identified in order to encourage low performers to 
improve or to leave the company. The performance management process at 
GE thus creates a culture of excellence that brings out the best in employees.
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Although identifying high and low performers is an important part of perfor-
mance management at General Electric, it might not be the best approach for 
other organizations. In some cases, encouraging people to stand out from the 
crowd may discourage teamwork and harm employee motivation. Like other 
HR practices, then, performance management practices are most effective 
when aligned with an organization’s competitive strategy.

EMPHASIZING EITHER MERIT OR PARITY
Organizations tend to follow one of two approaches in measuring perfor-
mance. Some organizations create a merit-based climate that emphasizes per-
formance differences among employees. In other organizations, the system 
encourages parity, or a sense of equality, among employees.

Merit-Based Systems
The basic objective of a merit-based system is to create and recognize high per-
formance in order to achieve superior outcomes. This is the approach adopted 
by GE with the underlying purpose of performance management being to 
encourage employees to perform at the highest possible level. Employees who 
produce the highest outcomes, or results, are given high marks. As at GE, this 
is usually done through the use of relative measures that compare employees 
with each other. Success at work is defined not just as meeting a certain stan-
dard but as doing better than others. With a merit-based system, managers 
are also frequently required to place a certain percentage of employees in 
each rating category, which is called a forced distribution. Only a few can be 
given the highest rating, and at least some must be given the lowest rating. 

Merit-based system
A performance management 
system that specifically seeks 
to identify and recognize 
the contributions of high 
performers.

Relative measures
Performance ratings that assess 
an employee’s contributions 
through comparison with 
the contributions of other 
employees.

Forced distribution
Performance ratings that spread 
out ratings by requiring raters 
to place a certain percentage 
of employees in each category.

GENERAL ELECTRIC

General Electric is a multinational company that 
employs over 300,000 people. Human resource 
management at GE builds competitive strength by

 • Clearly identifying people who are high 
and low performers, so that high performers can be rewarded and low 
performers can be encouraged to improve or leave.

 • Establishing stretch goals that focus employee efforts on areas where 
they can improve their performance.

 • Aligning the behaviors assessed in the performance appraisal process 
with strategic objectives.

Building Strength 
Through HR

How Is Performance Management Strategic?

LEARNING OBJECTIVE 1
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In summary, merit-based systems focus on bottom-line results and use relative 
measures and forced distributions to ensure that high and low performers are 
clearly identified.13

Students who have been in a class with a grading curve have experienced 
a merit-based performance system. In such classes, a student’s grade is deter-
mined to some extent by how well other students perform. With true grading 
on the curve, a certain percentage of students must fall into each category. 
For example, 10 percent might receive an A, 20 percent a B, 40 percent a C, 
20 percent a D, and 10 percent an F.

Even if you have never experienced such a grading scheme, just thinking 
about it can help identify possible outcomes. Students who want a top grade 
tend to work very hard because they know the teacher will give only a few As. 
Students who do receive an A or a B feel a strong sense of accomplishment 
because they know that they performed better than most others. Students who 
are not performing well are also clearly identified. In some cases, students resist 
helping their peers, since doing so may result in their own grade being lower. 
The class climate is competitive, but individual performance is usually very high.

Parity-Based Systems
The basic objective of a parity-based system is to encourage cooperation and 
allow everyone who meets a certain standard to be classified as a high per-
former. Parity-based performance measures frequently focus on processes 
rather than outcomes. High performance is defined as following guidelines 
and performing behaviors assigned by supervisors. This usually involves 
absolute measures that compare employees with an established benchmark 
rather than with each other. Most parity-based systems also adopt a free distri-
bution, which allows any percentage of employees to be placed in a particular 
category. For example, any employee who assembles a certain number of cell 
phones without error can be given a top performance rating, regardless of 
how many cell phones others assemble. Every employee can thus be a top per-
former. In general, parity-based performance systems do not separate people 
into categories of high and low performance but rather encourage all employ-
ees to perform above a certain standard.

The underlying principle of a parity-based system is communicated whenever 
a professor announces that every student in a class can achieve an A. More stu-
dents usually receive As and Bs in such classes than in classes graded on a curve. 
Without a curve, teachers are less likely to give failing grades. However, receiv-
ing a high grade in such classes may not be especially meaningful. If almost 
everyone receives an A, it is impossible to identify the best students. In fact, it 
is often the top performers who are most unhappy with a parity-based perfor-
mance system. They may resent receiving the same grade as others, although 
they performed better, or they may reduce their effort and perform just above 
the cutoff for the highest grade. The class climate is thus more co operative, 
but fewer students really stretch and perform at their highest level.

LINKING MERIT AND PARITY 
SYSTEMS TO HR STRATEGY
In general, merit-based approaches are best suited to organizations pursuing 
differentiation strategies, while parity-based systems make sense for organiza-
tions using cost strategies. Organizations with internal and external labor sys-
tems do not differ in terms of their approaches to merit and parity. Linkages 

Parity-based system
A performance management 
system that seeks to recognize 
contributions from all employees 
without elevating some above 
others.

Absolute measures
Performance ratings that assess 
an employee’s contribution in 
comparison to a fixed standard 
or benchmark.

Free distribution
Performance ratings that 
allow raters to place as many 
employees as they wish into 
each rating category.
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between merit and parity approaches to performance management are shown 
in Figure 8.1.

Merit Systems and Differentiation Strategies
The merit-based approach is most beneficial for organizations pursuing a Free 
Agent HR strategy. Producing truly exceptional products and services is the 
key to success and is best accomplished by employees who are stretching to 
accomplish high goals. This sense of stretching and competition is enhanced 
by ratings that communicate how the employee is performing relative to oth-
ers.14 Employees performing poorly are identified and encouraged to leave 
the organization so that they can be replaced with others who have greater 
skill and motivation. Organizations pursuing a Committed Expert HR strategy 
also tend to adopt merit-based approaches. Promotions and advancement in 
these organizations depend largely on achieving results and performing bet-
ter than others. As we saw in the GE example, a merit-based approach to per-
formance management that recognizes truly excellent performance is a key 
feature of effective differentiation strategies.

Parity Systems and Cost Strategies
For an organization using a Loyal Soldier HR strategy, success comes from 
cooperative employees who work with maximum efficiency. The contribution 
of an exceptional performer is often no more beneficial than the contribution 
of others who simply do what they are asked. In these cases, a performance 
appraisal system that creates competition among employees may actually 
harm the group’s overall performance. Employees are usually more satisfied 
with evaluation systems that compare them to standards rather than to other 
employees.15 Evaluating most employees as high performers encourages long-
term employee relationships and a strong sense of loyalty.

Like organizations that use a Loyal Soldier HR strategy, organizations pur-
suing a Bargain Laborer HR strategy are not concerned with identifying top 
performers. In this case, the reason is that these individuals are unlikely to stay 
employed with the organization for long periods. In addition, placing employ-
ees in different performance categories is time consuming and difficult. For 
an organization requiring only that employees meet expectations, such clas-
sification may not be worth the effort.

Figure 8.1 Strategic Framework for Performance Management.

Bargain Laborer
External/Cost HR Strategy

Free Agent
External/Differentiation HR Strategy

Parity-Based
Comparisons to Standards

Free Distribution

Merit-Based
Comparisons to Other People

Forced Distribution

Loyal Soldier
Internal/Cost HR Strategy

Committed Expert
Internal/Differentiation HR Strategy
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In the game of golf, high performance is being able to hit the ball from a tee 
to the hole in the fewest possible shots. When it comes to track, high perfor-
mance is getting to the finish line in the shortest time. Success in gymnastics is 
based on scores received from a set of judges. Although these examples from 
sports are familiar to most of us, it is perhaps more difficult to describe what is 
meant by job performance. In the simplest sense, job performance represents 
the contribution that individuals make to the organization that employs them.

Figure 8.2 shows a diagram of important elements of job performance. At 
the top of the figure is a general performance factor that represents over-
all contribution to the organization. This general factor is important because 
all specific measures of job performance tend to be positively related, mean-
ing that people who do well at one aspect of performance tend to do well at 
other aspects. Some people are simply better performers than others. Because 
they have positive traits, such as intelligence and motivation, these individuals 
excel no matter which aspect of performance is being measured.16

Under the general performance factor you will see three main perfor-
mance dimensions: task, citizenship, and counterproductive performance. 
Task performance is behavior that contributes directly to the production of 

Job performance
The contribution that individuals 
make to the organization that 
employs them.

General performance factor
A broad factor of performance 
that represents an employee’s 
overall contribution to the 
organization.

Task performance
Employee behavior that directly 
contributes to producing goods 
or services.

?
CONCEPT CHECK
 1. How does a merit-based performance system differ from a 

parity-based performance system?
 2. Which HR strategies best align with a merit-based system? 

Which are best for a parity-based system?

What Is Performance?

LEARNING OBJECTIVE 2

Figure 8.2 Elements of Job Performance.

General Performance Factor

Task
Performance

Citizenship
Performance

Counterproductive
Performance

Declarative
Knowledge

Organizational
Citizenship

Organizational:
  Production Deviance
  Property Deviance

Procedural
Knowledge

and Skill

Interpersonal
Citizenship

Interpersonal:
  Political Deviance
  Personal Aggression
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goods or services. An employee planning a production process, operating a 
machine, or inspecting output is involved in task performance. Citizenship 
performance is behavior that contributes to the social and psychological envi-
ronment of the organization. Specific examples of citizenship performance 
include helping another employee repair a machine, voluntarily staying late 
to complete an order, and making constructive suggestions about ways to 
improve the workplace. Unlike task and citizenship performance, counter-
productive performance is not constructive. Specifically, counterproductive 
performance is voluntary behavior that harms the organization. It can include 
acts such as destroying property, taking unauthorized work breaks, and threat-
ening violence toward coworkers.17

TASK PERFORMANCE
Task performance occurs when employees perform actions that transform raw 
materials into goods and services. Some of these actions may be job-specific, 
as when a secretary prepares a document, a home builder lays the founda-
tion for a house, or a waiter fills beverage glasses. Administrative tasks, such 
as planning and delegating, are important aspects of task performance for 
people working as managers.18 Other actions are less specific to a particu-
lar job and include things like following safety regulations, making decisions, 
and keeping the workspace clean.19 In order to perform tasks in most jobs, 
employees must also communicate with others by either writing or speaking.20

Because it represents behaviors that directly produce goods and services, 
task performance is the most obvious form of contribution to an organization. 
In most organizations, a very large proportion of employee effort is spent on 
task performance. The result is that supervisors see task performance as the 
most important contribution that an employee makes.21

When it comes to task performance, employees are most likely to make 
significant contributions when they have appropriate knowledge, skill, and 
motivation.22 They must first have declarative knowledge, which is an under-
standing of what needs to be done to perform certain tasks. For instance, 
declarative knowledge for a carpenter might include knowing that construct-
ing a cabinet involves obtaining accurate measurements, cutting boards to 
appropriate lengths, and then fastening the boards together in the proper 
sequence. Employees must also have procedural knowledge and skill, which 
concerns the ability to perform the prescribed tasks. Thus, the carpenter must 
be able to measure accurately, make straight cuts with a power saw, and drive 
nails without damaging the wood. However, knowing what to do and how to 
do it is not enough to ensure that the carpenter will actually build the cabi-
nets. The third important factor is motivation. Employees show motivation 
when they choose to expend effort by engaging and persisting in production 
tasks. Motivation increases when workers feel supported by supervisors and 
coworkers, which in turn leads them to higher task performance.23

CITIZENSHIP PERFORMANCE
Whereas task performance contributes by directly creating goods and ser-
vices, citizenship behavior contributes by building a positive organizational 
environment. Going beyond minimum expectations and helping out is seen 
as particularly beneficial when employees must work closely with each other 
to complete tasks.24 Common examples of citizenship behavior include 

Citizenship performance 
Employee behavior that helps 
others and creates a positive 
work environment.

Counterproductive 
performance
Employee behavior that is 
harmful to the organization.

Declarative knowledge
An employee’s understanding of 
the tasks that need to be done 
to perform job duties.

Procedural knowledge 
and skill
Information and expertise that 
an employee needs to have 
in order to carry out specific 
actions.
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volunteering to take on tasks that are not part of one’s job, following organiza-
tional procedures even when it is not convenient, and supporting and defend-
ing the organization.25 Willingly taking charge and initiating positive change 
also demonstrates citizenship performance.26 Work groups with higher levels 
of citizenship performance are more productive and profitable.27

Citizenship performance can be pursued to help either the organization as 
a whole or specific individuals. Things that are done to benefit the organiza-
tion are labeled organizational citizenship behavior. Employees engage in this 
type of performance when they do such things as protect the organization’s 
property, give advance notice when unable to come to work, and follow infor-
mal rules that help maintain order. Another set of actions—labeled interper-
sonal citizenship behavior—has the effect of benefiting specific people. Such 
behaviors include taking time to listen to coworkers’ problems, passing along 
information to peers, and helping people who have been absent. Coworkers 
who are confident and who are the center of communication networks, which 
makes them popular among coworkers, are most likely to receive helping 
behavior.28

The distinction between organizational and interpersonal citizenship 
is important because the likelihood that employees will engage in helpful 
behavior differs depending on whether the behavior is intended to aid the 
overall organization or some individual. Employees engage in more organi-
zational citizenship behavior when they feel that they receive reasonable pay, 
are praised for doing a good job, and have pleasant working conditions.29 
Interpersonal citizenship behavior is more likely to occur when employees 
have close relationships with coworkers and supervisors.30 Thus, for example, 
employees who are unwilling to expend extra effort to help the organization 
may be willing to do extra things that benefit others whom they like.

Even though it may not be part of formal job requirements, citizenship 
performance represents a critical contribution to the organization. In fact, 
in many instances citizenship performance is what separates top performers 
from everyone else. Perhaps this is because citizenship performance primarily 
represents voluntary action. Given its voluntary nature, citizenship behavior 
depends not on specific knowledge and skills but on motivation. This means 
that employees with motivational personality traits such as dependability, 
cooperativeness, empathy, and being proactive are generally more likely to 
go beyond minimum expectations and help both the organization and other 
individuals.31 Workers who feel they are treated fairly by their supervisors 
and the organization are also more likely to engage in citizenship behav-
ior.32 The role of the leader is particularly critical, as citizenship performance 
often depends on the supervisor’s being seen as trustworthy and acting with 
integrity.33 

Employees are most likely to engage in citizenship performance when they 
perceive a long-term work relationship,34 suggesting that citizenship contribu-
tions are higher in organizations with Loyal Soldier and Committed Expert 
HR strategies. This makes sense because developing cooperation among 
workers is at the heart of these labor strategies.

COUNTERPRODUCTIVE PERFORMANCE
In addition to engaging in helpful behavior, employees can consciously 
choose to engage in counterproductive performance—behavior that is harm-
ful to the organization. Not surprisingly, organizations whose employees 

Organizational 
citizenship behavior
Positive employee actions aimed 
at helping the organization as a 
whole to succeed.

Interpersonal 
citizenship behavior
Positive employee actions aimed 
at helping specific coworkers 
succeed.
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engage in more counterproductive behavior have been found to have lower 
productivity.35 Although individuals who engage in counterproductive behav-
ior are somewhat less likely to excel at citizenship performance, these two 
measures are not the two ends of a single dimension.36 An employee who con-
tributes with high task and citizenship performance may in some cases also 
cause harm by engaging in counterproductive behavior.

Like citizenship performance, counterproductive behavior can be directed 
toward either the organization or specific individuals. Negative actions 
directed toward the organization include production and property deviance. 
Production deviance occurs when employees do things that reduce the speed 
and accuracy with which goods and services are produced. Employees fre-
quently do this by taking unauthorized breaks, intentionally working slowly, 
and wasting company resources. More serious is property deviance, which 
includes actions that destroy the assets of an organization. Employees who 
do this sabotage equipment, misuse expense accounts, or steal materials and 
products.37

Counterproductive behaviors can also be targeted toward specific individu-
als. These actions fall into the categories of political deviance and personal 
aggression. Political deviance occurs when an employee does things that put 
other employees at a disadvantage. Examples include showing favoritism, gos-
siping about coworkers, and competing with others in nonbeneficial ways. 
The more serious form of counterproductive behavior directed toward indi-
viduals is personal aggression, which is represented by hostile acts such as vio-
lence and sexual harassment.38 Employees working in groups lacking civility 
and respect are particularly prone to act aggressively.39

As described in the “Technology in HR” feature, organizations use a num-
ber of tactics to reduce counterproductive behavior. Motivation that comes 
from a sense of being treated fairly is a very important factor influencing 
counterproductive performance. Employees are more prone to engage in 
counterproductive performance when they perceive that the organization 
treats them unfairly.40 Having a leader who is ethical, fair, and not abusive 
is a critical deterrent of counterproductive behavior.41 Thus, organizations 
and leaders can reduce counterproductive behavior by communicating 
an interest in the well-being of employees, providing developmental oppor-
tunities, and acting in an ethical manner themselves. In addition, employ-
ees who are more conscientious, more agreeable, higher in self-mastery, 
less anxious, and less driven by a desire to obtain rewards indulge in less 
counterproductive behavior, even when they do not feel support from the 
organization.42

?
CONCEPT CHECK
 1. What are three different types of performance that fall 

directly under the general performance factor?
 2. How is citizenship performance different from task 

performance?
 3. What are four types of counterproductive performance 

behavior?

Production deviance
Harmful employee actions 
aimed at reducing the speed 
and accuracy of production 
processes.

Property deviance
Harmful employee actions aimed 
at destroying assets of the 
organization.

Political deviance
Harmful employee actions 
designed to harm the 
performance and careers 
of other employees.

Personal aggression
Harmful employee actions 
that seek to personally harm 
coworkers.
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MONITORING ELECTRONIC ACTIVITY

Increased use of computers and other technology 
has the potential to make workers more productive. 
But it is also possible that workers will become less 
efficient if they use the technology in counterpro-
ductive ways. The use of company computers for 
purposes other than work completion is sometimes 
referred to as cyberloafing, and it is not unusual. 
Over 60 percent of workers report surfing the Web 
at least once a day for personal purposes. Workers 
themselves report spending about 1.5 hours per 
week visiting websites unrelated to work, whereas 
human resource managers suggest the actual time 
is closer to 8 hours. Such problems have prompted 
as many as 76 percent of organizations to monitor 
employees’ Internet connections.

One way of monitoring employees’ computer 
usage is through the use of special software. The 
software is able not only to block access to websites 
but also to provide supervisors with reports list-
ing the websites visited. Using such software can, 
however, communicate lack of trust. Research thus 
suggests that companies need to be careful when 
monitoring electronic activities.

Employees are more accepting of electronic 
monitoring when they are given advance notice 
that it will be used. Monitoring is also less threat-
ening if employees feel general support from the 
organization. Using monitoring to show employees 

how they can improve rather than to wield punish-
ment is one way to increase the acceptance of elec-
tronic monitoring. On the whole, evidence suggests 
that electronic monitoring can deter counterpro-
ductive actions, but it is most effective when used 
in ways that do not violate employee perceptions of 
trust and fairness.

Sources: G. Stoney Alder, Terry W. Noel, and Maureen L. 
Ambrose, “Clarifying the Effects of Internet Monitoring 
on Job Attitudes: The Mediating Role of Employee Trust,” 
Information & Management 43 (2006): 894–903; Deborah L. 
Wells, Robert Moorman, and Jon M. Werner, “The Impact 
of the Perceived Purpose of Electronic Performance on an 
Array of Attitudinal Variables,” Human Resource Development 
Quarterly 18, no. 1 (2007): 121–138.

Technology in HR

The process of measuring what each employee contributes, called perfor-
mance appraisal, is a necessary but difficult part of managing others. Indeed, 
for many managers, performance appraisal is near the top of the list of 
undesirable duties. Perhaps more troublesome is that a majority of workers 
say that performance reviews do nothing to improve their future effective-
ness.43 What makes assessing performance so tough? One reason managers 
dislike performance appraisal is the difficulty of capturing all areas of contri-
bution. Employees contribute in a number of different ways, and it is often 

Performance appraisal
The process of measuring what 
employees contribute to the 
organization.

How Is Performance Measured?

LEARNING OBJECTIVE 3
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hard to accurately evaluate their efforts with a numerical score. Another rea-
son is that many employees seem to feel that performance ratings are biased. 
They see the process as sometimes unfair. A starting point for thinking about 
performance measures is thus to consider ways in which evaluations can be 
inaccurate. After examining general sources of inaccuracy in performance 
measures, we will explore various types of performance measures. We will also 
discuss problems that these specific measures have, and the formats—or spe-
cific types of questions—used to provide performance ratings.

CONTAMINATION AND DEFICIENCY 
AS SOURCES OF INACCURACY
Basic problems with performance appraisal are shown in Figure 8.3. Notice 
that one circle in the figure represents the employee’s true contribution to 
the organization. The other circle represents contribution as it is measured. 
Of course, the objective of performance appraisal is to have the two circles 
overlap as much as possible. However, two types of error often interfere with 
achieving this objective.

One error is contamination, which occurs when things that should not 
be measured are included in an employee’s performance evaluation. For 
instance, a supervisor who is racially biased might give lower ratings to an 
employee from a minority group. A measure of the number of computer 
circuits that an employee assembles might be contaminated if the employee 
must use machinery that frequently breaks down.

The second type of error is deficiency, which occurs when things that 
should be included in an employee’s performance evaluation are not mea-
sured. A measure that fails to include citizenship behavior is deficient because 
it does not recognize actions that aid coworkers. A monthly measure of insur-
ance sales might also be deficient if it fails to include an assessment of effort 
expended to build relationships that will result in future sales.

A good appraisal system minimizes contamination and deficiency. The con-
cepts of deficiency and contamination can also help guide our assessment of 
different types of performance measures.

Contamination
A problem with performance 
appraisal that occurs when 
things that should not be 
included in the measurement 
are included.

Deficiency
A problem with performance 
appraisal that occurs when 
things that should be included 
in the measurement are not 
included.

Figure 8.3 Sources of Inaccuracy in Performance Measurement.

Accurate
Appraisal

Deficiency
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Contamination
What is measured but 
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PERFORMANCE APPRAISAL
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c08.indd   302c08.indd   302 07/04/11   7:36 PM07/04/11   7:36 PM



How Is Performance Measured? 303  

GENERAL TYPES OF PERFORMANCE MEASURES
Organizations use a number of different methods for appraising perfor-
mance. In general, performance appraisal methods vary in two important 
ways: whether they are subjective or objective and whether they focus on pro-
cess or outcome.

Objective Versus Subjective Measures
Beginning in elementary school, students encounter differences between 
objective and subjective measures of performance. Teachers grade math tests 
objectively by identifying how many of the problems were solved correctly. 
Such objective performance measures are based on counts of either behavior 
or outcomes. In contrast, writing assignments are given subjective grades that 
reflect the teacher’s evaluation of quality. These subjective performance mea-
sures are based on judgments from raters such as teachers and supervisors.

In many cases, objective and subjective measures don’t agree.44 An impor-
tant question thus concerns which type of measure is best. Most people 
believe the answer is that objective measures are best. It is easy to see how 
raters could have biases that may reduce the accuracy of subjective mea-
sures. For example, workers who have a more positive attitude receive higher 
evaluations from supervisors but do not generally perform better on objec-
tive measures.45 Objective measures seem more consistent and fair. However, 
objective measures also have problems. In the case of employees with a posi-
tive attitude, it may be that their cooperation with others represents a contri-
bution that the objective measure does not capture. Indeed, subjective ratings 
have been shown to capture not only task performance but also citizenship 
 performance,46 making them less deficient in many contexts.

Another problem with objective measures can be seen in a common exam-
ple involving employee productivity. Suppose a supervisor has two employees 
working on a production line with two machines that manufacture cell phone 
components. One employee produces 20 components every hour. The other 
produces only 15. The objective indicator of performance suggests that the 
first employee contributes more to the organization. However, the supervisor 
may know that one production machine frequently breaks down. Knowing that 
the employee who only produces 15 components frequently stops to repair 
the machine may cause the supervisor to provide a higher subjective rating 
for that person. In such a case, the objective rating is deficient because it does 
not capture an important part of overall contribution: repairing the machine.

An example that is closer to home for most college students concerns grad-
ing on an accounting exam. A purely objective measure will not give credit for 
a problem unless the final answer is correct. However, students often ask for 
and receive partial credit based on the grader’s judgment that certain parts 
of the problem were done correctly. The end result is a combination of objec-
tive and subjective measurement. The part of performance where the objective 
measure is deficient is captured in the subjective measure. In summary, then, 
objective measures are not necessarily foolproof. It is usually desirable for assess-
ments of job performance to include both objective and subjective measures.

Outcome Versus Behavioral Measures
Performance measures also differ in whether they focus on outcomes or behav-
iors. Outcome measures assess end results such as number of automobiles 
repaired or success of an advertising campaign. Behavioral measures place 

Objective performance 
measures
Performance measures that are 
numerical and based on counts 
of behaviors or outcomes.

Subjective performance 
measures
Performance measures that 
represent judgments made 
by raters.
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more emphasis on the actions of employees. Typical behavioral measures 
include following company procedures for reacting to customer complaints 
and using appropriate processes to move and store goods in a warehouse.

We can see some of the differences in outcome and behavioral measures by 
looking at organizations that employ sales representatives. One approach to 
managing sales representatives focuses on outcome measures. Organizations 
adopting this approach identify top performers as the individuals who sell 
the most products and services. Bottom-line results are most important, and 
methods of obtaining sales are not specifically evaluated as part of perfor-
mance appraisal. This approach provides sales representatives with a great 
deal of autonomy. Individual representatives are expected to use their own 
knowledge and skills to determine the best way to meet the needs of indi-
vidual customers.

A different approach to managing sales representatives focuses on behav-
ioral measures. Organizations using this approach have preferred ways of 
interacting with customers and obtaining sales, and they provide sales repre-
sentatives with very specific descriptions of appropriate selling behavior. Top 
performers simply carry out the actions specified by the organization. It is 
assumed that desirable outcomes will result when representatives engage in 
the desired actions. Following company procedures is thus emphasized more 
than simply making a high number of sales.

Both outcome and behavioral measures can suffer from deficiency and 
contamination, suggesting that both should be assessed in most situations. 
However, which type of measure dominates often depends on the organiza-
tion’s competitive strategy. Organizations pursuing cost-focused strategies 
tend to have production processes that are clearly established. In these organi-
zations, research and experience have determined the most efficient produc-
tion methods, and the objective of low-cost production is best accomplished 
by having employees follow prescribed procedures. Behavioral measures are 
thus most often linked with Loyal Soldier and Bargain Laborer HR strategies.

In contrast, outcome measures are most common for organizations pur-
suing Committed Expert and Free Agent HR strategies. These organizations 
rely on creativity and innovation. Optimal methods for producing goods and 
services are often unknown. High-performing employees are expected to use 
their unique knowledge and skills to produce the desired outcome of deliver-
ing superior goods and services. In these cases, the outcome, or end result, is 
what matters most.

COMMON PROBLEMS WITH 
PERFORMANCE MEASURES
Objective and subjective measures, as well as outcome and behavioral mea-
sures, suffer from several potential problems. For subjective measures, bias 
can be introduced when humans provide ratings. People are not perfect 
information processors, and subjective ratings based on human judgments 
are often both contaminated and deficient. Objective and outcome measures 
are also imperfect, as they sometimes hold employees accountable for things 
they cannot control. Finally, all types of performance ratings can suffer from 
inconsistency, because performance at one point in time is likely different 
from performance at another time. We can thus identify the following com-
mon problems with performance appraisal measures: rater errors and bias, 
situational influences, and changes over time.
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Rater Errors
Research suggests that raters commit a number of errors when they rate 
employee performance. Rating errors occur when raters provide assessments 
that follow an undesirable pattern or when the rater does not properly account 
for factors that might influence assessments. One common error involves the 
pattern of results that arises when a rater dislikes separating people into cat-
egories. This leads to central tendency error, which is the pattern of placing 
almost everyone in the middle of the scale.

Another common problem occurs when a rater unintentionally compares 
people with one another. Suppose a rater is evaluating three employees and 
one of them is an outstanding performer. Observing the high performer may 
raise the rater’s expectations so that he gives the other two employees low 
ratings even though their performance is above average. This type of error is 
called contrast error.

A different sort of error occurs when a rater bases an assessment on a gen-
eral impression of an employee rather than on the employee’s specific contri-
butions. Over an extended period, the rater observes a number of different 
behaviors and forms an overall judgment of the contribution of the employee. 
The rater may then judge specific aspects of performance—such as quality of 
work, quantity of work, and cooperation with others—in terms of this overall 
perception of the employee, rather than judging each aspect of performance 
separately. For instance, a rater may be quite accurate in identifying a truck 
driver as a good employee but may not really be aware of whether the driver is 
consistently on time with deliveries. When a rater provides similar ratings for 
all the different dimensions of performance based on a general impression, 
the result is halo error. Subjective ratings are particularly prone to halo error.47

Yet another type of error is recency error, which arises when raters place 
too much emphasis on recent behaviors and outcomes. Here, an employee 
who demonstrated outstanding performance during most weeks of the perfor-
mance period may receive a lower rating if performance was not as high dur-
ing the week right before the ratings were obtained. It is easier for the rater 
to recall recent actions and outcomes, so the rater places greater emphasis on 
more recent data.

A related but opposite problem, primacy error, occurs when a rater places 
too much emphasis on the behavior that is first observed. For example, a sales 
representative who loses an important account at the beginning of the year 
may be given a low rating even though her performance is excellent the rest 
of the year. In this case, the rater makes an initial judgment and fails to ade-
quately account for later contributions that warrant an adjustment to the ini-
tial rating. Primacy can be particularly problematic when initial performance 
is very high, as raters don’t sufficiently adjust their ratings downward.48

Rater errors result in contamination and deficiency and are difficult to pre-
vent. Rating accuracy can be improved somewhat by making raters aware of 
the kinds of errors that can arise. Various rating formats, which are discussed 
below, can also be used to reduce errors. But the most effective method 
for increasing rating accuracy is to help raters develop a consistent view of 
what represents good and bad performance.49 This approach, often labeled 
frame-of-reference training, provides instruction and practice to help raters 
see different performance episodes in the same way.

An example of effective rater training for restaurant managers might go 
as follows. A group of raters meet to discuss descriptions of performance for 
a hostess in a restaurant. At the beginning of the training, one rater believes 

Central tendency error
A rating error that occurs when 
raters give almost all employees 
scores in the middle of the 
scale.

Contrast error
A rating error that occurs 
when raters unknowingly allow 
comparisons among employees 
to influence ratings.

Halo error
A rating error that occurs when 
raters allow a general impression 
to influence ratings on specific 
dimensions of performance.

Recency error
A rating error that occurs when 
raters place too much emphasis 
on performance observed right 
before the measure is taken.

Primacy error
A rating error that occurs when 
raters place too much emphasis 
on performance observed at the 
beginning of the measurement 
period.

Frame-of-reference training
Training that focuses on 
building consistency in the way 
different raters observe and 
evaluate employee behaviors 
and outcomes.
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that a hostess who smiles and greets customers in a pleasant manner should 
be rated 4 on a 5-point scale. Another rater thinks that really connecting with 
the customer is important and that being pleasant and smiling represents only 
a 3 on the scale. Other raters have other views. The raters then discuss various 
aspects of performance until they arrive at a common frame of reference—an 
agreement on what constitutes each level of performance. This is beneficial 
because it makes ratings more consistent. The process also makes individual 
raters more aware of the behaviors and outcomes they are assessing and tends 
to result in appraisals that more accurately reflect actual contribution.

Rater Bias
Substantial problems occur when rater errors operate in such a way that 
people with certain characteristics are consistently rated lower than others. 
Consistently providing lower ratings to people with certain characteristics is 
known as rater bias.

A frequently asked question is whether raters give lower ratings to employ-
ees who are members of minority groups. The simple answer is yes. Ratings 
tend to differ depending on the race of the person being rated.50 The reasons 
for these differences are, however, difficult to determine. One possible expla-
nation is that raters give higher ratings to employees whose race is the same as 
theirs, but the available data do not support this explanation.51 The pattern is 
more complex. White raters sometimes give higher ratings to white employ-
ees. Black raters tend to give higher ratings to everyone.52 Differences in rat-
ings for racial groups are also greater in some occupations than others. For 
example, ratings for members of racial groups differ more for technical plant 
operations than for service or healthcare jobs.53 The reasons behind these 
racial differences are unclear. However, it is not all rater bias, as racial differ-
ences are also observed for objective performance measures.54 More research 
is needed to better understand the role of race in performance management.

Performance ratings can also vary for men and women. Women tend to 
receive lower ratings in jobs done mostly by men, such as construction.55 
Here, stereotypes about who should perform the job seem to sway rater evalu-
ations. Citizenship performance also has different effects for men and women. 
When women engage in citizenship behavior by helping others, their perfor-
mance ratings don’t necessarily improve as a result, but their ratings go down 
when they withhold help. In contrast, men don’t get lower ratings when they 
withhold help, but they get higher ratings when they engage in citizenship 
behavior. The likely explanation is once again stereotyping. Raters assume 
that women should be more helpful and cooperative than men. Women are 
punished when they don’t behave in accordance with the stereotype.

Ratings thus may be biased because of both race and sex. One way to over-
come bias is simply to make raters aware of it. Another solution is to ask raters 
to generate lists of instances where they have observed both positive and neg-
ative behaviors, and then review the list before completing ratings. Writing 
lists of each type of behavior seems to reduce unconscious bias from nega-
tive  stereotypes.56 Obtaining ratings from multiple sources, since it is unlikely 
that all the raters will have the same prejudices, is also helpful for reducing 
the negative impact of rater biases.

Situational Influences
Suppose you have been given the task of mowing the grass at an exclusive 
golf resort. Strong thunderstorms roll in every day for a week and prevent 
you from being able to mow. At the end of the week, your supervisor, who 

Rater bias
Bias that occurs when a rater 
unfairly provides lower ratings 
to certain groups of people, 
such as women and minorities.
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has been away at a golf tournament, calls you and asks why the lawn has not 
been mowed as requested. Of course, your answer is that the thunderstorms 
prevented you from completing your assigned work tasks. The thunderstorms 
are an example of situational influences, which are factors outside the control 
of workers that influence performance.

In the golf example, it is fairly easy to identify the situational influence 
that led to lower work performance. Situational factors are not always so easy 
to identify, but certain factors are fairly common. Table 8.1 lists some com-
mon situational influences that can either facilitate or inhibit performance 
outcomes.57 Another common situational factor is the actions of other people 
such as coworkers.58 Clearly, these situational factors can influence the contri-
bution an employee makes to the organization.

Research suggests that subjective ratings are frequently contaminated and 
deficient because raters fail to account for situational influences.59 However, 
it is at least possible for raters to adjust subjective evaluations to control for sit-
uational factors.60 Situational influences present a greater problem for objec-
tive, outcome-oriented performance measures.61 Factors outside the control 
of the employee often influence production, which is the primary basis for 
outcome-oriented measures. For instance, one study found great variation 
in the amount of sales dollars taken in each week by sales representatives. 
Changes from week to week were largely explained by the number of referrals 
that the sales representative received from the central office at the beginning 
of the week. In this case, the measure of sales income is contaminated by the 
number of referrals.62

Although it is impossible to identify all possible situational influences, a 
few steps can be taken to minimize the biases they create. First, raters can be 
trained to take situational influences into account. Second, consistent biases, 
such as difficulty of a sales territory, can be identified and assessed to get a 
clearer picture of their impact on objective, outcome-oriented measures. 
Finally, a variety of different measures can be used. Combining information 
from a number of different measures reduces the contamination present in 
any single measure.

Changes over Time
Another problem with measurement is that performance may not be consis-
tent across time. An example of this effect for baseball players is described in 
the “How Do We Know?” feature on the next page.

Situational influences
Factors that affect performance 
but that are outside the control 
of the employee being rated.

1. Job-Related Information—Rules, Policies, Informal Procedures

2. Tools and Equipment—Machinery and Instruments

3. Materials and Supplies—Ingredients and Components

4. Budgetary Support—Financial Resources

5. Required Services and Help from Others

6. Task Preparation—Education and Training from Organization

7. Time Availability—Interruptions and Alternative Obligations

8. Work Environment—Noise, Temperature, Space, Lighting

Source: Information from Lawrence H. Peters and Edward J. O’Connor, “Situational Constraints 
and Work Outcomes: The Influences of a Frequently Overlooked Construct,” Academy of 
Management Review 5 (1980): 391–397.

Table 8.1 Situational Factors Influencing Performance
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Performance can vary over time because of differences in motivation. 
For example, an incentive such as a special bonus may motivate employees 
to achieve high performance for a short period. Measuring this short-term 
achievement may result in an assessment that is quite different from an 
assessment that reflects typical performance on most days.63 Changes in per-
formance may also follow specific patterns of increasing or decreasing contri-
bution.64 The most common pattern for someone new to a job is a period of 
rapidly increasing performance followed by a fairly stable plateau.65 Not every-
one follows the same pattern, however. Performance for people with certain 
characteristics, such as conscientiousness, tends to increase more rapidly than 
the performance of others.66

Unfortunately, differences in performance across time have the poten-
tial to decrease the accuracy of the appraisal process, which causes problems 
in other areas of human resource management. For instance, a number of 
researchers have suggested that changes in performance across time may 
reduce the effectiveness of selection measures.67 This might occur if cognitive 
ability is critical for high performance in early stages of the job, but conscien-
tiousness is more critical once the job tasks have been mastered. The benefits 
of hiring people with high cognitive ability might go away after people have 
been on the job for a certain period of time. In this case, using performance 
measures taken soon after someone begins a job may result in the organiza-
tion not having a good idea about who performs well over time, which in turn 
may result in hiring the wrong type of employee. Another example involves 
using appraisal results to determine training needs. Poor decisions about 
training may be made if the performance measure fails to capture aspects of 
performance that change over time.

DOES PERFORMANCE CHANGE OVER TIME?
Does performance improve as workers gain experi-
ence? Is gaining experience more helpful for some 
than for others? Can performance actually get 
worse the longer someone performs a job? David 
Hofmann, Rick Jacobs, and Steve Gerras sought to 
answer these questions by exploring performance 
change for professional baseball players.

The researchers collected batting averages for 
128 players and earned run averages for 76 pitchers. 
They found substantial differences in the players’ 
patterns of performance. Performance changed 
more rapidly for some than for others. The rank-
order of players changed so that the top players 
in any given year were often not the top players in 
other years. Across years, performance increased 

for some, decreased for others, and showed little 
change for still others.

The Bottom Line. Performance is frequently 
unstable across time. For some people, perfor-
mance improves over time, but for others, per-
formance declines. This suggests that capturing 
performance at only one point in time may not pro-
vide an accurate assessment of long-term contribu-
tion. The study authors conclude that people with 
high performance at one point in time may not 
necessarily have high performance at a later point.

Source: Information from David A. Hofmann, Rick Jacobs, 
and Steve J. Gerras, “Mapping Individual Performance over 
Time” Journal of Applied Psychology 77 (1992): 185–195.

How Do We Know?
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How can organizations deal with appraisal issues related to variability of 
performance over time? Some evidence shows that supervisor ratings can 
account for variance over time by capturing trends, suggesting that subjective 
assessments may present a somewhat acceptable approach.68 A specific solu-
tion to the time problem is to obtain performance measures at many different 
times. Another possibility is to use a measure that reflects what is most impor-
tant to the organization. For some tasks, such as working on an assembly line, 
typical performance may be most relevant. For other tasks, such as developing 
a marketing plan, maximum performance may be more important. The key is 
to base the timing of performance measurement on the nature of the desired 
contribution.

RATING FORMATS
Rating format concerns the type of instrument used to obtain ratings. 
Several different formats, most of which are probably familiar to you, exist 
for assessing performance. Each of the formats has strengths and weak-
nesses, and no method is always better than the others. The key to a success-
ful appraisal is to choose the format that best accomplishes the purpose of 
the appraisal.

Narrative Ratings
One format is the narrative rating. Organizations that use narrative ratings ask 
supervisors or other raters to simply provide a written description of perfor-
mance. You have experienced such a rating if a professor has written a note 
evaluating a paper you have turned in. A benefit of narrative ratings is that 
they can be tailored to describe specific, and perhaps unique, aspects of perfor-
mance. A stock analyst may have a specific set of goals and circumstances that 
does not apply to other analysts. In this case, the narrative rating allows the ana-
lyst’s supervisor to make comments and evaluations that apply only to that ana-
lyst. Such comments can also be very helpful for improving future performance.

Personalized ratings can, however, create problems when it comes to com-
paring the performance of different individuals. The lack of consistent mea-
surement makes it difficult to determine which employees are high and low 
performers, which in turn creates problems for training and compensation. 
Narrative ratings are thus best for providing feedback in organizations where 
decisions related to training, promotions, and compensation are not based on 
comparisons with other employees.

Graphic Ratings
Perhaps the most common rating format uses graphic scales. With graphic ratings, 
raters are asked to provide a numerical rating for a number of different 
dimensions of work performance. 

Graphical ratings can be designed to measure either outcomes or behav-
iors. Common dimensions of performance include quality of output, quantity 
of output, cooperation with others, and skill development. For each perfor-
mance dimension, the rater is asked to place the employee in a specific rat-
ing category. Most scales have between three and seven rating categories, 
each represented by a number. For example, a scale with three categories 
may include a rating of 1 for unsatisfactory performance, 2 for average perfor-
mance, and 3 for outstanding performance.

Narrative ratings
A rating format that asks raters 
to provide a written description 
of an employee’s performance.

Graphic ratings
A rating format that asks raters 
to provide a numerical score for 
an employee on each of several 
dimensions of performance.
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One benefit of graphic ratings is that all employees are rated on a com-
mon set of dimensions, which makes it easy to compare employees with one 
another. A problem is that some performance dimensions may not apply 
to some employees. Raters who use graphical scales are also prone to rater 
errors, as described earlier. In many cases, raters who use graphical ratings 
end up giving most employees a similar score—the central tendency error. 
This tendency to rate people similarly makes graphical ratings best suited for 
organizations that are pursuing cost-reduction strategies and encouraging 
employee parity. Figure 8.4 shows an example of a graphic rating scale.

Forced Rankings
Another rating format is forced ranking, which occurs when a rater is required 
to rank all employees. For example, an office manager might be asked to rank 
the office’s five secretaries in order from highest performer to lowest per-
former. A class ranking in which all students are ordered from highest GPA to 
lowest GPA is another example of such a measure.

The forced ranking technique eliminates central tendency error and pro-
vides clear guidance for organizations that want to give promotions and pay 
raises to top performers. Many supervisors are uncomfortable with rankings, 
however, because a high proportion of their employees perform at essentially 
the same level. Forced ranking formats are thus best for organizations that 
encourage competition among employees, which makes them most suitable 
for organizations that use merit-based performance management to pursue 
differentiation strategies.

Forced Distributions
A rating format that combines the graphic rating with the forced rating is a 
forced distribution. As mentioned earlier, this format requires that a certain 
percentage of employees be placed in each rating category. A supervisor of 
computer programmers, for instance, may be required to rate 50 percent of 
them as average, 30 percent as outstanding, and 20 percent as unsatisfactory. 
Raters tend not to like forced distributions because they perceive them as less 
fair and more difficult to complete.69 Yet, this format represents a compromise 

Forced ranking
A rating format that asks 
raters to directly compare the 
contribution of an employee 
with the contribution of other 
employees.

Figure 8.4 Graphic Rating Scale.

Quality of Work Performed

Quantity of Work Performed

Timeliness of Completing Work

Cooperation with Others

Innovation and Creativity

1

1

1

1

1

2

2

2

2

2

3

3

3

3

3

4

4

4

4

4

5

5

5

5

5

Uns
at

isf
ac

to
ry

M
ar

gin
al

Sat
isf

ac
to

ry

Goo
d

Out
sta

nd
ing

Worker’s Name ___________________

Directions: Please circle the number that you feel best describes this worker’s performance for each work dimension.
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between the graphical format, which allows everyone to receive the same rank-
ing, and the forced ranking format, which requires a different score for each 
person being rated. Because they encourage competition, forced distribution 
formats emphasize merit and are most suitable for organizations pursuing dif-
ferentiation strategies.

?
CONCEPT CHECK
 1. How do contamination and deficiency affect performance 

ratings?
 2. What is the difference between objective and subjective mea-

sures? How do outcome and behavioral measures differ?
 3. What are three common problems that affect performance 

ratings?
 4. What are the strengths and weaknesses of various rating 

formats?

Students’ performance is usually measured by a professor. What would hap-
pen if students rated their own performance? Would their grades be higher 
than the grades given by the professor? What about having other members of 
the class determine each student’s grade? Would that be fair? Would every-
one’s grade be the same? If students received ratings from the professor, 
other students, and themselves, how similar would those different types of 
ratings be? These are important issues related to who should carry out per-
formance appraisals. As you will see, it’s a good idea to have more than one 
source of performance measurement.

MULTISOURCE PERFORMANCE RATINGS
Just as grades usually come from professors, employee ratings usually come 
from supervisors. Most organizations place the primary responsibility for man-
aging employees with supervisors, making performance appraisal one of their 
most important tasks. In most cases, this makes sense, because supervisors 
are in a good position to evaluate what tasks need to be done, whether the 
employee is performing the right tasks, and how well the tasks are being per-
formed. However, a supervisor may not see the complete picture, and supervi-
sors have biases that can unfairly influence the ratings. In other words, ratings 
from supervisors suffer from both deficiency and contamination. Gathering 
information and ratings from multiple sources is thus a key to effective perfor-
mance appraisal.

The process of obtaining performance ratings from multiple sources is known 
as multisource ratings, or sometimes as 360-degree appraisal. Based on the 
notion that a completed circle has 360 degrees, multisource performance ratings 

Multisource 
performance ratings
Performance ratings obtained 
from a variety of raters such 
as customers, coworkers, 
supervisors, and self.

Who Should Measure Performance?

LEARNING OBJECTIVE 4
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seek to evaluate performance by obtaining information from multiple raters 
who have different perspectives. Figure 8.5 shows a typical 360-degree rating 
approach. Ratings are usually obtained not only from supervisors but also from 
coworkers and the employees themselves. If the person being rated is a supervi-
sor, ratings are also obtained from the subordinates he or she supervises. Some 
organizations obtain ratings from customers and suppliers as well. The multiple 
ratings give a more complete picture of performance and usually provide better 
guidance about what the employee can do to improve.70 These benefits can be 
enhanced by having the various raters meet together and discuss their evalua-
tions.71 Multisource ratings are also a method of increasing employee satisfaction 
with the performance appraisal process.72

RATING SOURCE DIFFERENCES
One concern about multisource ratings is that the measures from different 
sources often do not agree.73 In particular, researchers have found that self-
assessments tend to differ from ratings provided by others.74 In some cases, 
particularly in cultures that value modesty, self-ratings can be lower than rat-
ings by others.75 But in most cases, self-ratings are higher than ratings pro-
vided by supervisors and peers.76 Interestingly, self-ratings are still high but 
more similar to ratings provided by others for women, as well as for employees 
who are younger, less experienced, more educated, and white. Part of this 
effect occurs because experienced, nonwhite males seem to overrate their own 
performance more than others. In addition, ratings from others tend to be 
lower for people who are older and less educated, contributing to a larger dif-
ference between self-ratings and ratings from others for older, less educated 
employees.77 These issues reflect potential biases in self-ratings, another prob-
lem is that people with lower performance are the very ones who are less accu-
rate in their self-appraisals. Lack of perception that keeps some employees 
from performing well also makes them less accurate in their self-assessments.78

Figure 8.5 360-Degree Performance Appraisal. This is an 
example of multisource performance ratings.

Self-Appraisal

Supervisor
Appraisal

Subordinate
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Customer
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Self-ratings and ratings from others differ for several reasons. One rea-
son is that people generally have a self-serving bias—that is, they want to see 
themselves in the best possible light. People may also rate themselves higher 
because they have more opportunities than anyone else to observe their own 
work contributions. Finally, there may be disagreement over standards.79 For 
this reason, self-ratings and ratings from others become more similar when 
organizations establish clear standards to describe high performance80 and 
when the employees being rated have more knowledge about the perfor-
mance appraisal system.81 Perceptions of performance also tend to be more 
similar when the person being rated and the other rater are both highly con-
scientious. This similarity may arise because both raters focus mostly on task 
contributions, leading to increased objectivity.82

Whereas self-ratings and ratings from others often differ, ratings from peers 
and supervisors tend to be quite similar.83 The one exception occurs when the 
person being rated performs very poorly; peer ratings in this case are not as 
low as ratings from supervisors.84 Evidently, many peers are not willing to give 
low ratings to people with whom they work closely, even when those people 
might deserve low ratings. Regardless of whether peer ratings are consistent 
with supervisor ratings, simply obtaining peer ratings can be beneficial. In 
workgroups that use peer ratings, group members have better relationships 
with each other and focus more on task completion.85

Even though ratings from supervisors and peers are similar, they are 
not identical, suggesting that perceptions of performance may not always 
be consistent. Indeed, even assessments from raters representing the same 
source—such as ratings from a number of different peers—tend to disagree 
somewhat.86 Furthermore, ratings from any individual are likely to suffer from 
various biases, as explained earlier. Fortunately, many of the biases of one 
rater can be offset by different biases of another rater. Each of the ratings can 
focus on a somewhat different aspect of performance and thereby provide 
unique information about how well an employee is performing.87 Obtaining 
ratings from a large number of sources and raters thus provides the best pic-
ture of overall contribution to the organization.

?
CONCEPT CHECK
 1. Who usually provides evaluations for multisource 

 performance ratings?
 2. How are self-ratings of performance different from ratings 

provided by others?

How Should Feedback Be Provided?

LEARNING OBJECTIVE 5

Effective performance management requires more than simply measuring 
employee contributions. If such measurements are to result in improved per-
formance, employees must receive information about how well they are per-
forming. That is, they must be given feedback. Trying to improve performance 
without feedback can be highly frustrating. Just imagine taking an algebra test 

Feedback
Information given to employees 
to communicate how well they 
are performing.
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and never finding out whether you solved the problems correctly. You might 
become aggravated and unwilling to continue working problems. You would 
also be unlikely to get much better at algebra until you learned what you 
might be doing wrong. In the same way, employees who do not receive feed-
back tend to become dissatisfied and perform at suboptimal levels. Feedback 
is thus desired by most employees. In fact, the accompanying “Technology in 
HR” feature describes how many younger employees are using Twitter and 
Facebook to ask for feedback.

Several hundred studies have examined the effect of feedback on perfor-
mance and have found that people who receive feedback generally perform 
better than people who do not. In some cases, though, receiving feedback 
actually decreases performance. In other words, feedback has a positive effect 
on performance in most instances but can have a negative effect in some 
cases.88

Before discussing specific ways to make feedback more effective, it is 
important to note that feedback can have a lasting positive influence on 
performance. Effective feedback reduces perceptions of negative workplace 
politics and thereby increased worker morale.89 Improvement from feed-
back is greatest when the person receiving the information feedback per-
ceives a real need to change and believes that he or she has the skill and 
ability to do what is needed to perform at a higher level.90 Formal feedback 
meetings, usually held once or twice a year, provide a setting for communi-
cating these matters. As described in the “Building Strength Through HR” 
feature, much of the benefit of feedback comes from two-way discussions 
between supervisors and employees. Employees who meet with their evalua-
tors gain more from feedback than do employees who are only given written 
appraisals.91

FEEDBACK THROUGH TWITTER AND FACEBOOK

Many employees do not want to wait until their 
formal performance appraisal interview to receive 
feedback. They get this information in real time 
from the people in their online networks. For 
example, after making a presentation, an employee 
may tweet to ask others in the room how he or she 
did. The immediate response from friends is often 
helpful for improving future behavior. Of course, 
the accuracy of the feedback depends on who 
receives the initial tweet and how willing they are to 
be honest with the presenter. 

Wiki technology provides another mechanism 
for receiving feedback. A manager posts feedback 
and then allows others to add their perceptions. 

Some employees might be uncomfortable receiv-
ing feedback in such a public way, but online dis-
cussion can open communication channels. 

For years managers and trainers have wondered 
about ways to provide employees with more ongo-
ing feedback. Although social networking sites 
such as Twitter and Facebook were not developed 
for this specific purpose, they do provide an easy 
means for providing rapid, ongoing information. 
Of course, businesses are also developing dedi-
cated software that can be tailored to the specific 
task of providing employees with feedback.

Source: Pat Galagan, “Dude, How’d I Do?” T+D 63, no. 7 
(2009): 26.

Technology in HR
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WHIRLPOOL CORPORATION

Whirlpool Corporation is an international manufac-
turer of household appliances that employs nearly 
70,000 people and has annual sales of $19 billion. 
Although the depressed economy and decreased 
home building slowed the growth of Whirlpool, 
the company continued to excel by emphasizing 
cost reduction and performance improvement. 
Performance management is an important part of 
the overall effort to increase productivity. A num-
ber of years ago, Whirlpool streamlined its perfor-
mance management process to help managers save 
time. Most feedback was provided through email 
exchanges. Unfortunately, the streamlined process 
was ineffective. Whirlpool thus revised its feedback 
process to include more face-to-face interaction. 
Specific features of the new appraisal and feedback 
process include the following:

 • Managers are required to meet with each 
employee at least four times during the year 
to discuss performance and provide feedback.

 • Employees write personal objectives that they 
share with supervisors. At least one objective 
must focus on a stretch goal for exceptional 
performance.

 • Managers now spend a significant amount 
of time coaching and developing employees, 
which organizational leaders identify as the 
true role of a manager.

Building Strength Through HR

Sources: Bill Stopper, “Innovation at Whirlpool: Embedment 
and Sustainability,” Human Resource Planning 29, no. 3 
(2006): 28; Erin White, “For Relevance, Firms Revamp 
Worker Reviews,” Wall Street Journal, July 17, 2006, p. B1; CEC 
Council, CIO 23, no. 6 (2010); Bob Tita, Corporate News: 
Whirlpool Earnings Tumble,” Wall Street Journal, October 24, 
2009, p. B5.

PROVIDING POSITIVE 
AND NEGATIVE FEEDBACK
Feedback can be classified as either positive or negative. Messages communi-
cating high performance convey positive feedback. A sales representative who 
exceeds her sales quota receives positive feedback when her supervisor con-
gratulates her for doing so well. Messages communicating low performance 
and a need to improve convey negative feedback. A parts assembler receives 
negative feedback when a supervisor tells him that one-half of the compo-
nents he produced failed the quality test.

The model shown in Figure 8.6 explains how positive and negative feed-
back relate to motivation. Positive feedback leads to higher motivation when 
employees expect to receive benefits from continued high performance. This 

Positive feedback
Information that communicates 
things that an employee is 
doing well.

Negative feedback
Information that communicates 
things an employee needs to 
change in order to improve.
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suggests that in many cases, positive feedback increases motivation when it is 
linked to future goals. Positive feedback, then, creates a sense of accomplish-
ment that encourages sustained effort as long as employees have goals that 
provide them with the opportunity to further excel.

The influence of negative feedback on performance is somewhat less clear. 
Employees who perceive negative feedback as criticism become less motivated 
and more likely to experience conflict with others.92 The basic problem is 
that people become defensive when they hear that they are not performing 
as well as expected. As shown in Figure 8.6, the initial reaction of employees 
who have received negative feedback is to increase their effort. But they will 
continue to put forth greater effort only if they experience success or believe 
that success is likely. In other words, negative feedback only improves per-
formance when people are confident that they can do what is necessary to 
improve.93 Building confidence and helping people see that they have the 
skills necessary to improve is therefore one important consideration in mak-
ing sure that negative feedback improves performance.

EFFECTIVELY COMMUNICATING 
METHODS FOR IMPROVEMENT
Of course feedback is helpful only if it results in employees doing things dif-
ferently. Feedback should thus be communicated in ways that increase the 
likelihood that employees will actually change their behavior. Table 8.2 pro-
vides several keys for successful feedback meetings. People are most likely to 
accept and act on feedback when they perceive that it is accurate, suggesting 
that the person giving the feedback must be seen as credible.94 The first key to 

Yes
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No
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Feedback

Negative

Perception of
Personal

Capability?

Increased
Motivation

Decreased
Motivation

Increased
Motivation
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Continuous
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Goal?

Figure 8.6 Effects of Positive and Negative Feedback. Source: Information from 
Avraham N. Kluger and Angelo DeNisi, “The Effects of Feedback Interventions on 
Performance: A Historical Review, A Meta-Analysis, and a Preliminary Feedback 
Intervention Theory,” Psychological Bulletin 119(1996): 254–284.
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effectively communicating feedback is thus to build a relationship so that the 
receiver has confidence in the supervisor’s ability to provide helpful advice. 
Employees who feel that their leader cares about them and looks out for their 
best interests are more likely to seek out and respond to negative feedback.95 
Feedback is also improved when supervisors clarify the behaviors they are 
looking for when they evaluate employees,96 suggesting that it is useful for 
supervisors to provide clear descriptions of specific behaviors they hope to 
observe. For example, a sales supervisor who wants an employee to be more 
proactive in preparing for meetings with clients might describe specific behav-
iors, such as gathering relevant sales figures and preparing potential responses 
to clients’ excuses for not making a purchase. Supervisors also communicate 
effectively when they continue to build relationships by treating employees as 
individuals and taking into account personal circumstances. In the end, then, 
feedback is more likely to be accepted when the person giving it has a good 
relationship with the receiver and when the message is clear enough that the 
receiver knows exactly what to do to improve.97

The importance of providing clear direction is captured in the principle 
of feedback specificity, which concerns the level of detail in the message. 
Specific feedback provides detailed descriptions of actions and outcomes and 
is good for communicating what someone has done to achieve success. In 
addition, specific feedback facilitates quick learning of skills when the skills 
are clearly defined and carried out in environments that do not change.98 
Providing a very detailed description of the optimal steps for bolting a bum-
per on a car is an example. Carefully describing each and every detail is help-
ful because the process has been thoroughly studied and optimal methods of 
performance have been identified. Furthermore, bolting car bumpers onto 
cars is a process that doesn’t vary much from environment to environment.

Specific feedback is not always optimal, however. Less specific feedback 
encourages people to explore and try alternative methods for accomplish-
ing tasks. In some cases, giving very specific feedback can inhibit learning. An 
example might involve giving specific feedback about how to operate a properly 
functioning machine. The feedback is helpful as long as the machine operates 
as it should. However, the specific feedback may inhibit the machine operator 
from exploring different methods of interacting with the machine. This may 
prevent the operator from learning more about how the machine operates.99

We can conclude, then, that specific feedback is best for communicating 
how to do clearly defined tasks that do not change. However, specific feedback 
may discourage employees from learning that extends beyond knowing how 

Feedback specificity
The level of detail in 
communication, which can range 
from broad information about 
overall performance to specific 
information about certain 
actions.

Source: Information from David Javitch, “Appraising Employee Performance,” Management 
Services 50, no. 3 (2006): 19–20.

1. Place the employee at ease with small talk.

2. Allow the employee to share his or her perspective before you share yours.

3. Be positive and use action-oriented behavioral terms.

4. Use specific and measurable expressions.

5. Avoid comparing the employee to yourself or others.

6. Balance negatives with positives; start with a positive.

7. Spend time planning for improvement.

Table 8.2 Conducting Appraisal Interviews
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to follow prescribed procedures. To improve performance in such instances, 
it may be better to provide feedback that is not so specific that it suggests that 
there is only one best way of doing something.

Another factor that influences whether someone benefits from feedback is 
the extent to which the receiver can do what is necessary to improve. Feedback 
is more likely to be accepted when it focuses on things that an individual can 
actually change.100 Focusing on factors outside the control of the employee 
increases frustration and does not provide a path for improving future per-
formance. A store clerk who receives negative feedback because of low sales 
figures during a snow storm, for example, is left with a sense of confusion and 
little guidance for how to improve future performance. Supervisors are thus 
most effective when they communicate about issues the employee can control.

REDUCING NEGATIVE EMOTIONAL RESPONSES
Think of a time when you received a very poor grade on an assignment or 
exam. What was your initial reaction? Were you angry? disappointed? Did you 
feel like a failure? Perhaps you wanted to quit trying. Were you upset with the 
professor who wrote and graded the exam? Did you commit yourself to work 
harder and make sure you received a better grade the next time?

People who receive feedback, particularly negative feedback, experience 
a wide range of emotions. These emotions have a lot to do with the effect of 
feedback on performance. Feedback that is channeled through positive emo-
tions generally improves performance, whereas feedback that is channeled 
through negative emotions often causes performance to become worse.101

Negative emotions such as fear, anger, sadness, and guilt harm perfor-
mance because they focus attention away from future tasks. Feedback is thus 
most likely to lead to better performance when it is presented in ways that do 
not bring out negative emotions.102 Effective leaders who have good relation-
ships with employees are able to give feedback that doesn’t make recipients 
feel negative.103 Ideas for presenting feedback in ways that reduce negative 
emotion are shown in Table 8.3.

Positive emotions that accompany feedback generally focus on learning and 
skill development. In addition, feedback that specifically teaches new skills 
can be effective for showing employees what they can do to improve future 
performance.104 Organizations that develop a culture of providing ongoing 
feedback that emphasizes improvement rather than criticism are thus most 
effective in communicating methods for enhancing performance.105

Individuals who approach life with an orientation toward learning and 
improving themselves benefit most from receiving feedback.106 People with 
positive self-concepts are also more likely to react positively to feedback. 

1. Focus comments on the task rather than the person.

2. Combine feedback with goals for improvement.

3. Describe behaviors in an unemotional manner.

4. Focus on what is observed rather than underlying causes.

5. Remain nonjudgmental.

6. Provide clear examples to support points.

Table 8.3 Giving Employee Feedback
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When employees have a strong sense of self-worth and confidence in their 
abilities, they generally perceive negative feedback as intended to improve 
performance rather than to criticize and tear down.107 Hiring skilled workers 
who have a desire to continuously improve is thus one way to ensure success-
ful performance management.

BUILDING HIGH EXPECTATIONS
One interesting aspect of feedback is its potential to communicate high 
expectations. Performance often rises to the level of expectations that leaders 
have for their followers. The effect by which high expectations lead to better 
performance is often labeled the Pygmalion effect. A number of studies have 
shown that the Pygmalion effect operates in work organizations, where high 
expectations translate into improved job performance.108 Supervisors who 
perceive their employees as having exceptional ability communicate greater 
confidence, which in turn raises the employees’ performance.109 Supervisors 
can therefore improve their feedback by clearly communicating high expecta-
tions for future performance. How do supervisors communicate high expecta-
tions? By telling employees that they have confidence in their abilities and by 
providing models so that employees can see that others have succeeded.110

?
CONCEPT CHECK
 1. What are keys to effectively giving positive feedback? 

How should negative feedback be given?
 2. What can be done to reduce negative emotional reactions 

to feedback?

Pygmalion effect
A process whereby performance 
increases when leaders have 
high expectations about 
the skills and capabilities 
of followers.

IN THE MANAGER’S PERSPECTIVE THAT OPENED THE CHAPTER, 
TYRONE WAS CONCERNED ABOUT PERFORMANCE RATINGS AND 
FEEDBACK. HE WONDERED WHETHER HIS RATINGS WERE ACCU-
RATE, AND HE FELT ANXIOUS ABOUT THE NEED TO COMMUNICATE 
LOW RATINGS TO SOME EMPLOYEES. FOLLOWING ARE THE ANSWERS 
TO THE “WHAT DO YOU THINK?” QUIZ THAT FOLLOWED THE 
MANAGER’S PERSPECTIVE. WERE YOU ABLE TO CORRECTLY IDEN-
TIFY THE TRUE STATEMENTS? CAN YOU DO BETTER NOW ?

1. Employee rating systems are of no value unless at least 

some employees receive low ratings.  FALSE.  Parity-

based rating systems are helpful for organizations with 

strategies that do not benefit 

from identifying differences 

among employees whose 

performance is adequate.

2. When completing per-

formance ratings, it is 

best to focus only on whether an employee com-

pletes tasks and not on how well he or she works with 

others.  FALSE.  Citizenship performance and counter-

productive performance are important aspects of contri-

bution that should be reflected in ratings.
  

  

A  M A N A G E R ’ S  P E R S P E C T I V E  R E V I S I T E D
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3. Objective measures of performance, which are repre-

sented by things that can be counted, are better than 

subjective measures such as supervisor judgments.  

FALSE.  Like subjective measures, objective measures 

can suffer from contamination and deficiency.

4. Self-ratings of performance are usually higher than rat-

ings provided by others.  TRUE.  Because of self-serving 

biases, people usually give themselves ratings that are 

higher than the ratings others give them.

5. Employee performance increases when supervisors 

communicate high expectations.  TRUE.  Performance 

in organizational settings is higher when leaders believe 

employees are capable and communicate their high 

expectations to the employees.

Although conducting performance appraisals is a diffi-

cult task, Tyrone’s effort is likely to pay off. Tyrone should 

take into account all aspects of performance. Given his 

need to improve store performance, he should also dif-

ferentiate employees so that the individuals who are 

not performing at an adequate level can be identified. 

As explained in this chapter, carefully appraising perfor-

mance and giving feedback to employees are key methods 

for improving organizational productivity.

  

  

  

SUMMARY

Merit-based systems use relative measures and 
forced distributions to recognize high perfor-
mance. Because they encourage competition and 
stretch goals to foster innovation and high qual-
ity, merit-based systems are usually adopted in 
organizations that pursue either Free Agent or 
Committed Expert HR strategies. Parity-based 
systems incorporate absolute measures and free 
distributions to encourage cooperation. These 
systems are usually less costly and can recognize 
most employees as high performers, which aligns 
them most closely with Bargain Laborer and Loyal 
Soldier HR strategies.

Job performance represents the contribution indi-
viduals make to an organization. Most specific 

How is performance management 
strategic?

LEARNING OBJECTIVE 1

What is performance?

LEARNING OBJECTIVE 2

measures of job performance are related to one 
another and combine to create a general per-
formance factor that represents overall contri-
bution to the organization. Task performance, 
citizenship performance, and counterproductive 
performance represent three main dimensions 
of the general performance factor. Task perfor-
mance contributes to the actual production of 
goods and services. Employees who excel at task 
performance need both declarative knowledge 
(an understanding of what needs to be done) and 
procedural knowledge and skill (the ability to per-
form the necessary actions). Citizenship perfor-
mance contributes to the social and psychological 
environment of the organization. Organizational 
citizenship behavior benefits the entire orga-
nization, whereas interpersonal citizenship 
behavior is directed toward specific individuals. 
Counterproductive performance harms the orga-
nization. Production and property deviance are 
forms of counterproductive performance directed 
toward the entire organization. Political deviance 
and personal aggression are forms of counterpro-
ductive performance that are directed toward spe-
cific individuals.
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The goal of performance appraisal is accurate 
portrayal of each employee’s contribution to an 
organization. Appraisal measures that measure 
things unrelated to contribution suffer from 
contamination. Measures that fail to capture 
things that do relate to contribution suffer from 
deficiency.

Organizations use a variety of methods to 
appraise performance. Objective performance 
measures are based on counts of behaviors and 
outcomes, while subjective measures are based on 
judgments from raters. Outcome measures focus 
on end results, whereas behavior measures assess 
employees’ actions. Each type of measure may suf-
fer from contamination and deficiency.

Performance ratings suffer from a number 
of problems. Raters may commit various errors, 
including central tendency error, contrast error, 
halo error, recency error, and primacy error. Rat-
ing errors that result in consistently lower scores 
for people with certain characteristics suffer from 
rater bias. Objective ratings are particularly sus-
ceptible to situational influences, which are fac-
tors outside the control of employees. In addition, 
performance frequently changes across time, so 
an assessment at a given time may not accurately 
reflect overall performance. Various rating for-
mats have strengths and weaknesses. Because of 
these problems, organizations tend to adopt a 
combination of measures that operate together 
to provide a more accurate picture of overall 
contribution.

How is performance measured?

LEARNING OBJECTIVE 3

Performance ratings should be obtained from multi-
ple sources. An example of an effective measurement 
of this sort is the multisource performance rating, 
which includes information not only from supervi-
sors but also from coworkers, subordinates, custom-
ers, and employees themselves. Each of these sources 
can provide information about different aspects of 
an employee’s contribution to the organization.

Feedback provides information to employees so that 
they know how well they are performing. Feedback 
is most effective when the employee receiving it 
perceives a need to change and believes in his or 
her ability to do what is needed for improvement. 
Positive feedback increases performance when 
it is linked to goals for continued improvement. 
Negative feedback increases performance when the 
individuals receiving the feedback are confident in 
their abilities. Specific feedback is good for com-
municating how to accomplish well-defined tasks. 
However, providing very specific feedback can sti-
fle learning and exploration. Feedback should be 
presented in a way that reduces negative emotions. 
An organization can nurture positive emotions 
by developing a culture of ongoing feedback that 
encourages continuous learning and development. 
Leaders can also improve performance by commu-
nicating high expectations for followers.

Who should measure performance?

LEARNING OBJECTIVE 4

How should feedback be provided?

LEARNING OBJECTIVE 5

absolute measures 295
central tendency error 305
citizenship performance 298
contamination 302
contrast error 305
counterproductive performance 298
declarative knowledge 298
deficiency 302

KEY TERMS

feedback 313
feedback specificity 317
forced distribution 294
forced ranking 310
frame-of-reference training 305
free distribution 295
general performance factor 297
graphic ratings 309
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halo error 305
interpersonal citizenship behavior 299
job performance 297
merit-based system 294
multisource performance ratings 311
narrative ratings 309
negative feedback 315
objective performance measures 303
organizational citizenship behavior 299
parity-based system 295
performance appraisal 301
performance management 292
personal aggression 300

political deviance 300
positive feedback 315
primacy error 305
procedural knowledge and skill 298
production deviance 300
property deviance 300
Pygmalion effect 319
rater bias 306
recency error 305
relative measures 294
situational influences 307
subjective performance measures 303
task performance 297

 1. Would you prefer working under a merit-based 
or parity-based performance management 
system?

 2. How do you think employees might react to a 
change from a parity system to a merit system? 
How about a change from a merit system to a 
parity system?

 3. Which do you think is most important: task 
performance, citizenship performance, or 
counterproductive performance? Why?

 4. Have you ever observed an employee with high 
task performance but low citizenship perfor-
mance? If so, describe that situation. If not, 
describe a scenario in which you think such 
performance might occur.

 5. Why do you think instances of counter-
productive performance are rising? What 
do you think should be done to decrease 

DISCUSSION QUESTIONS

counterproductive performance? Is teach-
ing ethics in management classes a good 
solution?

 6. What are typical sources of contamination 
and deficiency in objective measures of job 
performance?

 7. What are some situational influences that 
affect your performance as a student? Would it 
be fair for professors to take into account situ-
ational influences when assigning grades?

 8. What factors might explain differences 
between coworker and supervisor ratings?

 9. How do you react to negative feedback? What 
might you do to help yourself and others ben-
efit more from negative feedback?

 10. Why do we treat people we think have high 
ability differently than people we think have 
low ability?

EXAMPLE CASE Medical Center

This healthcare organization provides a wide array of services including in patient 
services, transitional care services, and outpatient treatment and testing.

A few years ago, the facility changed its performance appraisal methodol-
ogy. It shifted from a subjective performance appraisal system to a more objec-
tive rating system that focused on the actions and behaviors of the employee. 
This shift can be considered as a good move because the use of behavior-based 
scales tends to overcome evaluation errors that plague more subjective evalua-
tions. Employee evaluations in this organization were performed once a year.

The performance appraisal system was instituted in this healthcare organi-
zation as a four-step process:
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Step 1: The employee performs a self-appraisal first by completing an 
appraisal sheet and then submitting it to his or her supervisor. Employees 
generally welcome use of self-appraisal, and it tends to decrease defensive-
ness about the process.
Step 2: The supervisor then responds to the same questions the employee 
had previously answered based on his or her perceptions and observations 
of the employee’s performance.
Step 3: Finally, the supervisor and employee meet and discuss the ratings 
on the evaluation.
Step 4: The results of the evaluation are intended to then be used as a 
guiding tool to determine the annual raise of the employee.

The questions in the performance evaluation questionnaire were divided 
into two sections. The first section was based on the overall organizational 
standards that had been set for the entire hospital. Areas addressed in this 
section include professionalism, efficiency, quality of work, respect, and ser-
vice. Every employee, full-time and part-time, has to complete this section of 
the performance appraisal. The second section of the appraisal consisted of 
various competencies for each individual position. These competencies were 
specific to the tasks required to fulfill the duties of the individual in their 
respective positions. The competencies, varying greatly from position to posi-
tion, were based strictly on duties required for that position. This is impor-
tant, as having similarly situated employees evaluated on like criteria improves 
the consistency of the appraisal process.

In this healthcare organization, both the employee and the supervisor were 
instructed on the evaluation instrument to rate the employee on each of the 
areas on the following scale:

0 � Not Applicable

1 � Does Not Meet Expectations

2 � Meets Expectations

3 � Exceeds Expectations

This system was implemented to improve performance appraisals and 
make them more objective. The use of the same evaluation form throughout 
the organization improved the consistency in the evaluation process.

The healthcare organization also used some guidelines regarding what 
should be done if an employee obtained a certain score. Here is a brief 
description of the organization’s policies. If the person being rated received 
a mark of 1 or 3, then documentation had to be provided to justify that rat-
ing. Also, if the employee was given a rating of 1 by the supervisor, then some 
method of learning was to be designed to help the employee to achieve a level 
of meeting expectations. Following this, the employee was to be reevaluated 
in this area and was required to demonstrate abilities to meet expectations.

QUESTIONS
 1. Do you think the new system is really more objective?
 2. Why do you think the organization requires documentation for certain ratings?
 3. What strengths do you see in the new system? What weaknesses do you see 

in the process?

Source: Ashish Chandra and Zachary D. Frank, “Utilization of Performance Appraisal Systems in 
Health Care Organizations and Improvement Strategies for Supervisors,” The Health Care Manager 
23, no. 1 (2004): 25–40. [Used with permission.]
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DISCUSSION CASE Reliable Underwriters

Reliable Underwriters is a risk management firm that provides insurance ser-
vices to large organizations. Part of its operation is a claims-processing cen-
ter that employs 156 clerical workers. These workers interact with clients to 
answer questions and provide information about the status of claims. Reliable 
has a corporate objective of obtaining the highest possible customer satisfac-
tion ratings. However, recent customer satisfaction surveys suggest that some 
of the clerical workers are not adequately meeting clients’ needs.

As part of an initiative to increase customer satisfaction, the management 
team of the claims processing center has decided to change the performance 
appraisal process. In the past, ratings have been made on a 5-point scale. 
A score of 5 represented outstanding performance, a score of 1 represented 
unacceptable performance, and a score of 3 represented average perfor-
mance. Last year, 135 employees received a score of 4. Only 3 received a score 
of 5, and only 2 received the lowest rating. Since almost everyone receives 
the same rating, employees in the claims-processing center have little con-
cern about being evaluated. For the most part, they see performance appraisal 
simply as a nuisance. However, the newly proposed process will create major 
changes.

The main change will be the use of a forced distribution. Each supervisor 
must rate at least 20 percent of employees as outstanding and at least 10 per-
cent as unacceptable. This forced distribution is expected to clearly identify 
top performers. Low performers will also be identified and encouraged to 
either improve or seek employment elsewhere.

QUESTIONS
 1. Do you predict that the forced distribution will increase customer satisfac-

tion? Why or why not?
 2. Which clerical workers do you think will most strongly oppose the change?
 3. How do you think supervisors will react to the proposed change?
 4. What problems with contamination and deficiency could occur with the 

forced distribution ratings?

Visit an Internet site containing performance data 
for professional athletes. Examples include the 
following:

National Football League: www.nfl.com/stats

Major League Baseball: http://sports.espn.go
.com/mlb/statistics

National Hockey League: http://www.nhl.com/
ice/statshome.htm#?navid=nav-sts-main

EXPERIENTIAL 
EXERCISE Assessing Performance in Sports

National Basketball Association: www.nba.com/
statistics

 Examine the statistics for individual players and 
teams, and answer the following questions.

 1. How are these measures of performance defi-
cient and contaminated?

 2. Do the statistical measures capture behaviors or 
outcomes?
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 3. What statistics might you add to measure citi-
zenship performance?

 4. Choose five players and look at their statis-
tics across multiple years. How stable is their 
performance?

 5. Does high individual performance equate 
with high team performance? Can you identify 
individual players with good personal statistics 
whose teams are unsuccessful?

Access the companion website to test your knowledge by completing a 
Global Telecommunications interactive role-playing exercise.
In this exercise it is performance appraisal time for Global Telecommunications. 
In the past, the company has had problems with several managers who have 
either failed to complete appraisals of their employees, failed to distinguish 
among employees in any meaningful way, or failed to evaluate the appropri-
ate information. The company has asked you to modify its appraisal program 
and to train managers on the benefits and techniques of good performance 
management programs. In particular, top management wants you to help the 
company better achieve its Committed Expert HR strategy. How will you mod-
ify the program and gain the needed buy-in from individual managers? •

INTERACTIVE 
EXPERIENTIAL EXERCISE

Performance Appraisal: Delivering Positive and 
Negative Feedback at Global Telecommunications
http://www.wiley.com/college/sc/stewart
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A  M A N A G E R ’ S  P E R S P E C T I V E

HUI WALKED OUT OF THE TRAINING ROOM MORE 
EXCITED THAN SHE HAD BEEN IN QUITE A WHILE. 
SHE HAD JUST LEARNED ABOUT A PROJECT MAN-
AGEMENT SOFTWARE PROGRAM THAT SHE’D READ 
ABOUT A YEAR AGO. WHEN SHE HEARD THAT HER 
COMPANY WAS OFFERING A PROJECT MANAGEMENT 
WORKSHOP, SHE HAD CALLED TO SEE WHETHER THE 
SOFTWARE SHE HOPED TO LEARN WAS COVERED. IT 
WAS. SO SHE REARRANGED TWO IMPORTANT MEET-
INGS AND BOOKED THE TRAINING.

The training had gone even better than she had 
hoped. The trainer opened with a story of a project 
just like the one Hui was managing. The trainer 
told another short story as a preview to the day’s 
agenda, and then asked participants what they 
hoped to accomplish that day. Hui had practically 
jumped out of her seat to explain how she had long 
wanted to improve her project management skills, 
and in particular, use software to track her employ-
ees’ tasks and, of course, due dates. The trainer had 
listened to Hui, and to the other participants’ com-
ments, and offered to make some adjustments to 
the workshop schedule to allow for more hands-on 
practice with the project management software. 

Hui was grateful for the 
time to actually use the 
software. She was able to 
practice and ask ques-
tions, and the trainer lis-
tened to each question and 
answered what she could. When Hui had a detailed 
question that the trainer couldn’t answer, the trainer 
had admitted she wasn’t sure. After a short break, 
though, the trainer came over to Hui and provided 
her business card with an Internet address written on 
the back. “I called technical support, and they said 
that this web page should have the answer to your 
question. If it doesn’t, my contact information is on 
the card—give me a call.” Hui was impressed with 
how responsive the trainer had been, and how quickly 
she had found an answer.

As Hui left the room, she planned how she would 
get started. She needed a bit more practice time 
with the software this week before she would feel 
comfortable introducing it to her employees. And 
she would have to call her information technology 
support staff to get the software installed on her 
computer as well as on each of her team member’s 
computers. We should be up and running by the 
end of the month, she thought.

c09.indd   330c09.indd   330 07/04/11   7:36 PM07/04/11   7:36 PM



CH_PHOTO

331

WHAT DO YOU THINK?
Imagine you are listening to a conversation between Hui 
and her manager, Charlie. Charlie makes the following 
statements. Which of the statements do you think are true?

Training keeps employees happy because 
it’s a break from work, but it has little 
impact on the organization’s bottom line.

If trainees learn in training, they will trans-
fer that learning back on the job.

Lecture is a terrible method for delivering 
training.

Training presented face to face is always 
more effective than training presented via 
computer technology.

Evaluating training is a waste of time.

?

T OR F

T OR F

T OR F

T OR F

T OR F

THE BIG PICTURE Effective Organizations Systematically Design and Deliver 
Training That Improves Individual and Organizational Performance.

The bad news began the next morning, and con-
tinued throughout the day. The return call from her 
information technology specialist included state-
ments like “low priority” and “may not be possible 
this year.” Despite Hui’s best arguments, she was 
not able to get the software installed. When she 
called her boss to appeal, things went from bad 
to worse. Her boss, Charlie, said, “We don’t have 
time for you to experiment with some new soft-
ware. You’re too close to two critical deadlines. 
And I have an extra project that I need you to 
start tomorrow.” Hui hung up the phone dejected. 

Hui felt she should tell someone the frustration 
she was feeling, but she wasn’t sure what to say. 
If she criticized her manager, she might be seen as 
a trouble maker. Maybe she should have talked to 
her manager before training started, to see what he 
thought about it. Maybe she should try to reach the 
trainer and see if she has any advice. Maybe some-
one in the HR department could help her.
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How Can Strategic Employee Training 
Improve an Organization?

Nearly everyone who has worked has attended a training program. Training 
is a planned effort by a company to help employees learn job-related knowl-
edge, skills, and attitudes.1 The vast majority of companies offer training pro-
grams, and they come in many shapes and sizes: large group lectures given by 
an expert, on-the-job training delivered by a supervisor, simulations guided 
by a computer program, small-group projects coordinated by an executive, 
or online discussions with colleagues from around the country. The common 
element that defines training is that employees go through a structured expe-
rience that helps them to learn something they can use to improve their per-
formance at work.

We usually equate learning with being in school. For example, when we 
were younger and in primary school, we gained knowledge, which includes 
facts and principles of all kinds. We gained skills, which allow us to perform 
tasks like throwing a ball, using computers, and solving geometry problems. 
We also developed new attitudes, such as (hopefully) the belief that school is 
both fun and beneficial. When our experiences change our knowledge, skills, 
or attitudes, we call it learning. Learning, then, is a change in what we know, 
what we can do, or what we believe that occurs because of experience.

Of course, the truth is that we don’t just learn in school, nor do we ever 
stop learning. We learn all the time in and out of classes, and we continue to 
learn throughout our lives. When we start a new job, we must learn about the 
industry, the company, and the day-to-day details of the position. To add to 
this challenge, companies and the jobs in them change over time. A company 
will get a new computer system, people will quit and new people will join, and 
products and services will be modified to meet changing customer demands. 
Most changes require that employees learn something new. So every job 
requires not only some learning to get started but also continued learning to 
avoid falling behind.

Most organizations, regardless of size and industry, offer at least some 
formal training to help employees learn.2 In a manufacturing setting, for 

Training
A planned effort to help 
employees learn job-related 
knowledge, skills, and attitudes.

Knowledge
Memory of facts and principles.

Skills
Proficiency at performing a 
particular act.

Attitudes
An evaluative reaction to 
particular categories of people, 
issues, objects, or events.

Learning
A change in knowledge, skill, 
or attitude that results from 
experience.

After reading this chapter you should be able to:

Explain how employee training practices can be aligned with an organization’s 
competitive strategy.

Describe how partnering and using a systematic process for developing training can 
help ensure that an organization benefits from training.

Discuss the different ways in which training needs are determined.

Describe the variety of training methods available and explain how to make those 
methods more effective.

Explain why the purpose of a training evaluation should be used to guide the 
evaluation process.

LEARNING OBJECTIVE 1

LEARNING OBJECTIVE 2

LEARNING OBJECTIVE 3

LEARNING OBJECTIVE 4

LEARNING OBJECTIVE 5

L E A R N I N G  O B J E C T I V E S
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instance, new employees can receive training on how to operate their 
equipment safely and effectively. Employees can learn in other, less for-
mal ways, such as by watching others, asking for help, experimenting, or 
studying on their own.3 These informal methods can be effective and inex-
pensive, so some firms rely heavily on informal learning. Small firms, in 
particular, often expect their employees to learn mostly through informal 
means.4

While informal learning methods can work, they are not always appropri-
ate. What if new employees at an automotive parts manufacturing facility were 
asked to learn all about metal stamping on their own? This process involves 
using large and dangerous equipment to shape metal products such as pipes. 
If an employee were injured because the company had not prepared him to 
use the equipment, then the company could be held liable for the injury. 
Formal training is also useful because it ensures that everyone learns the same 
things, such as the most efficient way to perform a task.

Training, when designed and delivered properly, can improve the overall 
effectiveness of an organization in three ways.5 First, it can boost employees’ 
commitment and motivation. Opportunities to learn new skills are important 
in today’s economy, so employees appreciate learning opportunities offered 
by training. As a result, companies that offer more training foster employee 
commitment.6 To be more precise, organizations that offer employees oppor-
tunities to learn and grow are seen as having employees’ best interests at 
heart, and as a result, employees feel more committed to the organizations.7 

Employee commitment can benefit an organization by increasing retention of 
high-performing employees (see Chapter 7).

Second, training helps employees perform their work more effectively 
and efficiently, so the organization is able to function better on a day-to-day 
basis. If you’ve ever been to a grocery store where the cashier had not been 
trained to use the cash register efficiently, then you’ve been a victim of poor 
training (or, if you were really unlucky, it might have been a combination of 
poor employee selection and poor training). Research is very clear on this 
point—employees who receive training know more and are able to do more 
than employees who do not receive training.8

These first two benefits should come as no surprise given research find-
ings about the commitment HR strategy discussed in Chapter 2. Providing 
employees with formal training is a key element of commitment-based HR.9 
Furthermore, providing training adds value on top of that provided by other 
HR practices. All other things being equal, providing training to a larger per-
centage of a company’s workforce will increase that company’s overall pro-
ductivity.10 Employees who are trained are more likely to be committed to the 
organization and have higher levels of knowledge and skill. As a result, they 
are better individual performers, and this helps the organization to be more 
productive.

The third way in which training benefits organizations is by helping them 
to meet their strategic objectives. It does so by providing employees with the 
specific knowledge, skills, and attitudes necessary to make strategic initiatives a 
reality. In other words, by making effective decisions regarding training, com-
panies ensure that the right people have the right skills for achieving the com-
petitive advantage sought by the strategy.

An example of a company that uses training effectively is Rockwell Collins. 
A leading supplier of aviation electronics equipment, Rockwell Collins 
is consistently faced with pressures to reduce design time of new products 

Informal learning methods
Natural learning that is neither 
planned nor organized.
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(in order to keep pace with new technology) and to improve quality of cur-
rent products (in order to reduce equipment failure). Faced with these chal-
lenges, Rockwell Collins continuously examines bottlenecks in moving from 
initial design to final products, looking for ways to speed up the process and 
improve quality.

A common bottleneck in the Rockwell Collins product design process was 
delays caused by electromagnetic interference (EMI), which often results in 
destruction of electronic parts. The company estimated that it was losing at 
least $1 million a year because of EMI. A quick investigation into the causes of 
the problem revealed that many testing engineers lacked a basic understand-
ing of how to avoid EMI. Working with a training company called Strategic 
Interactive, Rockwell staff developed a 12-hour CD-ROM course that was 
delivered to 1,300 engineers in about six months. Delivering the training 
via CD-ROM meant a larger up-front cost for developing the course, but it 
allowed Rockwell to train engineers more quickly. Engineers could do the 
training on their own time without taking time away from work to travel to 
corporate headquarters.

Although the course cost nearly $500,000 to develop, the end result was 
worth the cost. The EMI problem disappeared, and Rockwell has avoided 
approximately $1 million in equipment losses every year since the train-
ing. The investment in training paid off for Rockwell, and it helped the 
company to implement its strategy to reduce the time it takes to design new 
products.

ROCKWELL COLLINS

Rockwell Collins is a leading designer 
and producer of aviation electronics. 
With approximately 20,000 employ-
ees, and nearly $4.5 billion in sales in 
2009, it serves government and com-
mercial customers all over the world. 
Using a strategic approach to training, 
Rockwell was able to:

 • Identify a critical problem for the organization—design delays 
caused by electromagnetic interference—that could be solved by 
training.

 • Use online training opportunities to deliver a course to over 1,300 
engineers in about six months.

 • Speed up product design and testing and avoid approximately 
$1 million in equipment losses.

Source. Cliff Purington and Chris Butler with Sarah Fister Gale, Built to Learn: The Inside 
Story of How Rockwell Collins Became a True Learning Organization (New York: AMACOM, 
2003).

Building Strength 
Through HR
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As we’ve just seen, training offers universal benefits for improving employee 
motivation, commitment, and job performance. Training can also be aligned 
with strategy to help an organization gain a competitive advantage over other 
organizations. Training needs and training resources thus vary across firms 
depending on the business strategy that they pursue.11 Figure 9.1 summarizes 
some of these differences.

DIFFERENTIATION VERSUS COST 
LEADERSHIP STRATEGY
Let’s first consider how training efforts should be aligned with the cost and 
differentiation strategies described in Chapter 2. A cost leadership strategy, 
including both the Bargain Laborer and Loyal Soldier strategies, requires that 
employees have knowledge, skills, and attitudes that help reduce costs and 
improve efficiency. For example, a local restaurant that is trying to compete 
based on low-cost menu items must have employees who know how to do their 
work efficiently with little waste. In other words, they must have the knowl-
edge and skill needed to prepare and serve food quickly. Employees should 
also believe in efficiency and cost reduction and have a positive attitude toward 
working quickly. As a result, training for employees at this restaurant should 
not only build knowledge and skill so employees can work quickly without 
creating waste, it should also convince employees it is important to do so. 
The efforts of this small restaurant are, on a much larger scale, what compa-
nies like Motorola, General Electric, and Samsung Electronics are trying to 
accomplish with training programs designed to measure and improve quality. 

How Is Employee Training Strategic?

LEARNING OBJECTIVE 1

Figure 9.1 Strategic Framework for Employee Training.
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By training their employees on quality control principles and practices, these 
companies have been able to become more efficient, thereby reducing costs 
and increasing profits.12

A differentiation strategy, including both Free Agent and Committed 
Expert strategies, requires that employees be able to deliver services or make 
products that are superior to the services or products offered by competi-
tors.13 Some companies differentiate via innovation—constantly staying ahead 
of the competition with new products and services. With this type of differ-
entiation, team-focused creativity training is a useful way to help employees 
share knowledge and build creative products. Apple, 3M, Coach, and General 
Mills are examples of companies that pursue this type of differentiation strat-
egy and rely on this type of training. Differentiation can also be achieved via 
excellent customer service. For example, consider a different local restau-
rant trying to compete based on excellent service. This restaurant will train 
its employees how to impress customers by being considerate, friendly, and 
prompt. The efforts of this restaurant are similar to the efforts of compa-
nies like Nordstrom, Disney, Ritz-Carlton, and WorldColor.14 The efforts of 
WorldColor are offered as a detailed illustration in the “Building Strength 
Through HR” feature.

WORLDCOLOR

WorldColor, formerly Quebecor World, considers 
itself a global leader in complete marketing and 
advertising solutions. It has approximately 20,000 
employees working in 90 printing and related 
facilities in North and South America. Because 
they operate in a mature and competitive indus-
try, WorldColor differentiates itself with integrated 
sales and support services. To ensure customer 
service representatives have the right knowledge, 
skills, and attitudes, the company developed a cer-
tificate program that focused on communication, 
negotiation, and self-management skills. In addi-
tion to improving skills, this three-course, nine-day 
certificate helped to shift the culture of the com-
pany to be team-oriented and collaborative, so 
complex printing jobs that were spread across mul-
tiple printing facilities could be handled efficiently 
and effectively. Plant managers reported favorable 
outcomes from the certificate program. For exam-
ple, one manager reported customer satisfaction 
improvements from 87 to 97 percent in the year 

the program was implemented. Another manager 
described a 25 percent decreased turnaround time 
on customer complaints, 18 percent fewer lost cus-
tomers, and 61 percent increase in new customers. 

Source: Information from Howard Prager, “Gaining a 
competitive advantage through customer service training,” 
Industrial and Commercial Training 35 (2003): 259–262. 

Building Strength Through HR
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INTERNAL VERSUS EXTERNAL 
LABOR ORIENTATION
Training efforts must also be aligned with the relative emphasis the organiza-
tion places on internal versus external labor orientations. As you know, a com-
pany with an internal labor orientation seeks to make its own talent, whereas a 
company with an external labor orientation seeks to buy talent that is already 
developed. These different orientations clearly influence how much time and 
money a company will spend on training. Companies with an internal labor ori-
entation are willing to spend time and money to train current employees, while 
companies with an external orientation tend instead to hire new employees to 
fill their needs.

For example, consider a company with an internal labor orientation that 
discovers managers are not following appropriate labor laws in their recruit-
ing and hiring (covered in Chapter 3). With an internal labor orientation, the 
company is likely to see this as a knowledge deficit that should be addressed by 
training managers on these laws. An alternative approach, and one that might 
be adopted by a company with an external labor orientation, would be to cen-
tralize employee selection and hire a labor attorney to coordinate processes 
and enforce compliance with laws.

The distinction between internal and external labor orientation can 
also play out at an organizational level when a company decides whether to 
train employees for new business opportunities or acquire a new company. 
As an example of an external orientation, consider Adobe’s acquisition of 
Macromedia in 2005. Adobe was the world leader in static documents on 
the Internet (you have probably opened and read documents in the Adobe 
Acrobat PDF file format). However, the company had few employees and no 
business units with expertise in dynamic content for the Web, such as web 
pages that automatically update or offer interactive displays. Rather than cre-
ating a series of training programs to help employees learn about dynamic 
documents, and then build that capacity into their products, Adobe chose to 
buy that expertise. By acquiring Macromedia (which created Flash Player, a 
commonly used program that runs dynamic content on the Internet), Adobe 
was able to increase its capacity to compete in the software industry.15 Adobe 
acquired this expertise rather than developing it via training.

Do companies with external labor orientations skip training altogether? 
The answer is clearly no. In such companies, training programs are still offered 
for a variety of reasons, particularly to help employees learn company-specific 
knowledge and skills. However, in such firms, HR management must find ways 
to keep training costs low. One way to do this is to purchase a training course 
that has already been designed. HR management first should verify that the 
course is relevant to their organization and potential trainees. If the material is 
relevant, then purchasing an existing program can be dramatically less expen-
sive than developing a program from scratch. For safety training, for example, 
the National Safety Council sells self-study books, videos, and DVDs that cover 
such topics as Defensive Driving, First Aid, Motorcycle Safety, Electrical Safety, 
and Fire Protection. Many of these courses cost less than $150.16 Even bet-
ter from a cost perspective, some government agencies provide free online 
tools that can be used as instruction, such as the U.S. Department of Labor’s 
programs on eye and face protection, respiratory protection, lockout/tagout, 
poultry processing, scaffolding, beverage delivery, baggage handling, grocery 
warehousing.17
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Earlier, we identified three benefits an organization can gain from training its 
employees: Training can increase employees’ commitment and motivation, 
it can enable them to perform better, and it can help the organization to 
meet its strategic objectives. To achieve these three benefits, training must 
result not only in learning but also in transfer of training. Transfer of training 
occurs when trainees apply what they have learned in training to their jobs.18 
For transfer to happen, employees must first remember what they learned, 
or maintain an attitude over time. For example, if a trainer shows a new 
employee the steps involved in using a piece of manufacturing equipment, the 
employee must remember those steps after training is complete. Moreover, 
the employee must actually use those steps back on the job.

Transfer is more complicated than it sounds, and there is considerable 
evidence that many training programs get employees to learn but not to 

Transfer of training
Application on the job of 
knowledge, skills, or attitudes 
learned in training.

Sources: David Van Adelsberg and Edward A. Trolley, Running Training Like a Business: Delivering Unmistakable Value (San Francisco: 
Berrett-Koehler, 1999); National Court Appointed Special Advocate Association, “Tips to Keep Volunteer Training Costs Down,” 
2001, retrieved online at http://www.casanet.org on April 4, 2007.

Table 9.1 Costs of Training and Tips for Keeping Training Costs Low

Type of Cost Tips to Reduce Costs

Visible Costs

 Development Costs Partner with other organizations to share costs; purchase off-the-shelf training; use free or subsidized 
 training from the government and nonprofits like university extension programs

 Delivery Costs Reduce trainee travel and eliminate facility costs by using self-paced, individualized instruction or technol-
ogy delivery; reduce number and length of hand-outs; plan for reuse by laminating and retaining exhibits

  Trainer Salary 
and Benefits

Train current employees to be part-time trainers; use contract trainers for nonrecurring projects

Hidden Costs

  Trainee Compensation 
and Lost Productivity

Shift training to be readily available at employees’ desks;  simplify work processes so employees can learn 
on the job without much training; reduce training time using task analyses to isolate and train only critical 
knowledge and skills

 Wasted Investments Use needs assessments to ensure that training need exists and is important to address; partner with 
 management to increase transfer

?
CONCEPT CHECK
 1. What is the key focus of training for a company pursuing a 

differentiation strategy? a cost leadership strategy?
 2. How does training differ between companies that pursue an 

internal versus an external labor orientation?

What Are Key Principles for Getting 
Benefits from Training?

LEARNING OBJECTIVE 2

Table 9.1 provides a list of visible and hidden training costs and suggestions 
for how to reduce them. These tips can also be used by small businesses, or 
any organization that needs to control costs.
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 transfer.19 In other words, employees seem to understand the training mate-
rial, but they do not change their behavior on the job. When this happens, 
 investments in training are essentially wasted. Imagine, for example, what 
would have happened if Rockwell Collins’s 1,300 trained engineers had fin-
ished training and done nothing differently back at work. A great deal of 
everyone’s time and money would have been wasted, and those responsible 
might be trying to claim unemployment benefits.

How can training be designed to encourage learning and transfer? Two 
fundamental practices will help HR professionals to meet this goal: (1) man-
agers, employees, and HR professionals must work in partnership and (2) 
organizations must use a systematic process for designing, developing, and 
delivering training.

PARTNERSHIP
The first fundamental practice for ensuring learning and transfer is to oper-
ate training as a partnership among employees, their managers, and HR pro-
fessionals. A partnership between HR professionals and employees is critical 
because these professionals cannot determine employees’ knowledge and skill 
levels without their help. In addition, without the support of management, HR 
professionals are unlikely to be able to change the actual behavior of employees 
on the job. For example, if managers do not want employees to take the time 
to work on cost-cutting and quality-control projects, then training employees 
in how to run these projects is unlikely to change how the employees do their 
work and even less likely to improve the organization’s bottom line.

Another way to think about the need for partnership is to consider that 
employee performance is determined by many factors that are not under the 
direct control of a human resource department. Table 9.2 lists six factors that 
are commonly considered to have a powerful influence on job performance. 

The first four factors that affect job performance are primarily the respon-
sibility of the employees’ manager. First, managers must set clear expectations 
about what employees should and should not do on the job. Second, managers 
must provide necessary support in the form of equipment, supplies, and other 
resources. Third, managers must provide useful feedback indicating whether 
employees are exceeding, meeting, or failing to meet expectations. The feed-
back must also guide employees toward better performance. Fourth, man-
agers must set appropriate consequences, which means rewarding effective 
performance and, if necessary, punishing ineffective performance. The fifth 
and sixth  factors, individual capacity and required knowledge and skill, are 

Source: Information from Geary A. Rummler and Alan P. Brache, Improving Performance: How to 
Manage the White Space on the Organization Chart, 2nd ed. (San Francisco: Jossey-Bass, 1995).

Table 9.2 Factors Affecting Job Performance with Responsible Stakeholders

Factor Stakeholder

1. Clear Expectations Manager

2. Necessary Support Manager

3. Useful Feedback Manager

4. Appropriate Consequences Manager

5. Individual Capacity Manager and HR Professional

6. Required Knowledge and Skill Manager and HR Professional
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the only two  factors that HR professionals have much control over. Ineffective 
 performance on the part of any one employee, then, may be largely a function 
of a manager’s failure to ensure that one or more of these factors are in place.

HR professionals can influence employees’ job performance by working 
with managers to ensure that employees have the individual capacity (gen-
erally through recruitment and selection) and the required knowledge and 
skill (generally through training and development) to do the job. So the HR 
function does play an important role, but even in this role, there must be 
a partnership. If what HR professionals offer as training seems worthless to 
managers, then they will tell their employees to disregard training and instead 
do their work as it should “really be done.”

SYSTEMATIC PROCESS
The second fundamental practice used to ensure learning and transfer is to 
develop training systematically. There are many possible ways to develop train-
ing, but almost all have three fundamental components:

 1. Needs assessment to determine who should be trained and what the training 
should include.

 2. Design and delivery to ensure that training maximizes learning and transfer.
 3. Evaluation to determine how training can be improved, whether it worked 

as intended, and whether it should be continued.20

Two different forms of this three-component process are diagrammed in 
Figure 9.2. Part a depicts a circular process. This is the traditional model of 
instructional design, and it suggests beginning with a needs assessment that is 
followed by design and delivery and then by evaluation. Of course, the process 
is never complete because training needs are always changing, so after evalua-
tion there will eventually be another needs assessment.

Part b of the figure shows the rapid model of instructional design.21 Orga ni-
zations may use this version of the process when they need to speed up the time 
from identified need to delivery of training. In the rapid model, training design 
begins while the needs assessment continues, as indicated by the overlap in the 
bars. Just as important, training begins before the program design is completely 
finished, and evaluation is used to modify the training as it is developed.

Whether the traditional or rapid model is appropriate depends on 
the nature of the training being designed. Training that must be right the 
first time—either because there is only one opportunity to train particu-
lar e mployees or because the cost of employees doing the wrong thing is 

Traditional model of 
instructional design
A process used to create 
training programs in which 
needs assessment is followed 
by design and delivery and 
then by evaluation.

Rapid model of instructional 
design
A process used to create training 
programs in which assessment, 
design and delivery, and 
evaluation overlap in time.

Figure 9.2 Two Approaches to Designing Training Programs.

Needs
Assessment

(a) Traditional Model of Instructional Design (b) Rapid Model of Instructional Design
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Evaluation

Needs Assessment

Design and Delivery

Evaluation
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too high—should not use the rapid model. For example, training for employ-
ees who operate expensive and dangerous equipment (airplanes, cranes, bull-
dozers, and tanks, for example) should not be delivered to trainees unless it 
has been examined in great detail for accuracy and safety. Product training 
for retail sales employees, in contrast, could be delivered before it was per-
fected, and this would ensure that employees had at least some knowledge of 
new products as they arrived.

?
CONCEPT CHECK
 1. What is transfer of training?
 2. What are the two different systematic approaches to design-

ing training programs? How are they similar, and how are 
they different?

How Are Training Needs Determined?

LEARNING OBJECTIVE 3

How does an organization determine what training to offer and who should 
be trained? This process is called needs assessment, and it occurs in two differ-
ent ways.22 First, needs assessments may be done on a regular basis as training 
programs are planned and budgets are set. This planning process requires a 
proactive approach to determining training needs and developing training 
plans. Second, needs assessments may also be done in a reactive fashion in 
response to requests for particular training programs. The reactive and proac-
tive approaches are described in more detail below.

PROACTIVE NEEDS ASSESSMENT
Proactive needs assessment is a systematic process for determining and pri-
oritizing the training programs to be developed and delivered by an organiza-
tion. It generally has three distinct steps—organization analysis, task analysis, 
and person analysis.23 Each step requires different types of data.

Organization Analysis
Organization analysis requires information about the organization’s strategic 
goals, environment, resources, and characteristics. With this information, an 
organization can determine whether certain types of training would be use-
ful for employees and for the organization as a whole. As noted earlier, the 
organization’s strategy is relevant to decisions about training because differ-
ent strategies require different knowledge, skills, and attitudes on the part of 
employees. Organizations that seek to differentiate themselves from their com-
petitors with excellent service, for example, are more likely to benefit from 
service- related training courses than organizations with a cost-reduction strat-
egy. The organization’s labor orientation helps to determine whether training 
will be seen as an appropriate way to build employee knowledge and skill.

Needs assessment
A process for determining what 
training to offer and who should 
be trained.

Proactive needs assessment
A systematic process for 
determining and prioritizing 
the training programs to be 
developed and delivered by 
an organization.

Organization analysis
A process used to identify 
characteristics of the 
organizational environment that 
will influence the effectiveness 
of training.
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Organization analysis also requires an understanding of the environment 
within which the organization functions. Many facets of the  environment, 
including the technical and legal environments, influence the type of train-
ing that an organization should offer. The technical environment includes 
the current and future technologies that employees will use to perform their 
work. For example, if an organization is planning to upgrade its computer 
systems, it will need to plan for training to assist in the transition and will also 
need to change its existing training to be consistent with the new systems.

The legal environment includes both legislative and regulatory mandates. 
HR professionals should know how training can assist in compliance and 
reduce the risk of legal problems. As an example, U.S. courts have determined 
that the degree of an organization’s liability for discrimination depends on 
whether managers were trained in nondiscriminatory hiring practices.24 
Consequently, managerial training covering laws related to discrimination is 
useful for organizations covered by employment laws like the Civil Rights Act 
and the American with Disabilities Act, discussed in Chapter 3. Organization 
analysis should determine which laws are applicable.

Organization analysis also measures characteristics of the work environ-
ment, such as how much the organization supports its employees in attending 
training and using what they learned in training back on the job. Such sup-
port may take the form of policies, reward systems, management attitudes and 
actions, and peer support. Organizations that support training are considered 
to have a positive training climate. Thus, they are more likely to have employ-
ees who use learned skills back on the job, because employees are much more 
likely to succeed in transfer if they perceive that their organization has a sup-
portive climate.25 If trainees will be returning to a work environment that is 
not supportive, they should be prepared in training with strategies that will 
help them overcome the lack of support. Alternatively, it may be necessary to 
change the climate before investing in the training. Of course, this is easier 
said than done, because changing climate is a difficult process that unfolds 
over time only with the commitment of top management.26

It is important to note that organization analysis need not be repeated every 
time a proactive needs assessment is conducted, but it should be repeated if 
the organization or its environment changes. Changes in competitors’ prac-
tices, in internal management structure, and in labor laws can alter training 
needs, as can mergers, acquisitions, and alliances. HR professionals should 
constantly monitor the environment for such changes and conduct a formal 
organization analysis when changes are noted.

Task Analysis
Task analysis is a form of job analysis that involves identifying the work activi-
ties performed by trainees and the knowledge and skill necessary to perform 
the tasks effectively (see Chapter 4). The methods used in task analysis vary 
depending on the task being analyzed. The most common process used when 
the task analysis is being done to help design training is the following:

 1. Groups of job incumbents develop lists of the tasks performed.
 2. HR professionals group tasks into clusters based on similarity.
 3. Groups of managers generate knowledge and skill statements for each 

task cluster.
 4. Surveys, given to a new sample of incumbents, verify the task, task cluster, 

knowledge, and skill lists.

Training climate
Environmental factors that 
support training, including 
policies, rewards, and the 
attitudes and actions of 
management and coworkers.

Task analysis
A process used to describe the 
work activities of employees, 
including the knowledge and 
skill required to complete those 
activities.
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To avoid bias in the data collection, it is generally suggested that multiple 
groups and multiple incumbents be involved.27 Of course, in smaller organi-
zations or for jobs that don’t exist yet, it may be impossible to get informa-
tion from people already doing the job. In this case, a few of the individuals 
who will be responsible for the work to be done can participate. Whoever is 
involved, it is important to use more than one person in order to get high-
quality data; any one individual may not have a complete or accurate perspec-
tive on the tasks.

There are three common variations of task analysis: competency modeling, 
cognitive task analysis, and team task analysis.

 1. Competency modeling is similar to task analysis but results in a broader, 
more worker-focused (as opposed to work-focused) list of training needs. 
The process was described in Chapter 4. Competency modeling is most 
frequently used with managerial jobs. One benefit of using a competency 
model for needs assessment is lower cost, because this type of analysis 
does not involve determining specific competencies for a particular job. 
A related drawback is that the result of competency modeling may not 
have sufficient detail to guide training for any one particular job.28

 2. Cognitive task analysis examines the goals, decisions, and judgments that 
employees make on the job.29 While traditional task analysis focuses on 
observable tasks and behaviors, cognitive task analysis delves into the 
thought processes that underlie effective performance of a task. Experts 
are asked to think out loud while they perform each step of the task. 
Later, the transcripts of their words are analyzed to identify the knowledge 
and skills that were necessary at each step.

 3. Team task analysis involves examining the task and coordination require-
ments of a group of individuals working together toward a common 
goal.30 It is important to use team task analysis in situations where the 
performance of interest to the organization is largely determined by coor-
dinated efforts. Research on nuclear power plant operations, for example, 
indicates that operating teams must exchange information and share key 
tasks in order to perform effectively. Team task analysis will identify the 
knowledge and skills that underlie these exchanges. Then, training will 
focus on knowledge and skills identified in the team task analysis as well as 
the required technical skills.

Person Analysis
Person analysis involves answering three questions:

 1. Is training necessary to ensure that employees can perform tasks 
effectively?

 2. If training is needed, who needs the training?
 3. Are potential trainees ready for training?

First, person analysis should determine whether training is necessary by 
determining whether employees’ knowledge and skill are relevant to improv-
ing their performance. If employees lack knowledge and skill required for 
performance, then training is appropriate. There are, however, many other 
reasons why employees may not perform effectively, including unclear expec-
tations, lack of necessary support in the form of resources and equipment, 
lack of feedback about performance, inappropriate consequences, and lack of 
capacity.31 You may recall this list from Table 9.2.

Person analysis
A process used to identify 
who needs training and 
what characteristics of those 
individuals will influence the 
effectiveness of training.
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Second, if training is needed, it is necessary to determine who needs train-
ing. A number of different methods can be employed to make this determina-
tion. Two of the most common are examining employee records and asking 
employees whether they think they need training. Both can be useful, but 
each suffers from potential bias. Employee records may not be sufficiently 
detailed or may gloss over skill deficiencies because of legal concerns over 
keeping records of poor performance. As to self-assessments of training 
needs, employees generally overestimate their skills and thus underestimate 
the need for training.32 Another commonly used method is to rely on supervi-
sors to identify those who need or would benefit from training. Because no 
one method is perfect, multiple methods should be used when possible.

Third, HR professionals must determine if those who need to be trained 
are ready for training. To do this, they should examine the general mental 
abilities, basic skills, and motivations of the potential trainees. Research sug-
gests that individuals with higher levels of general mental ability, necessary 
basic skills, and higher motivation are more likely to benefit from training.33 
That does not mean that training should be offered only to those who fit this 
profile. Training will, however, be more successful if it is adjusted for particu-
lar groups of trainees, as outlined in Table 9.3.

As one example, consider an outsourced call center where employees in 
another country answer phone calls from the United States. The center might 
develop two different training programs for employees with different levels of 
English-language skills. Employees with lower English-language skills may need 
a course that covers basic terminology and English phone etiquette before 
being trained on company-specific phone procedures. Assessing the basic lan-
guage skills of employees will be necessary to determine whether language skill 
differences exist and to help assign employees to the proper training.

REACTIVE NEEDS ASSESSMENT
The analyses we have discussed are useful for proactively determining how an 
organization should allocate training resources. An alternative model deals with 
situations that involve a specific performance problem, such as low sales or high 
turnover. This model, reactive needs assessment, is a problem- solving process 
that begins with defining the problem and then moves to identifying the root 
cause of the problem and designing an intervention to solve it. Some organiza-
tions, like Rockwell Collins, have implemented this problem-solving process 

Reactive needs assessment
A problem-solving process used 
to determine whether training 
is necessary to fix a specific 
performance problem and, if 
training is necessary, what 
training should be delivered.

Table 9.3 Personal Characteristics Relevant to Training Effectiveness and Implications for Design

Personal Characteristic Definition Suggestions for Training Design

General Mental Ability Overall ability to process in formation 
and learn

Trainees with lower general mental ability generally require 
more time to learn and more structure and guidance in the 
training environment.

Basic Skills Ability to perform fundamental tasks 
like reading, writing, and math

Trainees without basic skills required for a particular training 
program may need extra assistance during training or remedia-
tion prior to training.

Motivation to Learn Interest in and desire to learn the 
material in training

Trainees with lower motivation may need to be convinced of 
the importance of training, either within the training environ-
ment or outside the training environment by their managers.
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by requiring managers who request training to fill out a form. A m odified ver-
sion of the form used at Rockwell Collins is presented in Table 9.4. The ques-
tions on this form are designed to help managers think through whether the 
training requested is relevant to the company’s strategy and related goals and 
whether training is the most efficient solution to the problem.

Some other organizations follow a three-step process. The steps are 
(1) problem definition, (2) causal analysis, and (3) solution implementation.34

Problem Definition
Problem definition begins with the identification of a business need. When 
a request for training comes in, the first question to be asked is whether the 
problem is important. Companies must prioritize, and it may be that the prob-
lem is not sufficiently related to the company’s current strategy and goals to 
warrant the resources required to fix it. If the problem is sufficiently impor-
tant, then the next question to be asked is, “What should be happening, and 
how does that vary from what is actually happening?” This means stating the 
problem as a gap between desired and actual performance. For example, 
suppose your sales team has been selling primarily inexpensive products 

Problem definition
The gap between desired 
and actual performance.

Table 9.4 Reactive Needs Assessment via Training Request Form

Your Name:  

Your Position:  

Your Department:  

Your Business Unit:  

Best Way to Reach You:  

Training Requested:  

 1. What business goals/objectives will this training support?

 2. How does it support these goals/objectives?

 3. What will the participants know or do differently (that they don’t know or can’t do now) after training is complete?

 4.  How critical is this change in knowledge or skill for improving employees’ job performance? for your department or business unit’s 
performance?

 5.  Can you envision benefits to this training beyond an improvement in participants’ job performance? Consider, for example, improved 
teamwork among your employees or retention of high-performing employees.

 6.  Do any of your current employees have the desired knowledge/skill? If so, please provide information on who these employees are and 
how they acquired the desired knowledge/skill.

 7.  Can alternatives to a training course be used to ensure employees get the desired knowledge/skill? Consider, for example, new policies, 
a performance support tool like a job aid, coaching, or work redesign.

 8. Is your department willing to incur the full cost of the training if no other departments are able to be involved?

 9.  Do you have any preferences for who should deliver this training? If you have an outside vendor in mind, please provide contact infor-
mation and estimated cost information here.

10.  Who needs the desired knowledge/skill? Please describe who they are (positions) and how many. Then answer the following questions 
about the projected participants:

 a.  Approximately what percentage of their working time will be spent on tasks that require this knowledge/skill over the next 12 months?

 b. How soon after training will they make use of the knowledge/skill gained?

 c. In your opinion, are they interested and willing to learn the new knowledge/skill?

11. What is your timeline? When would the training need to start and end?

Source: Information from Cliff Purington and Chris Butler with Sarah Fister Gale, Built to Learn: The Inside Story of How Rockwell Collins 
Became a True Learning Organization (New York: AMACOM, 2003).
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(less than $100 per item) but management wants you to increase sales of more 
expensive products (more than $1,000 per item) by 50 percent. In this case, 
the 50 percent difference between current sales and desired sales of expensive 
products represents a gap between desired and actual performance.

Causal Analysis
Once a problem has been defined as a gap, it is necessary to find out the 
reasons for the gap. This is done through causal analysis. To understand the 
causes, we ask, “Why does this gap exist?” The gap may result from a lack of 
knowledge, a lack of motivation, a lack of feedback, or a poor environment. 
To determine the underlying cause of poor performance, HR professionals 
explore what employees are doing and why.

In the case of a sales team that should be selling more expensive products, 
causal analysis would determine why those products are not being sold. Is it 
because of a problem with the product itself or with the customers who are cur-
rently being targeted? Is it because sales employees are not motivated to make 
those sales, or perhaps because they are not knowledgeable enough about those 
products to close sales? Asking the right questions can lead to identifying a set 
of causes that will help determine whether training will solve the problem. If the 
cause is a knowledge deficit, then training can help close the gap between desired 
and actual results. If the cause is most likely the product or employee motivation, 
then a need has been identified that cannot be resolved through training.

Solution Implementation
The final step involves selecting and implementing the appropriate solution 
or solutions. This step includes brainstorming possible interventions, exam-
ining them for effectiveness and efficiency, and prioritizing them. Table 9.5 
gives examples of possible solutions to the sales problem in our example. It 
is worth noting that many solutions do not involve training; training is not a 
useful solution to every performance problem. Note also that these solutions 
are categorized according to the performance factors identified in Table 9.2. 
Alternative solutions should be considered for their relative effectiveness 
(How well do we think they will work?) and efficiency (How much will they 
cost? How long will they take?). People familiar with the job can be asked 

Causal analysis
A process used to determine 
the underlying causes of a 
performance problem.

Table 9.5 Potential Solutions to Performance Problems

Cause Category Potential Solutions

Sales agents expect their managers to sell expensive 
and higher profit margin items.

Clear Expectations Explain to all sales agents that sales high- margin 
items are part of each employee’s job duties

Sales agents can’t get questions about high-cost prod-
ucts answered from available technical manuals and 
technical support staff.

Necessary Support Develop new technical manuals or hire a sup-
port person who can answer those questions

Sales agents cannot recall how much they sold that 
was high and how much was low margin.

Useful Feedback Classify products by margin and provide weekly 
feedback on percent of category sold

Sales agents are rewarded for number of items they sell 
rather than for total money value of sales.

Appropriate Consequences Alter rewards so commission is based not on 
number of sales but on profit from sales

Sales agents do not understand and cannot explain 
technical details of more expensive products.

Individual Capacity Develop technical manuals that customers can 
access; hire a team of sales agents with this 
capacity and assign them responsibility for 
expensive items
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to rate each potential solution for its anticipated effectiveness and efficiency. 
The solution that best balances efficiency and effectiveness should be selected 
for design and implementation.

PRIORITIZING AND CREATING OBJECTIVES
Once the organization has collected needs assessment information, it must 
put all that information together to determine what training to offer and 
whom to train. This part of the assessment process includes prioritizing train-
ing needs and setting objectives for training.

Determining Priorities
An organization often identifies a number of different training needs—
usually more than can possibly be covered given the training budget and 
the time that employees can be away from their work. What can be done? 
Prioritize! There are a few different ways to prioritize, including ratings and 
interviews, but no one method is best.

Figure 9.3 shows one method for prioritizing training needs based on a 
task analysis. The figure lists some knowledge and skills necessary for a gen-
eral manager’s human resource responsibilities. A sample of managers and 
employees familiar with the job can be asked to rate each item on this list along 
two scales—strategic importance and need for training. Strategic importance 
is the importance of this particular item for helping the person perform his or 
her work effectively and in a way that benefits the entire organization. Need 
for training is the degree to which it is important that the person have this 
knowledge and skill before beginning work. A low need for training means that 

Figure 9.3 Sample Prioritization Worksheet Using Knowledge, Skill, and Attitude Statements.

Knowledge, Skill, or Attitude

Knowledge of laws, regulations,
policies, standards, and procedures for
hiring new employees

3 4 7

Strategic
Importance

Need for
Training

Knowledge of laws, regulations,
policies, standards, and procedures for
promoting employees

1 0 1

Knowledge of laws, regulations,
policies, standards, and procedures for
terminating employees

3 1 4

Skill presenting technical concepts
and solutions to nontechnical
functional teams

4 2 6

Be passionate about high-quality,
high-touch customer service 4 4 8

Need for Training

How important is it that
employees be trained on
this before they start
work?

Scale

0 = Not Important
1 = Somewhat Important
2 = Important
3 = Very Important
4 = Extremely Important

Strategic Importance

How important is this
knowledge, skill, or
attitude to the job and the
organization as a whole?

Composite
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performers can learn as they work. Once all the ratings have been collected, 
they are summed to create a composite rating. Then the list is rank-ordered 
from highest to lowest scores. The needs that come to the top are those that 
are most relevant to the organization’s strategy and that are required early on 
the job. The items highest on the list should be the focus of training.

Creating Objectives
Whether proactive or reactive needs assessment techniques are used, if train-
ing is required, then an essential output of the assessment process should be a 
list of training objectives. Here, an objective is simply a desired and intended 
outcome. Two of the most critical types of objectives are learning objectives 
and organizational objectives.35

Learning objectives are the intended individual learning outcomes from 
training. For a veterinary surgeon, for example, an outcome might be knowl-
edge of the anatomy of a particular animal or skill in using a scalpel to remove 
cysts. The learning objectives should be used to determine the content, meth-
ods, and media used in training (we describe these elements of training in the 
next section).36 Learning objectives are useful because they provide a basis 
for selecting features of training, provide measurable results that can be used 
to determine if training was effective, offer guidance to learners about what 
they should be doing, and ensure that, even if multiple trainers or sessions are 
involved, the same outcomes are achieved.37

Effective learning objectives have three components:

 1. Performance identifies what the trainee is expected to do or produce.
 2. Conditions describe important circumstances under which performance is 

to occur.
 3. Criteria describe acceptable performance in a quantifiable and objective way.

Table 9.6 gives some examples of ineffective learning objectives and the 
changes necessary to make them effective. 

Learning objective
The individual learning outcome 
sought by training.

Table 9.6 Examples of Ineffective and Effective Learning Objectives

Ineffective Objective Missing Element(s) Effective Objective

Understand business ethics Performance

Conditions 

Criteria

Given videotaped scenes of a manager running a 
business meeting (conditions), be able to identify 
instances of unethical behavior (performance). Identify 
all instances of unethical behavior as defined by your 
company’s Code of Conduct (criterion).

Be able to describe the features 
and benefits of a product

Conditions 

Criteria

Given a potential customer, a product, and related 
literature (conditions), describe the f eatures and ben-
efits of the product (performance). All key benefits and 
features in literature described; all information pre-
sented is factual; customer is not insulted, demeaned, 
embarrassed, or ridiculed (criteria).

Identify three major varieties of 
red wine with 100% accuracy

Conditions Given three glasses of different varieties of red wine (con-
ditions), be able to identify (performance) each correctly 
while blindfolded (criterion).

On the 15-yard shooting range, be able 
to draw your revolver and fire five rounds 
from the hip within three seconds

Criteria On the 15-yard shooting range (conditions), be able to 
draw your revolver and fire five rounds (performance) 
from the hip within three seconds. All rounds must hit 
the standard silhouette  target (criteria).

Source: Information from Robert F. Mager, Preparing Instructional Objectives, 3rd ed. (Atlanta: Center for Effective Performance, 1997).
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Organizational objectives capture the intended results of training for the 
company. These may include increased productivity, decreased waste, or bet-
ter customer service. Specifying the intended organizational result of training 
programs helps to ensure that the training provides value to the organiza-
tion as a whole and that each program is linked to the strategy of the firm. 
Setting organizational objectives can thus help in prioritizing. For example, if 
a training program has the objective of increasing customer satisfaction, but 
reducing costs is the primary strategic direction of the firm, then that pro-
gram should be considered lower priority than a program intended to help 
reduce costs.

?
CONCEPT CHECK
 1. What are the steps in a reactive needs assessment? a proac-

tive needs assessment?
 2. What components do effective learning objectives include?

Organizational objective 
The organization result sought 
by training.

Once objectives have been written, decisions must be made about content 
(what to deliver to trainees), methods (how to help trainees learn the con-
tent), media (how to deliver content and methods to trainees), and transfer 
enhancement techniques (how to help trainees transfer what they learned 
back to the job).

Figure 9.4 shows the variety of content offered by a large sample of orga-
nizations in the United States in 2008, along with the media that are used 
to deliver this content. In terms of content, the largest proportion of train-
ing time is devoted to topics that are specific to the industry, such as com-
puter assembly and testing at computer companies such as Dell and inventory 
control at clothing companies such as Old Navy. Other types of training that 
receive considerable time include information technology, managerial and 
supervisory, mandatory and compliance, business processes and procedures, 
quality and product knowledge, and sales. Part b of the figure indicates that 
training media have changed gradually over the years to include more and 
more technology-based delivery, including CD-ROM and Internet-based 
training.

CONTENT
Content is the material that is covered in training. Training objectives are 
used to determine what content is needed. The person responsible for train-
ing can select content in several ways: (1) create it from scratch, (2) consult 
with subject matter experts, (3) examine theory and research in the literature, 
(4) purchase off-the-shelf materials, and (5) contract with a training vendor to 
create the materials.38 No one way is best, and many training designers com-
bine these techniques. For example, a management training course offered 

How Is Effective Training Designed and Delivered?

LEARNING OBJECTIVE 4
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(a) Percentage of Selected Content Coverage by Content
     Area in 2008
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      in the Classroom Versus via Technology

Figure 9.4 Snapshots of Training Practices in the United States. 
Source: Andrew Paradise and Laleh Patel, 2009 State of the Industry Report 
(Alexandria, VA: American Society for Training and Development, 
2009), 14, 16.

by Ford Motor Company includes materials created by the company’s train-
ers in consultation with Ford engineers, materials taken from the published 
literature on management, and some off-the-shelf videos and exercises to 
help build managerial skills such as delegating and conducting performance 
reviews.

Because creating materials from scratch or in consultation with local 
experts is time consuming, many organizations use training vendors to create 
their training. Training vendors are companies whose primary business is to 
design and deliver training programs. To select a vendor that will provide a 
strategically relevant and high-quality program, management should ask pro-
spective vendors a series of questions such as the following:39

Training vendors
Organizations that sell existing 
training programs or services 
to develop and deliver training 
programs.
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 • What projects have you completed that are similar to our project in 
terms of needs, objectives, and situation?

 • May we see samples of your work? What evidence do you have that this 
work was effective? May we contact your references?

 • Who will be working on this project, and what are their backgrounds 
and qualifications?

 • Explain your work process. Where will you work? What will you need 
from us in terms of space, personnel, information, and other resources?

 • Explain your evaluation process. How many milestones do you expect? 
How will you monitor progress? How would you prefer to receive feedback?

 • What do you expect that this project, as explained up to this point, will 
cost? How do you charge? How are expenses handled?

 • If we experience overruns in cost or time, how are those handled?
 • Who will own the final work—our company, your company, or both?

TRAINING METHODS
The various ways of organizing content and encouraging trainees to learn are 
referred to as training methods. Training methods vary in terms of how active 
the learner is during training. More passive methods can be useful, but they 
should seldom be used without the addition of at least one more active method.

Methods should be selected primarily based on their usefulness in help-
ing achieve the training program’s objectives. Table 9.7 provides a summary 
of which training methods are believed to work best for particular objectives, 
along with the relative costs of the methods. The table also indicates whether 
transfer of training is likely based simply on the nature of the method. These 
factors, along with preferences of the instructor and of trainees, should all be 
considered when selecting the training method for a particular program.40 
Methods that directly increase transfer are discussed later in this section.

Presentation
Presentation is the primary passive method of instruction. A presentation 
involves providing content directly to learners in a noninteractive fashion. 

Training methods
How training content is 
organized and structured 
for the learner.

Table 9.7 Characteristics of Various Training Methods

Source: Adapted from Alan M. Saks and Robert R. Haccoun, Managing Performance through Training 
and Development, 3rd ed. (Ontario, Canada: Nelson, 2004), 162.

Method

Training Objective Costs Likelihood 
of 

TransferKnowledge Skill Attitude Development Administration

Presentation Yes No No Low Low Low

Discussion Maybe Yes Yes Low Low Low

Case Study Maybe Yes Maybe Medium Low Medium

Discovery No Yes Maybe Medium Medium Medium

Role Play No Yes Yes Medium Medium High

Simulation Yes Yes Maybe High Medium High

Modeling No Yes No High High High
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It is a passive method because learners do little other than read or listen and 
(hopefully) make sense of the material. The most common type of presenta-
tion is a lecture given by an instructor. Lectures have a bad reputation, but 
research suggests that people can and do learn from them.41 Lectures are an 
efficient way for many learners to receive the same content and gain the same 
knowledge. This means that presentations can be useful when the learning 
objective of training is for trainees to gain knowledge, such as an understand-
ing product features. A disadvantage of presentations is that learners are not 
given any formal opportunity to test or apply what they are learning. For this 
reason, presentations seldom help trainees gain skills.

Presentations can include various types of information. Some presenta-
tions include only verbal information (words), but others also include audi-
tory information (sounds), static visual information (pictures), and dynamic 
visual information (animation). Presentations can be made more interesting 
with the addition of these other types of information, but the additional infor-
mation should complement rather than distract from the verbal information 
being conveyed. Trainees can be overwhelmed or confused if confronted with 
too much information.42

To avoid the problem of presenting too much information at once, compa-
nies may break training into several units. For example, to prepare its employ-
ees for the General Securities Representative Exam (Series 7), Merrill Lynch 
has a course that combines written text, telephone tutoring, and computer-
aided testing. The written text is offered in a series of specially prepared book-
lets that present information in short paragraphs and use bold print for key 
concepts.43 Breaking down material in this way helps to ensure that trainees 
can learn without being overwhelmed.

Presentations can help employees learn even more if they are combined 
with active methods. You have probably experienced this in school. Listening 
to a lecture may help you learn a fact or two, but without an opportunity to do 
something with that knowledge, you forget it.

Discussions
Discussions represent a more active training method. Discussions increase 
trainees’ involvement by allowing for two-way communication between trainer 
and trainees and among trainees. Discussion can help trainees to accomplish 
several things:

 • Recognize what they do not know but should know.
 • Get their questions answered.
 • Get advice on matters of concern to them.
 • Share ideas and develop a common perspective.
 • Learn about one another as people.44

Discussions can be used to build knowledge and critical-thinking skills, but they 
are best used to help improve motivation and change attitudes. Discussions 
must be facilitated by a trainer in order to allow everyone an opportunity to 
participate. With larger audiences, discussions often do not work well because 
not everyone has a chance to contribute.

Case Study
Case analysis is an active training method in which trainees discuss, analyze, 
and solve problems based on real or hypothetical situations. Cases can be 
used to help teach basic principles and to improve motivation and change 
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attitudes. Generally, however, the primary objective is to develop skill in analy-
sis, communication, and problem solving.45 Cases vary in length and complex-
ity. Although long, complex cases are often used in business schools, trainers 
in businesses shy away from them, preferring to use shorter cases.46

Discovery
Discovery is an active method that involves presenting trainees with a task that 
offers rich opportunities to learn new skills. For example, employees might 
be given access to a new computer program and asked to figure out for them-
selves how to do their work tasks using the program. Although this method 
may sound more like learning by experimentation than training, discovery 
can be structured so that skills needed for job performance are available to 
be learned. In effect, discovery is experimentation in a controlled training 
environment.

Discovery can be highly motivating for trainees, but it has serious draw-
backs. Without any guidance from the instructor, it is highly inefficient and 
can result in people learning the wrong things.47 A more efficient approach 
is discovery coupled with guidance, where the instructor is more active in 
asking questions and providing hints that help learners while they explore. 
Appropriate guidance can help motivate trainees and ensure that they learn 
the best way to perform the task.48

Role Play
When trainees engage in role playing, each participant acts out a part in a 
simulated situation. This active method offers an opportunity for trainees to 
practice new skills in the training environment. It is most often used to help 
trainees acquire interpersonal and human relations skills. Role playing typi-
cally has three phases:49

 1. Development involves preparing and explaining the roles and the situation 
that will be used in role playing.

 2. Enactment involves the time that trainees take to become familiar with 
the details of the role and then act them out. Enactment can be done in 
small groups, with two actors and an observer, or with larger groups, with 
a small set of actors and the rest of the audience serving as observers. Of 
course, for skill building to occur, all trainees must have an opportunity to 
serve as an actor at some point.

 3. Debriefing, in which trainees discuss their experiences, is considered the 
most important phase of role playing. Discussions should address the 
connections among the role-playing experience, the desired learning out-
comes, and the desired organizational outcomes. Trainers must provide 
feedback to ensure that trainees learn from the role-playing experience. 
In other words, trainers must offer constructive criticism to trainees, 
explaining what they did well and where they need more practice.

Simulation
Simulations are active methods that reproduce events, processes, and cir-
cumstances that occur in the trainee’s job. Participating in a simulation gives 
trainees the opportunity to experience at least some aspects of their job in 
a safe and controlled environment and build skills relevant to those aspects 
of the job. For example, pilots can be trained with mechanical flight simula-
tors. Simulations can also involve role playing with many actors or interactive 
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computer technology, such as in a virtual world like Second Life. To achieve 
the greatest benefits, simulations should be designed to replicate as closely as 
possible both the physical and psychological conditions that exist on the job. 
For instance, to simulate a manager’s daily experience, trainees could work 
on multiple tasks simultaneously and coordinate their efforts with those of 
other people in order to get their tasks completed.50 After all, these are the 
conditions under which managers typically accomplish their work. Related to 
simulations are educational games, which combine entertaining engagement 
with attention to user’s learning. Computer games are becoming more popu-
lar, but they should be used with careful attention to selecting or designing a 
game that triggers learning of relevant information. 51

Modeling
Behavior modeling is a powerful method that draws together principles of 
learning from many different areas. As described in the “How Do We Know?” 
feature, research has repeatedly found that this method is effective for improv-
ing skills.52 The basic process is simple:

 1. The trainer explains key learning points.
 2. The trainer or another model performs a task while trainees observe.
 3. Trainees practice performance while the trainer observes.
 4. The trainer provides feedback to the trainees.

Behavior modeling works particularly well when the model is someone whom 
the trainees see as credible and when that model shows both positive and 
negative examples of the task performance.53

On-the-Job Methods
With the methods discussed so far, trainees work off the job in a training set-
ting. Training can also occur on the job. One common approach to on-the-job 
training is also among the least likely to help employees learn. Some compa-
nies pair up inexperienced employees with experienced employees and ask 
the inexperienced employees to watch and learn.54 This approach can be a 
useful way to help employees become familiar with the job, but it is not always 
effective because experienced employees may not do the work properly or 
may not know how to teach. In fact, because this type of on-the-job training is 
often poorly planned and ill structured, it seldom fits the definition of train-
ing provided at the start of this chapter.

Effective on-the-job training is structured and systematic. Structured on-
the-job training is an application of behavior modeling that is carried out in 
small-group situations on the job. The process is the same as that described in 
the discussion of behavior modeling: the trainer explains key learning points 
and then performs the task while trainees observe. The trainees then practice 
performance while the trainer observes, and the trainer provides feedback.

TRAINING MEDIA
Training media are the means by which content and methods are delivered 
to trainees. Each passive and active training method we have discussed can 
be delivered in a number of different ways. For example, the information 
in a presentation can be transmitted by an instructor face to face (a classic 
lecture); an instructor via video or Web conference (videoconferencing); 
a sophisticated computer program; a basic computer presentation or website; 

Training media
How training content and 
the associated methods are 
delivered to the learner.
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an audio presentation (such as with an iPod or other MP3 player); or typed 
written material. The trend today is toward using some form of technology to 
deliver training. Indeed, this trend has been heralded as an e-learning revolu-
tion. e-learning is training delivered online, and it has both benefits and draw-
backs, as described in the “Technology in HR” feature.

With all the possible choices, how can an organization decide which train-
ing media to use? There are no powerful research results suggesting that only 
one or two media work for delivering training. Instead, the choice should 
be guided by a two-step process. First, the selected training method should 
be examined to see if it has a media requirement. A media requirement is a 
characteristic of a training medium that is fundamentally necessary to ensure 
that a training method is effective. Second, the cost and accessibility of the 
remaining media should be considered to make the final selection. We next 
look more closely at each of these steps.

Media Requirements
You might wonder whether it is really possible to learn through all of the dif-
ferent media listed above. Occasionally, people ask, “Doesn’t training have 
to be delivered face to face, by an experienced instructor, to be effective?” 
The answer is clearly no. Research has demonstrated that carefully designed 
training can be equally effective whether it is presented via technology (like 
computers or videoconferencing) or face to face by an instructor.55 In fact, 

e-learning
Training delivered through 
computers and network 
technology.

IS THERE ONE BEST WAY TO TRAIN FOR COMPUTER SKILLS?
One of the most common training challenges 
organizations face is how to get their employ-
ees to use computers effectively and efficiently. 
Because computers are virtually everywhere, 
employees who can’t use computers can really 
hurt an organization’s ability to produce goods 
and provide services.

What is the best way to train computer skills? A 
study conducted by Steven Simon and Jon Werner 
helped answer this question. These researchers 
tested four different ways to train computer skills. 
One method was behavior modeling, another was 
self-paced study, and a third was lecture. A fourth 
group of employees did not receive training and 
was expected to learn on the job. Trainees were 
novice computer users working in construction for 
the U.S. Navy in Gulfport, Mississippi.

Measures of knowledge and skill collected imme-
diately after training were highest for employees 
who received training using behavior modeling. 

Results were similar when employees were tested 
again one month later—those trained with the 
behavior modeling method still had higher skills. 
Satisfaction with the computer system, also assessed 
one month after training, was also highest for 
behavior modeling.

The Bottom Line. Employees can learn to 
use computers in many different ways, includ-
ing simply learning on their own, on the job. 
However, this study strongly supports the idea that 
there is one best way to improve computer-related 
knowledge, skills, and attitudes, at least for novice 
users. Training using behavior modeling resulted 
in better outcomes across different measures and 
over time.

Source: Information from Steven J. Simon and Jon M. 
Werner, “Computer Training through Behavior Modeling, 
Self-Paced, and Instructional Approaches: A Field 
Experiment,” Journal of Applied Psychology 81 (1996): 648–659.

How Do We Know?
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BENEFITS AND DRAWBACKS OF E-LEARNING

Widespread access to computers and the Internet 
provides a cheap, efficient, and customizable 
means of delivering training. Using the Internet 
or a corporate intranet, employees can, at least 
in theory, take training whenever and wherever 
they want. This benefit can reduce training costs 
because employees can learn at their workplaces 
without having to travel to a central training site. 
Training can also be individualized so that trainees 
see only the material they need rather than hav-
ing to sit through a presentation on material they 
already know. Taken together, these benefits make 
training more efficient.

Training professionals have some reasonable 
concerns about e-learning, however. First, the 
up-front cost can be substantial, particularly for 
high-quality training that can be accessed by all 
employees. Second, interaction among peers is 
constrained, which reduces the enjoyment and net-
working opportunities offered by traditional face-
to-face training. Finally, noninteractive e-learning 
can bore trainees and can suggest that simply put-
ting written material on a computer makes it train-
ing. The truth of the matter is that online material, 
when all it contains is reading, is no different from 
a book; it is a source of information rather than 
training structured to help employees learn. If you 
have ever taken an online course that consisted of 
little more than page after page of text, then you 
have suffered through what some companies offer 
as e-learning programs.

Research also points to another concern—
technology-driven learning often puts control 
of learning into the hands of learners, and not 
all learners make choices that help them learn. 
Learners do not necessarily know what they don’t 
know, so they might skip over material that would 
benefit them. Employees who are not motivated to 
learn, and who have many demands placed on their 
time at work, are more likely to skip over material 
and thus limit the benefits that training can yield.

Companies can address at least some of these 
concerns by: (1) taking the time to design e-learning 
so it requires learners to be active, (2) using e-learning 
only when the learners are ready and willing to 
use it, and (3) providing support to learners in the 

form of time to take the training and, if necessary, 
a training space away from the office. In the end, 
whether e-learning is appropriate depends on the 
situation—on whether it is appropriate for this 
organization, this training, and these trainees. If 
there is a good fit, then e-learning can be a power-
ful tool.

Sources: Liz T. Welsh, Connie R. Wanberg, Kenneth G. 
Brown, and Marcia J. Simmering, “e-Learning: Emerging 
Uses, Best Practices, and Future Directions,” International 
Journal of Training and Development 7 (2003): 245–258; 
Kenneth G. Brown, “Using Computers to Deliver Training: 
Which Employees Learn and Why?” Personnel Psychology 54 
(2001): 271–296; Renee E. DeRouin, Barbara Fritzsche, 
and Eduardo Salas, “Optimizing e-Learning: Research-
Based Guidelines for Learner-Controlled Training,” 
Human Resources Management 43 (2004): 147–162; Kenneth 
G. Brown, “A Field Study of Employee e-Learning Activity 
and Outcomes,” Human Resource Development Quarterly 16 
(2005): 465–480.

Technology in HR
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some studies have shown that technology-delivered training can be more 
effective than traditional face-to-face instruction. Nevertheless, some training 
methods do require specific media characteristics.56 Two fundamental media 
requirements are explained here. Other requirements may arise in the course 
of developing a training program in a particular organization with a particular 
set of objectives and methods.

First, if the training uses guided discovery, role playing, simulations, or 
behavior modeling exercises, then an instructor or sophisticated computer 
program is required. To be effective, these methods require someone to ana-
lyze what the trainees do and provide feedback that helps them gain skill. 
Therefore, either an instructor must be present, or a computer must be pro-
grammed to behave like an instructor.

Second, if a training presentation includes both video and audio, then 
the training medium must be able to deliver both video and audio. Although 
somewhat obvious, this requirement suggests that teleconferences, which 
organizations use to deliver presentations to people scattered all over the 
country, and podcasts should only be used for presentations that are primar-
ily verbal. If visual materials are an essential part of the presentation, then 
videoconferencing or some similar medium should be used. Web conferenc-
ing, which includes a window to display charts, graphs, video, and animation, 
has become popular for this type of presentation. A sample screenshot of just 
such a program is presented in Figure 9.5. This graphic includes a main win-
dow for the display of content, a list of participants in the upper right-hand 
corner, and a video of the presenter in the bottom right-hand corner.

Cost and Accessibility
Different training media have different costs, and more technologically sophis-
ticated media not only are more expensive but also may create access prob-
lems. For example, if you develop a CD-ROM–delivered computer training 

Figure 9.5 Screenshot of a Web Conference. Source: Web-ex. Used with permission.
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course, but it only runs on high-end PCs with Windows operating systems, 
then it’s possible that not all employees will be able to use it. Employees who 
do not have high-end computers, or who work with Apple computers, may be 
unable to take training conveniently. Both cost and access should be taken 
into account when finalizing choices about media.

In general, if the audience for training is small, then the organization 
may choose to save time and money by using media that don’t require time-
consuming work up front. In such a case, a face-to-face, live presentation may 
be preferable to computer-delivered training. However, if a company already 
has successful templates for creating computer-delivered training, then it 
may actually be less expensive than other delivery media.57

TRANSFER-ENHANCEMENT TECHNIQUES
As noted earlier, learning does not guarantee that trainees will transfer what 
they learn back on the job. As a result, transfer will not necessarily happen 
even if training is designed and delivered in the ways we’ve just discussed. 
What can the organization do to foster transfer of training? A number of tech-
niques that can be used before, during, and after training will help.58

Before Training
One of the least commonly used but most powerful techniques to enhance 
transfer, at least according to trainees, is management involvement with train-
ees prior to training.59 Managers can work with employees in a number of 
ways to help them prepare for training. For example, managers can build 
transfer into employees’ performance standards, offer rewards to trainees 
who demonstrate transfer, involve employees in planning training, brief train-
ees on the importance of training, send co-workers to training together, and 
encourage trainees to attend and actively participate in all training sessions. 
When managers work in partnership with trainers and trainees, transfer is 
much more likely to occur.

One highly structured way for managers to work with employees is through 
a behavioral contract, which spells out what both the employees and the 
managers expect to happen during and after training. A behavioral contract 
would include specific statements about how the employee will use newly 
acquired knowledge and skill on the job and how the supervisor will support 
those efforts. The best approach is for employees to work with their manag-
ers to create and sign a contract that both agree on.60 Because it is so formal, 
the behavioral contract may not be appropriate in all organizations. In orga-
nizations whose policies and practices are generally more informal, a simple 
conversation between manager and employee may be more appropriate. 
A sample behavioral contract is shown in Figure 9.6.

During Training
During training, the trainer can use at least two different approaches to foster 
transfer. The first approach is to structure the training in ways that will help 
trainees to generalize what they learn back on the job. This can be done by 
focusing training on general principles and varying the situations under which 
skills are practiced.61 For example, training managers to conduct performance 
reviews should provide general guidelines rather than a lock-step process that 
must be followed every time. General rules provide knowledge that is flexible 
enough to be applied in a variety of situations. The management trainees can 

Behavioral contract
An agreement that specifies 
what the trainee and his or 
her manager will do to ensure 
training is effective.
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then practice conducting performance reviews in a number of different role-
playing situations with characters who react differently. Practice of this type 
will better prepare them for the uncertainty and variability of the task when it 
is done back on the job.

The second approach uses an instructional add-on called relapse preven-
tion training. This training directly addresses situations in which trainees may 
have difficulty applying trained skills and provides strategies for overcoming 
relapses into old patterns of behavior. Relapse prevention programs generally 
ask trainees to do the following: (1) Select a skill from training and set a spe-
cific goal to use that skill; (2) anticipate when they might relapse to old behav-
ior instead of using the newly acquired skill; (3) write out the positive and 
negative consequences of using (or not using) the new skill; (4) review relapse 
prevention strategies that can be used to prevent or recover from relapses, 
including recognizing behaviors that might lead to relapse and preparing a 
support network; (5) describe a few work situations that might contribute to 
a relapse; and (6) prepare strategies for dealing with these situations. Research 
has found that relapse prevention programs can be beneficial if the trans-
fer of training climate is poor.62 A downside of relapse prevention is that it 
requires extra training time, and it may not work effectively if the training 
climate is positive.

After Training
After training, the manager and trainee should work together to ensure 
transfer. Techniques managers can use include giving positive reinforcement 
for using trained skills, arranging for practice sessions, supporting trainee 
reunions, and publicizing successes in the use of trained skills. Managers 
might also consider reducing job pressures in the first few days that trainees 
are back from training, to allow the trainees time to test out their new know-
ledge and skill.

One other important action that managers must take is to provide trainees 
with an opportunity to use the skills from training as soon as possible after 

Relapse prevention training
A transfer enhancement activity 
that helps prepare trainees to 
overcome obstacles to using 
trained behaviors on the job.

Figure 9.6 Sample Behavior Contract Between Trainee and Manager. Source: Information from Mary L. Broad 
and John W. Newstrom, Transfer of Training: Action-Packed Strategies to Ensure High Payoff from Training Investments 
(Reading, MA: Perseus, 1992).

TRAINEE STATEMENT:
I, ____________________________________________________________, would like to participate in the following training program:
__________________________. If agreed, I will:

* complete all pre-work and other assignment.
* attend all portions of the training.
* actively listen and participate throughout the training content.
* create specific actions detailing how I will apply training content.

Signed: __________________________
Date: __________________________

MANAGER STATEMENT:
I, __________________________, as the supervisor of the employee identified above, agree that I will:

* release the trainee from sufficient work assignment to allow complete preparation for and
attendance of all portions of the training.

* meet with the trainee before and after training to explore opportunities for application.
* provide specific opportunities for the trainee to practice the newly acquired behaviors and skills.
* provide encouragement, support, and reinforcement as the trainee applies newly acquired behaviors and skills.

Signed:__________________________
Date: __________________________
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the training is over. This concept, known as opportunity to perform, is essen-
tial because without an opportunity to use the new knowledge or skill, it will 
decay.63 As you have probably learned in your own lives, knowledge or skill 
gained and not used is lost over time. For example, you may have memo-
rized the capitals of all the states when you were in elementary school, but you 
probably don’t remember many of them today. If there will be a time delay 
between when training must be done and when employees need to use it, 
managers must create opportunities for employees to refresh their knowledge 
and skill so it is not lost.

In the “How Do We Know” feature, you can learn about two interventions 
completed after training that helped boost transfer for restaurant managers.

PUTTING IT ALL TOGETHER
When objectives, content, methods, media, and transfer enhancements have 
all been selected, then training materials must be prepared, reviewed for 
accuracy and quality, and produced. What training materials will be needed 

Opportunity to perform
Allowing employees a chance 
to use the skills they learned in 
training back on the job.

HOW CAN TRANSFER BE ENHANCED?
All too often, trainees do not use what they 
learn in training back on the job. One U.S.-
wide restaurant chain experimented with ways 
to make sure that their management training 
was used on the job. Michael Tews and Bruce 
Tracey helped the organization design a test 
to see whether self-coaching, upward feed-
back, or a combination of both was successful 
at enhancing transfer. One group of trainees 
completed self-coaching via a workbook that 
asked open-ended questions and requested 
they write down goals and track performance. 
Another group of trainees received upward 
feedback in the form of ratings and comments 
from subordinates regarding the degree to 
which they used trained behaviors. Yet another 
group received both, and one group received 
none of the interventions. In total, 87 new 
managers participated in this research study. 
The training was aimed at helping managers 
clarify expectations, monitor performance, 
reward performance, provide corrective feed-
back, and inspire employees. The program was 
eight hours and included lectures, discussion, 
video, and role-play.

Both interventions worked, but the use of 
trained behaviors on the job was highest when 
both interventions were used. Neither intervention 
was cost free, though, as each requires some post- 
training administrative work and trainee effort. 
The restaurant chain that sponsored the research 
decided to use upward feedback in the future 
because it required less trainee effort and admin-
istrative follow-up.

The Bottom Line. Both self-coaching and 
upward feedback can be useful for boosting trans-
fer following a training course. The best transfer 
results occur when both are used, but this requires 
a good deal of trainee and administrative time. If 
transfer is a serious concern, and resources are 
not limited, then using both interventions makes 
sense. In other situations, the organization should 
consider which intervention makes the most sense 
given the nature of the organization, the training, 
and the trainees.

Source: Information from Michael Tewes and J. Bruce 
Tracey. “An empirical examination of interventions for 
enhancing the effectiveness of interpersonal skills training,” 
Personnel Psychology 61 (2008): 375–401.

How Do We Know?
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depends on the choices made during design. For example, a course that is 
instructor-led will require trainees’ guides, an instructor’s guide, and perhaps 
audiovisual presentation material.

Effective training can take a long time to develop. It might, for exam-
ple, take 30 to 80 hours of a HR professional’s time to produce one hour 
of instructor-led training, including the time to conduct a needs assessment, 
draft a preliminary design, and obtain expert reviews of content. Producing 
technology-delivered instruction, simulations, and behavior modeling meth-
ods can be particularly time consuming. For instance, producing one hour of 
high-quality computer-delivered simulation may take as many as 400 hours of 
an HR professional’s and a computer programmer’s time.64 Of course, devel-
opment times vary depending on many factors. The point is that it can take 
a considerable amount of time to make decisions about training and then 
act on these decisions to produce the necessary training materials. HR pro-
fessionals must therefore be effective project managers, taking care to leave 
enough time to both design and develop all necessary materials.

?
CONCEPT CHECK
 1. What training methods keep learners active during training?
 2. What are the benefits and drawbacks of e-learning?
 3. At what points in time can transfer-enhancement strategies 

be used?

Training evaluation is the process used to determine the effectiveness of train-
ing programs. Training effectiveness refers to the extent to which trainees 
(and their organization) benefit as intended from training. The training eval-
uation process typically involves four steps: (1) determining the purpose of 
the evaluation, (2) deciding on relevant outcomes, (3) choosing an evaluation 
design, and (4) collecting and analyzing the data and reporting the results.65

PURPOSE
The first step in evaluation is to determine the purpose of the evaluation. 
Most of the reasons to evaluate training fit into three primary categories: 
(1) provide feedback to designers and trainers that helps improve the train-
ing; (2) provide input for decisions about whether to continue or discontinue 
the training; and (3) provide information that can be used to market the 
training program.66

There are three primary targets of evaluation—that is, three kinds of 
information that evaluators can collect and analyze: (1) training content and 

Training effectiveness
The extent to which trainees and 
their organizations benefit as 
intended from training.

How Do Organizations Determine Whether 
Training Is Effective?

LEARNING OBJECTIVE 5
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design, which can be assessed to provide feedback to designers and trainers; 
(2) changes in learners, which can be measured to provide feedback and 
make decisions about training; and (3) organizational payoffs, which can be 
collected and used for all three purposes.67 Each target can be assessed in a 
number of ways, as discussed in the next section. Figure 9.7 illustrates this 
perspective on training evaluation.

To provide an example of the connection between purpose and targets, 
consider a company that offers new supervisors a one-week, face-to-face train-
ing course in basic supervisory skills. This training might be evaluated for 
one, two, or three different reasons. If the training were evaluated to provide 
feedback that would improve the course in the future, then training experts 
could be asked to review the training to ensure that the content is accurate 
and the design choices (methods and media) are appropriate. If the training 
were evaluated to determine whether it should be continued in the future, 
then learners could be observed to see if they actually learned the material 
and used it on the job. Finally, if the training were evaluated to develop mar-
keting materials that would help recruit future trainees, then changes in new 
supervisor turnover for business units that use the training could be tracked. 
If turnover rates were lower in business units that used the training, then this 
result could be crafted into a powerful story about the benefits of training. 
The story could be distributed widely to encourage other business units to 
send their supervisors to the training. Of course, an organization might evalu-
ate this training course for all three reasons, in which case it could do all of 
the above!

Figure 9.7 The Three Primary Targets of Evaluation. Kurt Kraiger, “Decision-Based 
Evaluation,” in Kurt Kraiger (Ed.), Creating, Implementing, and Managing Effective Training 
and Development (San Francisco: Jossey-Bass, 2002), 331–376. Used with permission.
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Evaluation is not always a single-step activity that only occurs at the end of 
training. In fact, evaluation efforts may begin while training is being designed. 
Evaluators may collect information about whether the training objectives and 
content are aligned with the business strategy and whether the training meth-
ods are aligned with the training objectives. This effort might include review 
by subject matter experts and managers, as well as feedback from trainees 
following exposure to a course outline or sample materials. Doing evaluation 
work while training is being developed helps ensure that training is likely to 
have the desired effects.68

OUTCOMES
Training outcomes can be roughly divided into four categories—reactions, 
learning, transfer, and organizational results.69 These outcomes provide 
different types of information about training that are more or less useful, 
depending on the purpose of the evaluation.

Reactions
Trainee reactions capture how the trainees felt about training: Did they like 
it? Did they think it was interesting and useful? Reaction measures are similar 
to the end-of-semester teacher evaluation forms that most colleges have stu-
dents complete. Evaluations of this sort can be useful for determining how 
learners react to the training content and design, but they are not good mea-
sures of learning. Research shows that reactions do not always relate to how 
much trainees actually learned.70 Still, reactions can help evaluators gauge 
what went well and what did not which can be useful for providing feedback 
to training designers and trainers. Reactions can also be useful as overall mea-
sures of satisfaction with training courses. High levels of dissatisfaction suggest 
that something is wrong and that trainers may need to alter the program in 
some way.

Companies should be careful about making decisions to discontinue 
courses or to fire trainers based on reaction data alone. Research suggests that 
there are many determinants of reactions, including factors that are not under 
the trainer’s control. For example, trainees’ general tendency to be positive 
or negative can sway their reactions.71 If a trainer happens to get a particularly 
negative set of trainees, then reactions to that course may be lower regardless 
of what the trainer does. In sum, reaction data should be interpreted cau-
tiously and are probably better used to provide feedback to improve training 
than to make decisions about discontinuing training.

Learning
As noted earlier, learning is a change that occurs from experience. Learning 
can involve knowledge, skills, or attitudes, and each of these can be assessed.72 
Knowledge can be assessed with traditional tests, such as multiple-choice, 
fill-in-the-blank, or open-ended tests. It can also be measured with other 
techniques, such as asking trainees to explain relationships among key con-
cepts and testing whether trainees’ beliefs about relationships are similar to 
experts’ beliefs. Skills can be measured by scoring role plays, simulations, 
and behavior-modeling exercises for the use of the desired skills. Attitudes 
can be assessed by asking trainees about their beliefs and their motivation, 
as well as by watching trainees’ behavior for evidence of the desired attitude. 
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If an objective of training is to have employees believe that promptness is 
important to customers, for example, then trainees could be scored for their 
promptness in end-of-training activities.

Learning objectives for a training program should be easily classifiable into 
these categories and should make clear how to evaluate whether learning has 
occurred. For example, the learning objective in Table 9.6 concerning wine 
varieties offers a precise way to determine if a waiter has learned as intended 
from a wine course. The revised objective was “Given three glasses of differ-
ent varieties of red wine, be able to identify each correctly while blindfolded.” 
Because this objective was written so effectively, it provides everything neces-
sary to determine whether the training was effective. All that we need is some 
wine, some glasses, and a blindfold.

Transfer
Transfer, as we have seen, refers to applying learning acquired in training to 
behavior on the job. To assess transfer, evaluators can ask employees about 
their own post-training behavior, or they can ask trainees’ peers and manag-
ers about the trainees’ behavior. In some cases, existing records can be used 
to examine transfer. For example, if sales training encourages trainees to sell 
items with both high- and low-profit margins, the records of employees’ sales 
can indicate whether their actual sales move in that direction.

Organizational Results
Organizational results are, of course, outcomes that accrue to a group or the 
organization as a whole. To assess organizational results, we can use basic 
measures of effectiveness, such as an increase in sales for the whole company 
or a decrease in turnover, or we can use efficiency measures, which balance 
benefits with costs.

Organizational results can be made even more informative by taking into 
account the resources required to achieve those results. When we analyze the 
costs of training along with the benefits, we are examining training efficiency. 
An increasingly popular efficiency measure is return on investment (ROI). 
For a training program, we calculate ROI as follows:

Return on Investment �   
Benefits of Training

  __________________  
Cost of Training

   � 100

So if a program to train employees in customer service cost a total of $10,000, 
and the financial benefit was $10,000 from a reduction in returned merchan-
dise, then the ROI is 100 percent that means the company received benefits 
equal to the costs of its efforts.

ROI can be negative (if the benefits of training are negative instead of posi-
tive), moderate (if the benefits exceed the costs), very large (if the benefits far 
exceed the costs), and anywhere in between. In one study, a training course 
resulted in an ROI of nearly 2000 percent, meaning that the company gained 
back nearly 20 times the money it invested in the training.73 Of course, few 
training courses yield a return that large. The same study found that the aver-
age ROI for sales/technical training was 156 percent.

Evaluating organizational results requires more resources than evaluating 
reaction and learning outcomes, because it involves collecting information 
outside of the training context. Consequently, these outcomes are generally 
measured less frequently than others. One general rule is to evaluate organi-
zational outcomes only for the most high-profile and expensive programs.74

Training efficiency
The extent to which the benefits 
of training exceed the costs 
of developing and delivering 
training.

Return on investment (ROI)
An efficiency measure created 
by dividing the monetary value 
of training benefits by the 
costs of delivering training and 
multiplying the result by 100.
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DESIGN
Evaluation designs differ in when data are collected and from whom. Some 
evaluation designs provide greater certainty about the results of training, but 
these same designs are more resource intensive. To illustrate this point, we 
will discuss two of the most common evaluation designs, one on each end of a 
continuum of certainty.

Post-Test Only
The designs most commonly used in organizations are called post-test only 
designs. This means that training outcomes are measured only at the end 
of training for the training group. The group is given a survey or test after 
training, and we examine the results to see if the results are as expected. 
Post-test only designs do not offer much certainty about whether training 
caused the results observed. It is possible, for example, that the trainees 
knew the training material in advance. It is also possible that they learned 
it on their own, outside of training. Despite the limited certainty that this 
design offers, it may still be useful if the evaluator is primarily concerned 
that trainees reach a certain level of proficiency. For example, if training is 
intended to ensure that assembly-line employees catch all products with a 
troublesome manufacturing defect, then knowing for sure whether training 
was the cause is less critical than having all trainees capable of identifying 
the defect.

Pre-Test and Post-Test with Control Group
To provide greater certainty about whether training was effective, evalua-
tors can test employees both at the beginning and at the end of training 
(to look for change) and can compare trained employees with untrained 
employees with similar characteristics (to verify that training caused the 
change). To provide the greatest certainty, employees should be randomly 
selected either to receive training or to be in a control group that does 
not receive training. When random assignment to training and nontraining 
conditions is possible, then the pretraining differences between trained and 
untrained employees are reduced, and we can have greater confidence that 
differences observed after training are a result of the training and not some 
other factor.

When is it worth the time and effort to use this particular design, or others 
that require multiple tests and multiple groups? If a training program is being 
considered that will be expensive and there are real questions about whether 
to do it, then this effort will provide decision makers with the information 
necessary to make the best decision possible. In other words, if the purpose 
of the evaluation is to determine whether training makes enough of a dif-
ference to be continued, then it makes sense to take the time to use a more 
sophisticated evaluation design. Less sophisticated designs may be sufficient 
when the purpose of training is to provide feedback to trainers or market the 
program.

RESULTS
Once the purpose, outcomes, and design of evaluation have been specified, 
the evaluation can be conducted. Then the data collected must be analyzed 
and reports generated. Depending on the purpose of the evaluation, the 
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reports may be widely disseminated or simply summarized for the trainer. 
Whatever the case, it is important to revisit the purpose of the evaluation 
and make sure that the right people see the report so that the information 
gained from the evaluation is used as intended.

?
CONCEPT CHECK
 1. What are the three purposes for evaluating training?
 2. What are the four different outcomes that can be used to 

evaluate training?
 3. What does ROI stand for?

IN THE MANAGER’S PERSPECTIVE THAT OPENED THIS CHAP-
TER, HUI WAS FRUSTRATED WITH HER EXPERIENCE AFTER A 
COMPANY- SPONSORED TRAINING PROGRAM. SHE WONDERED 
WHY SHE WAS NOT ALLOWED TO USE WHAT SHE LEARNED; NO 
ONE SEEMED TO SUPPORT HER EFFORTS. SHE BEGAN TO WONDER 
WHETHER THE WHOLE EXPERIENCE HAD BEEN A WASTE OF TIME. 
SHE ALSO WONDERED HOW SHE MIGHT HAVE AVOIDED THIS 
FRUSTRATION. FOLLOWING ARE THE ANSWERS TO THE “WHAT 
DO YOU THINK?” QUIZ THAT FOLLOWED THE MANAGER’S 
PERSPECTIVE. WERE YOU ABLE TO CORRECTLY IDENTIFY THE 
TRUE STATEMENTS? CAN YOU DO BETTER NOW?

1. Training keeps employees happy because it’s a break 

from work, but it has little impact on the organiza-

tion’s line.  FALSE.  Training can have a big impact 

on the bottom line if it is created in partnership with 

management and if it is systematically designed and 

delivered.

2. If trainees learn in training, they will transfer that 

learning back on the job.   FALSE.   Learning is a pre-

requisite for transfer but does not guarantee that trans-

fer will occur.

3. Lecture is a terrible method for delivering training.  

FALSE.  When trainees need to acquire basic knowledge, 

lecture can be an efficient 

way to help them do so.

4. Training presented face 

to face is always more 

effective than training 

presented via computer 

technology.  FALSE.  Face-to-face training and computer-

based training can be equally effective. The choice 

depends on the requirements of the chosen training 

method and concerns regarding cost and accessibility.

5. Evaluating training is a waste of time.   FALSE.   Evalu-

ation can be used to improve training, make decisions 

about continuing or discontinuing training, and market 

training.

Hui’s experience is, unfortunately, not uncommon. 

Training programs in organizations are not always sup-

ported. When training programs are linked to orga-

nizational strategy, are designed and delivered well, 

and are supported by the organization, they can help 

provide a competitive advantage. The principles dis-

cussed in this chapter can help improve training deci-

sions so that organizations can realize this competitive 

advantage.

  

  

  

  

  

A  M A N A G E R ’ S  P E R S P E C T I V E  R E V I S I T E D
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SUMMARY

Employee training practices should align with the 
organization’s business strategy. When companies 
follow a cost strategy, training should help employ-
ees solve problems and be more efficient. When 
companies use a differentiation strategy, training 
should help employees provide better service or 
be more creative and innovative. In terms of the 
overall amount of training, organizations with an 
internal labor orientation will offer more training 
than organizations with an external labor orienta-
tion. Organizations with an external labor orienta-
tion will lean toward acquiring new knowledge and 
skill by hiring new employees or by merging with or 
acquiring other organizations. These organizations 
still offer training programs, though, and they must 
continually strive to keep costs low.

Regardless of business strategy, training should be 
developed according to the same principles: (1) 
partnership among trainer, employee, and man-
ager and (2) systematic design and development. 
Design and development should follow a three-
phase process that includes needs assessment, 
design and delivery, and evaluation. Depending 
on the nature of the training, and the setting in 
which it is developed, these steps can be completed 
sequentially (traditional design) or almost simulta-
neously (rapid design).

Needs assessments can be proactive or reactive. 
Proactive needs assessment is regular and planned, 
and it involves collecting information about the 

What are key principles for getting 
benefits from training?

LEARNING OBJECTIVE 2

How are training needs determined?

LEARNING OBJECTIVE 3

organization, the task, and the people. Reactive 
needs assessment occurs when managers request 
training, and it follows a problem-solving process of 
defining the problem, determining the causes, and 
implementing solutions.

Training methods can be categorized as passive, 
active, and on-the-job. Presentations, the primary 
method for passive training, can be a useful way to 
deliver knowledge-based content, but they are lim-
ited in that they cannot help trainees gain skills. To 
develop skills, learners need more active training 
methods, such as discussion, case analysis, discov-
ery, role playing, simulation, and behavior model-
ing. For on-the-job training to be effective, it must 
be structured and systematic.

The first and most important decision regarding 
evaluation is deciding its purpose. The purpose of 
the evaluation influences the outcomes, outcomes 
measures, evaluation strategy, and final report. 
Three common purposes for evaluation are: (1) 
providing feedback to designers, trainers, and 
trainees; (2) providing input for decision making 
about the value of continuing the training; and 
(3) providing information that can be used to mar-
ket the training program. To provide feedback on 
training, training content and design can be exam-
ined before, during, and after training. To provide 
input to decisions about training, changes in learn-
ers and organizational payoffs can be examined 
to determine if training is effective at producing 
desired changes. To provide marketing informa-
tion, information about training design, learners, 
and organizational payoffs can be crafted into sto-
ries about benefits of training. 

How is effective training designed 
and delivered?

LEARNING OBJECTIVE 4

How do organizations determine 
whether training is effective?

LEARNING OBJECTIVE 5

How is employee training strategic?

LEARNING OBJECTIVE 1
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attitudes 332
behavioral contract 358
causal analysis 346
e-learning 355
informal learning methods 333
knowledge 332
learning 332
learning objective 348
needs assessment 341
opportunity to perform 360
organization analysis 341
organizational objective 349
person analysis 343
proactive needs assessment 341
problem definition 345

KEY TERMS

rapid model of instructional design 340
reactive needs assessment 344
relapse prevention training 359
return on investment (ROI) 364
skills 332
task analysis 342
traditional model of instructional design 340
training 332
training climate 342
training effectiveness 361
training efficiency 364
training media 354
training method 351
training vendors 350
transfer of training 338

 1. What kinds of training content are most 
important for organizations using cost strate-
gies? differentiation strategies?

 2. Why do organizations following an internal 
labor orientation generally offer more train-
ing than organizations with an external labor 
orientation?

 3. What are the key differences between the proac-
tive and reactive needs assessment approaches?

 4. How are learning and organizational objec-
tives used in the training design and develop-
ment process?

 5. It is often easy to confuse training methods 
and training media. Consider the human 
resources course you are currently taking. 
What are the methods and what are the media 
being used?

 6. What are the strengths and weakness associ-
ated with the following training methods: 

DISCUSSION QUESTIONS

presentation, discovery, simulation, and behav-
ior modeling? How can each method be made 
more effective?

 7. Consider the classes you have taken through-
out school. Which classes were the most ben-
eficial for you? Do you attribute that to the 
classes’ content, methods, media, or some 
other factor?

 8. Have you ever taken an online course or 
another form of distance education, such as a 
correspondence course? How was the experi-
ence different from a traditional face-to-face 
class?

 9. Consider the classes you have taken through-
out school. How have they been evaluated? 
What purpose or purposes do you think these 
evaluations have served?

 10. What is transfer enhancement, and why is it 
helpful for employees?

EXAMPLE CASE Northwestern Memorial Hospital

Many in the Chicagoland region and around the nation would consider 
Northwestern Memorial Hospital (NMH), a 138-year-old institution, to be 
among the very best teaching hospitals. They have earned this distinction 
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because of their high-quality patient care, extraordinary physicians and hospi-
tal staff, strong financial position, and world-class facilities.

Not one to rest on its laurels, NMH is continually changing and striving 
for excellence. In 1999, the hospital opened its new, 2 million square foot 
healthcare facility. The 17-story Feinberg Inpatient Pavilion and the 22-story 
Galter Outpatient Pavilion share an eight-floor base of public areas and diag-
nostic and therapeutic services. “This was a major accomplishment. When 
we were finished, we asked ourselves, ‘What’s the next mountain we should 
climb?’” says Dean Manheimer, Senior VP, Human Resources.

That mountain turned out to be an ambitious strategic plan with three 
critical interrelated goals: (1) provide the best patient experience; (2) recruit, 
develop, and retain the best people; and (3) develop the resources to achieve 
its mission and vision through exceptional financial performance. Among 
other things, this strategy strives for a more comprehensive and integrated 
approach to workforce development. Central to its success is NMH’s new 
Learning Academy, launched in 2002. Seen as the lever to advance its “best 
people” strategy, the Academy oversees all management development, clinical 
and other functional education, facilitates the creation of new training and 
certificate programs, and builds outside workforce development partnerships.

Early in 2000, Human Resources staff conducted an internal audit of its 
education programs. While the Hospital always had an abundance of oppor-
tunities for staff development, the audit uncovered unnecessary redundancies 
within the hospital’s education offerings. For example, six courses were being 
taught six different ways for Body Mechanics—the movement of patients. 
NMH developed the Academy to establish standardized training policies and 
solutions, link the education programs closely to the organization’s business 
strategy, provide staff easy access to learning, and utilize the most efficient 
technologies.

Today, the Academy provides an online catalog and registration system for 
all the hospital’s education programs, which total over 200 courses ranging 
from communications, project management, information services, and bud-
geting to an array of healthcare specialties, some of which have been designed 
by internal instructional staff in cooperation with employees who are subject 
matter experts. Area community colleges and universities are also brought 
onsite to deliver high-demand, credit-based courses. Last year, the Academy 
delivered approximately 55,000 hours of training to 21,000 employees and 
received a 91 percent satisfaction rate. In addition, the Academy delivered 
over 3,000 hours of management training to higher level staff, including 
human resources best practices, diversity education, building collaborative 
workplaces, and delivering/receiving constructive performance feedback. 
The Academy also hosts skill development “Lunch and Learn” sessions where 
managers and employees learn, for example, flexible scheduling strategies, 
personal development planning, and interviewing techniques.

But what many staff members are most proud of are the three “schools” 
the Academy developed for Nuclear Medicine, Radiation Therapy, and 
Diagnostic Medical Sonography. The schools offer onsite programs that are 
open to both employees and community members. In August 2003, the first 
class of seven graduated from the school of Nuclear Medicine, an important 
achievement, given the skill shortage in this area. NMH hired many of the 
students, eliminating all hospital vacancies for the first time in five years. In 
addition, NMH eliminated staff overtime and agency usage, resulting in a cost 
savings of $800,000.
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QUESTIONS
 1.  What is the strategy pursued by NMH? Can it be easily classified as differ-

entiation or cost reduction? as internal or external labor orientation?
 2. Describe the various ways in which NMH is delivering training and other 

related learning opportunities to its employees.
 3. What benefits did NMH gain by developing the Academy and its associ-

ated schools?
 4. If the NMH School of Nuclear Medicine cost the organization $200,000, 

what was the return on investment for this particular Academy 
program?

Source: Excerpted from Case Study: Northwestern Memorial Hospital, by Work-Force Chicago and 
Council for Adult and Experiential Learning. Retrieved online at http://www.workforcechicago2.
org on April 5, 2010. Used with permission.

DISCUSSION CASE Hypothetical Telecommunications

Sales at a large telecommunications company were down for the third quar-
ter. Management reviewed several strategies to improve sales and concluded 
that one solution would be to improve training for the large, dispersed sales 
force.

For the sake of expediency, the training department began using a needs 
assessment it conducted several years before as a basis to develop enhanced 
training. The plan was first to update the original needs analysis, and then to 
develop new training strategies on the basis of what it found. The department 
also began investigating new training technologies as a possible means to 
reduce training delivery costs. However, management was so intent on doing 
something quickly that the training department was ultimately pressured into 
purchasing a generic, off-the-shelf package by a local vendor.

One of the features of the package that appealed to management was that 
the course could be delivered over the Web, saving the time and expense of 
having the sales force travel to the main office to receive training. Hence, 
even though the package was costly to purchase, the company believed that it 
was a bargain compared to the expense of developing a new package in-house 
and delivering it in person to the sales force.

Six months after the training had been delivered, sales were still declining. 
Management turned to the training department for answers. Because no mea-
sures of training performance had been collected, the training department 
had little information upon which to base its diagnosis. For lack of a better 
idea, members of the training department began questioning the sales force 
to see if they could determine why the training was not working.

Among other things, the salespeople reported that the training was 
slow and boring and that it did not teach them any new sales techniques. 
They also complained that, without an instructor, it was impossible to get 
clarification on things they did not understand. Moreover, they reported 
that they believed sales were off not because they needed training in basic 
sales techniques, but because so many new products were being introduced 
that they could not keep up. In fact, several of the salespeople requested 
meetings with design engineers just so they could get updated product 
information.
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Imagine that you have been asked to prepare a 
short workshop on stress management to newly 
promoted supervisors. Because time and money 
are short, you are going to examine two alterna-
tives: using a training vendor to develop the pro-
gram as a custom course or purchasing a program 
as an off-the-shelf product. To prepare for a meet-
ing on this topic, you must do research on train-
ing vendors and on off-the-shelf products. Write a 
short report providing descriptions of vendors and 

EXPERIENTIAL 
EXERCISE

Finding an Off-the-Shelf 
Training Product

products. To get you started, here are some web-
sites called “learning portals” that contain multiple 
links to courses that are available both online and 
face to face:

 • www.sumtotalsystems.com
 • www.elementk.com
 • www.skillsoft.com

An even larger list of these portals can be found at the 
following Web address: http://www.learnativity.com.

QUESTIONS
 1. Outline the key decisions made from the beginning to the end of this 

case. Who made each of those decisions, and why?
 2. Describe the ideal process for handling the concern about declining sales, 

ignoring for now the pressure from management.
 3. What arguments could be made to convince management that working 

with an outdated needs assessment is not wise?
 4. If you were asked to develop a training program for these sales agents, 

what content, method, and media would you choose? Explain your 
answers as best you can given the limited information provided.

Source: Excerpted from Eduardo Salas and Janice A. Cannon-Bowers, “Design Training Systematically,” 
in Edwin A. Locke (Ed.), Handbook of Principles of Organizational Behavior (Oxford, UK: Blackwell, 2000).

Access the companion website to test your knowledge by completing 
a Global Telecommunications interactive role play.
In this exercise, Global Communications wants your help in improving its 
training programs. One of the department managers is complaining that his 
employees “just don’t get it, so they must need more training.” It doesn’t seem 
that this manager has very good communication skills, and you can under-
stand why employees may not be learning from him. To make matters more 
challenging, though, the manager tells you he doesn’t have much of a bud-
get for training, and he can’t afford to let his employees miss work for more 
than a few hours anyway. You start thinking about what can be done. Global 
really wants to use training to support the Committed Expert HR strategy. 
How should the training program be developed and carried out? •

INTERACTIVE 
EXPERIENTIAL EXERCISE

The Art of Training: Finding the Right 
Program for Global Telecommunications
http://www.wiley.com/college/sc/stewart
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Developing Employees 
and Their Careers

C h a p t e r  1 0

A  M A N A G E R ’ S  P E R S P E C T I V E

ALEJANDRO SITS AT HIS DESK AND STARES AT THE 
WALL. HE IS BORED, PLAIN AND SIMPLE, AND THE 
BOREDOM IS STARTING TO TAKE ON AN EDGE OF 
DESPAIR. OVER THE LAST MONTH THERE HAD BEEN 
NOTHING AT WORK THAT CAPTURED HIS ATTENTION 
IN A MEANINGFUL WAY. HE WASN’T BEING CHAL-
LENGED, HE WASN’T LEARNING ANYTHING NEW, 
AND IT SEEMED HE WASN’T GOING ANYWHERE WITH 
HIS CAREER IN THIS COMPANY. HE REFLECTS ON 
THE LAST CONVERSATION HE HAD WITH HIS BOSS, 
ERIKA. “WHAT’S WRONG?” SHE HAD ASKED. 
“YOU LOOK TERRIBLE.”

Alejandro had paused before answering. “I’m not 
completely sure. I used to really enjoy coming to 
work, but now I find it hard to get out of bed in 
the morning. It’s not that I don’t like it, and I do 
like working for you. But I feel like I’m wasting my 
time doing the same things over and over again. 
I feel like there must be something more I could 
do, something that could really make a difference. 
The problem is that I don’t know what to do.” Erika 
had listened and then offered, “I think you are just 
depressed. Why don’t you take the afternoon off 
and go see a movie? Then go for a run, and you’ll 

feel better tomorrow.” 
At that point, she had 
turned back to her com-
puter, ending the conver-
sation. Alejandro waited a 
moment, and then walked slowly back to his office.

Alejandro continues to sit and mull over the 
details of the conversation. It was much like pre-
vious conversations he had with Erika. She was 
convinced that life was simple—do your work, get 
some exercise, have a little fun, and all will be well. 
Alejandro used to like this simplicity but today 
it leaves him feeling cold. He wants more but he 
doesn’t know exactly what, let alone how to go 
about getting it. 

Alejandro picks up the phone to call an old 
friend. They arrange to meet that night for dinner, 
and already Alejandro feels a little better. Now, 
at least, I have something to look forward to, he 
thinks. 

That evening with his friend, the conversation 
turns quickly to how Alejandro is feeling about his 
job. His friend listens carefully and then asks what 
has changed at work. Alejandro thinks for a minute, 
and it dawns on him that he has been missing a 
goal to strive for. He had always wanted to make 
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WHAT DO YOU THINK?
Suppose you are listening to a conversation between 
Alejandro and his boss, Erika, that occurs when she dis-
covers that Alejandro is leaving the company to take a new 
job. During this conversation, Erika makes the following 
statements. Which of the statements do you think are true?

In today’s economy, companies have no 
responsibility for helping employees learn 
and grow.

The “career ladder” is often not an accu-
rate description of how people progress 
through their careers.

Mentoring and coaching are simply 
buzzwords for networking; those programs 
don’t do much else.

Multisource feedback systems are too 
complicated; employees don’t learn 
anything from them.

To help employees have a successful 
career, companies should give them 
challenging work assignments.

?

T OR F

T OR F

T OR F

T OR F

T OR F

THE BIG PICTURE Effective Organizations Attract, Develop, and Retain Skilled 
Employees by Helping Them Make Progress Toward Their Career Goals

general manager, and when he did he was elated. 
That elation diminished some, but stayed around as 
he learned the job. But now, three years later, the 
job seems too small for him. Alejandro’s friend tells 
him about an opening at his company starting up a 
new division. His friend explains that this job is not 
just a general management job, it is an opportunity 
to build something new. The company offers great 
support for whoever is willing to take on the chal-
lenge, including a budget for personal development 
and access to an executive coach. Alejandro feels a 
familiar surge of energy as he thinks about the job. 
This just might be what he needs. 

Alejandro and his friend talk for a while more, 
and before the end of the dinner, Alejandro com-
mits to applying for the job. As he drives home, he 
wonders when he should tell his boss, and what he 
should tell her.
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How Can Strategic Employee Development Make 
an Organization Effective?

Employee development involves activities that influence personal and pro-
fessional growth. Development activities generally help employees learn 
skills that will be helpful in future jobs.1 This differs from employee train-
ing, which is concerned with ensuring that employees have the knowledge 
and skills to perform their current jobs; we dealt with employee training in 
Chapter 9. Closely related to employee development is career development, 
which includes activities that help people manage the progression of their 
work experiences across their lives.2 Employee and career development are 
both discussed in this chapter under the general label employee development.

What are the benefits of programs that encourage and support employee 
development? For employees, benefits include opportunities to acquire 
new knowledge and skills that are personally satisfying and to grow as indi-
viduals. Moreover, as employees gain skill and improve their job perfor-
mance, they are more likely to be rewarded with promotions involving more 
responsibility and pay. For organizations, the primary benefit of providing 
development opportunities is that it enhances their ability to respond to 
changing environmental forces.3 It does so in two ways: (1) by increasing 
the range of skills that employees possess and (2) by increasing the chances 
that the most capable employees will be attracted and remain committed to 
the organization. In other words, development practices help a company 
compete by ensuring a continual supply of employees who are talented and 
committed.

Employee development is critical today because the amount of change 
and the degree of uncertainty regarding work has increased dramatically in 
recent years. From year to year, companies face the uncertainty of changing 
market conditions, which can necessitate changing what they sell or how they 
sell it.

Consider the well-known case of a company founded by a merger of 
paper, rubber, and cable companies. Through divestitures and acquisitions 
in response to changing technology and market needs, that company has 

Employee development
Activities that influence 
personal and professional 
growth.

Career development
Activities that help people 
manage the progression of their 
work experiences across their 
lives.

After reading this chapter you should be able to:

Explain why employee development practices are useful for organizations.

Describe how employee development practices can strategically align with overall HR 
strategy.

Explain the typical career pattern in organizations today as well as the various 
perspectives on career success.

Describe several commonly used development methods.

Identify critical career development challenges facing organizations and describe how 
organizations can meet these challenges.

LEARNING OBJECTIVE 1

LEARNING OBJECTIVE 2

LEARNING OBJECTIVE 3

LEARNING OBJECTIVE 4

LEARNING OBJECTIVE 5

L E A R N I N G  O B J E C T I V E S
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become what we know today as Nokia, which has the largest global market 
share of any mobile phones manufacturer.4 Without efforts to help their 
employees develop knowledge and skill in the area of digital communications, 
Nokia would have been unable to make this transition. Of course, uncertainty 
also arises for individuals in such situations. Nokia employees with consider-
able expertise in paper production, for example, were not certain of future 
employment with the company as it moved fully into the mobile phone mar-
ket. Either those employees had to acquire new knowledge and skills in order 
to keep their jobs with Nokia, or they had to leave the company to continue 
working in the paper industry. Today, Nokia is facing tough competition from 
companies like Apple and HTC, so it must continue to invest in the develop-
ment of its employees. 

Aflac, perhaps best recognized for the duck in its advertising, also provides 
a good example of strategic employee development. This insurance giant 
reported more than $18 billion in global sales in 2009, with key markets in 
Japan and the United States.5 Despite its size and global reach, Aflac is consis-
tently named as one of the best places to work in the United States.6

Aflac’s reputation as a good employer stems at least in part from its devel-
opmental programs, which help employees learn valuable life skills as well as 
work-related skills. Some of the company’s life skill programs include “lunch 
and learn” sessions on topics such as how to buy your own home, how to have 
a healthy pregnancy, and how to be a great grandparent. To help employ-
ees develop work-related skills, Aflac provides access to online courses and 
to scholarships for courses at local colleges and universities. These programs 
are offered in addition to training for industry certification. Taken as a whole, 
Aflac’s development efforts help the company to recruit and retain employees 
and to keep the skills of those employees attuned to market needs.

AFLAC

Aflac has a great reputation as an employer 
that cares about its employees. It offers a num-
ber of programs that help attract and retain 
great employees, including programs that help 
employees grow and pursue fulfilling careers. 
Some of these developmental programs include:

 • Support for industry-wide certification training.
 • A three-sequence leadership development program that helps manag-

ers as they progress through their careers.
 • Learning opportunities available to all employees including onsite 

workshops and online courses.
 • Scholarships that enable employees to pursue educational opportuni-

ties for personal growth.

Building Strength 
Through HR
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As can see from the Aflac example, an organization’s employee development 
practices are strategic when they help the organization maintain a continual 
supply of talented and committed employees. Research has suggested that 
most organizations use certain basic development programs, and organiza-
tions that do not use them may be at a disadvantage in recruiting and retaining 
employees.7 Of course, the specific development practices used by organiza-
tions differ depending on their overall HR strategy, as shown in Figure 10.1. 
Next, we consider these differences.

EXTERNAL VERSUS INTERNAL LABOR 
ORIENTATION
Organizations that use the Free Agent and Bargain Laborer HR strategies rely 
heavily on the external labor market for their talent, so they are competing 
with other organizations for employees. Nevertheless, organizations using the 
Bargain Laborer strategy are unlikely to invest heavily in employees’ long-
term development. They may offer development that supports job training 
to ensure that employees know exactly what they should do on the job. Such 
development is not extensive, though, as the work done by employees in these 
organizations is generally not complex.

Organizations using the Free Agent strategy must invest more in develop-
ment to ensure that their development efforts look attractive to employees 
who are willing to make job transitions. These organizations must offer for-
mal education, particularly support for professional licensing and/or certi-
fication (discussed later in the chapter), and other long-term development 

How Is Employee Development Strategic?

LEARNING OBJECTIVE 1

Bargain Laborer
External/Cost HR Strategy

Focus on development to attract
employees from external labor market

Focus on developing skills of existing
employees

Focus on developing skills of existing
employees

Loyal Soldier
Internal/Cost HR Strategy

Committed Expert
Internal/Differentiation HR Strategy

Cost Leadership

In
te

rn
al

E
xt

er
na

l

La
bo

r 
O

rie
nt

at
io

n

Differentiation

Strategic Direction

Free Agent
External/Differentiation HR Strategy

Focus on development to attract
employees from external labor market

Focus on low-cost
development options

Focus on developing skills needed for
high-level service and innovation

Focus on low-cost
development options

Focus on developing skills needed for
high-level service and innovation

Figure 10.1 Strategic Framework for Employee Development.
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 opportunities in order to lure people to change jobs and organizations. 
Formal education is particularly important because it is valued by nearly every-
one, so it will be attractive to employees who are willing to move from organi-
zation to organization.

Suppose, for example, that you are graduating with a law degree and have 
your choice of working for two firms. One firm provides no support to pre-
pare for the state bar exam (which you must pass in order to practice law) 
and no financial support to take the continuing education courses required 
to keep your license (so you can continue to practice law). The other firm 
provides a tutor and time during work to study for the bar exam and will also 
reimburse your expenses for continuing education. Because passing the bar 
exam and gaining entry into your state bar association are necessary to con-
duct most business as an attorney, you will likely favor the firm offering the 
developmental assistance.

Companies that use the Loyal Soldier and Committed Expert HR strategies 
rely on internal supplies of labor to fill positions. Such companies must have 
more extensive development programs because they must create the pool of 
employees that they will use in the future, even if the industry and the com-
pany change. Moreover, they must offer enough development opportunities 
that employees do not feel compelled to leave in order to learn, grow, and 
advance in their careers. These companies typically offer support for formal 
education, but they have additional programs as well, including assessment 
and feedback, developmental relationships, and job experiences—all of which 
we discuss later in the chapter.

DIFFERENTIATION VERSUS COST STRATEGY
Employee development is equally important for firms with differentiation and 
cost strategies. Firms at either end of this continuum must still attract and 
retain high-performing employees. The difference is that firms pursuing a 
cost strategy need to focus on keeping development costs low, and firms pur-
suing a differentiation strategy must use development to foster high-quality 
service and innovation.

The good news for organizations pursuing a cost strategy is that many devel-
opment efforts are not expensive. For example, consider the minimal costs 
of encouraging employees to take inexpensive online career assessment tests 
and talk with their supervisors about the results. Similarly, many developmen-
tal opportunities—for example, job enrichment that challenges employees to 
learn new skills—arise from the work itself. Using work experiences as a form 
of development allows organizations to improve their employees’ knowledge 
and skills without pulling them away from work completely, as would occur 
with formal training and education. For that reason, work experiences as a 
developmental program should be particularly useful for organizations con-
cerned with costs, such as those using the Loyal Soldier and Bargain Laborer 
HR strategies.

Organizations pursuing a differentiation strategy are less concerned with 
controlling costs than with gaining a competitive advantage by offering supe-
rior service or products. To ensure that innovation occurs, development in 
these organizations must be far-reaching and must include opportunities not 
only for learning from work but also for learning from formal education, feed-
back from bosses and colleagues, and developmental relationships, such as 
relationships with mentors. At General Electric, for example, the strategy of 
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differentiation is supported by rotational leadership programs in different 
areas of the business. While in rotations, GE trainees are challenged with real 
work assignments, receive classroom training, and are paired with mentors 
who guide them along the way.8 Extensive developmental programs like GE’s 
prepare employees to collaborate and innovate.

?
CONCEPT CHECK
 1. What are some development programs that fit with internal 

strategies? with external strategies?
 2. How should a company adjust its development offerings if it 

pursues a cost strategy?
 3. How should a company adjust its development offerings if it 

pursues a differentiation strategy?

What Are Careers Like Today?

LEARNING OBJECTIVE 2

The importance of employee development in organizations today is best 
understood in light of changes that have occurred in the pattern of work expe-
riences that people have over their lifetimes. This pattern is called a career. In 
this section, we describe what careers are like today, including fundamental 
shifts in who is responsible for employee development and how employees 
define success.

In generations past, the typical career involved going to school, joining a 
company, and then staying with that company until retirement. Particularly 
in large companies, workforce needs were predictable, and thus employees 
could be relatively certain that, given adequate performance, they could 
stay with the company for a long time. Progression from position to position 
generally occurred in the form of promotions that involved more pay and 
more responsibility—what we refer to as moves up the career ladder.9 Today’s 
careers, however, do not typically progress in a hierarchical, step-by-step pro-
cess implied by the term career ladder.

Today, a more typical pattern of work experiences includes lateral as 
well as hierarchical movement within a company, along with movement 
from company to company.10 In addition, it is much more common today 
for work experiences to include time spent as a contract employee or small 
business owner.11 For example, Meg Whitman, the president and CEO of 
eBay from 1998 to 2008, began her career at Procter & Gamble in Cincinnati 
where she worked in brand management from 1979 to 1981. After that, she 
worked for Bain & Company, Disney Consumer Products Division, Stride 
Rite Corporation, Florists Transworld Delivery (FTD), and Hasbro Inc.12 
Whitman’s latest career change has been into politics. She has been in the 
news lately for entering into the race to replace Arnold Schwarzenegger as 
the Governor of California. The common theme in her career has been nei-
ther predictable movement up the career ladder nor a long stay with any one 
company in any one industry, but instead movement and change, including 
jumps across traditional industry boundaries.

Career
The pattern of work experiences 
a person has over his or her 
lifetime.

Career ladder
A career characterized by step-
by-step, hierarchical transitions 
from jobs with lower pay and 
responsibility to jobs with 
higher pay and responsibility.
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Because of the changes we’ve just described, a new type of career has 
emerged in the past several decades. It has been called the Protean career, 
named after Proteus, a sea god in Greek mythology who was able to change 
his shape. Protean generally means varied and versatile. Characteristics of the 
new career, summarized in Table 10.1, include the shift in emphasis toward 
psychological success just discussed. The Protean career also emphasizes 
development that is continuous, self-directed, relational, and found in work 
challenges. This means that employees increasingly expect to learn in ways 
other than those offered by their organizations. And, fundamentally, it means 
that employees are increasingly responsible for selecting and pursuing devel-
opment, while organizations are primarily responsible for making those devel-
opment opportunities available. As noted earlier, organizations benefit from 
helping employees manage their careers by providing support in the form of 
specific developmental programs. Examples of these programs will be covered 
in the next section.

Another career-related change in recent decades involves a shift in the 
emphasis that people place on different types of success. Career success can 
be defined by both objective and subjective measures.13 Objective measures 
of career success include promotions and pay. Subjective measures include 
career satisfaction and personal well-being. For many people, emphasis has 
shifted from an objective perspective (How much money do you make?) to a 
subject perspective (How happy are you with your work?). This shift does not 
mean that people are no longer concerned with money, but it does mean that 
employees are increasingly concerned with psychological success, such as the 
quality of their day-to-day work and home life.14

Even with all the changes we’ve just discussed, a number of organizations 
still communicate expectations about how employees will progress from job 
to job. This is particularly true for managerial work. Specifically, some com-
panies identify a series of work experiences that are likely to prepare the 
employee for high-level jobs, such as general manager, vice president, and 
CEO. This progression, when defined and communicated, is called a career 
path. Organizations that identify internal career paths, communicate this 
information to employees, and make opportunities clear can help employees 
who set career goals achieve them. If the organization uses this process in 
a sincere attempt to help employees manage their careers and accomplish 
their personal goals, then employees are likely to reciprocate with greater 

Protean career
A career characterized by 
personal responsibility, 
continuous and self-directed 
development, and an emphasis 
on psychological success.

Career path
The series of work experiences 
that prepare an employee for 
higher-level jobs.

Issue Protean Career Traditional Career

Responsibility Person Organization

Core values Freedom, growth Advancement, power

Degree of mobility Higher Lower

Important performance dimensions Psychological success Position level, salary

Important attitude dimensions Work satisfaction, professional 
commitment

Organizational commitment

Important identity dimensions Self-esteem, self-awareness Esteem from others, organizational 
awareness

Important adaptability dimensions Work-related flexibility (measure: 
marketability)

Organization-related flexibility (measure: 
organizational survival)

Source: D. T. Hall, Careers in Organizations (Glenview, IL: Scott, Foresman 1976), p. 202. Used with permission.

Table 10.1 Differences Between the Traditional and Protean Career
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 commitment and job performance.15 One company that has increased its use 
of career paths recently is Toyota, the Japanese car manufacturer. Toyota has 
developed a set of minimum guidelines for promotion into managerial posi-
tions. If an employee wants to become a general manager at a plant, for exam-
ple, he or she must first work with at least two Toyota manufacturing units. To 
be president of a Toyota subsidiary, the employee also must have worked in 
more than one country.16

?
CONCEPT CHECK
 1. What is a Protean career?
 2. What is the difference between a career ladder and a career 

path? Which is a more accurate description of typical careers 
today?

 3. Who is increasingly responsible for managing employees’ 
careers and long-term development?

How Can Organizations Help Employees Develop?

LEARNING OBJECTIVE 3

We turn next to a description of four types of programs that help employees 
develop new knowledge and skills that will help them succeed in their careers: 
formal education, assessments and feedback, work experiences, and develop-
mental relationships. These programs can be run by human resource profes-
sionals, but they do not necessarily need to be.

FORMAL EDUCATION
Formal education is a category of development that includes formal learning 
experiences such as training courses. These courses can be a single event or a 
series of events, but the key is that they must help employees learn a particular 
skill or skills that are likely to be relevant in their future work. Courses may be 
organized around helping the employee gain public recognition for skills in 
the form of a certificate or license.

Courses
Formal education, as a form of development, includes courses specifically 
designed for the company’s employees; courses offered by consultants, trade 
organizations, or universities; or courses that are part of degree programs 
from accredited institutions like community colleges and universities.17 Such 
courses may involve lectures, discussions, simulations, or other learning activi-
ties, as described in Chapter 9. While some companies provide simple and 
broad-based tuition assistance programs (that is, they support any courses 
employees take), others are moving toward focusing employee development 
efforts on preferred education providers and preferred skills. Specifically, 
they are offering development through low-cost providers whose programs 
will help the organization accomplish its goals. For example, Consolidated 
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Edison, an energy company in the New York area, partnered with the Stevens 
Institute of Technology to design a customized online course called Analytical 
Capabilities for Business Improvement. As part of the course, Consolidated 
Edison managers examined real-world business problems in the company and 
proposed solutions that would benefit the company.18

Certification and Licensing
People earn certificates and licenses by demonstrating competence in a par-
ticular area of professional practice. Licenses are regulated by state govern-
ments. In many fields, an individual must obtain a license in order to legally 
conduct business.19 For example, doctors, lawyers, and real estate agents must 
have licenses to practice. In contrast, there is no legal requirement for people 
to obtain certification. Certificates are still valuable, though, because a person 
who holds a certificate has demonstrated a general knowledge of, and compe-
tence to do work in, the area being certified.

There are many examples of certification in various occupations. In the 
field of human resources, the Human Resources Certification Institute offers 
three different certifications: Professional in Human Resources (PHR), Senior 
Professional in Human Resources (SPHR), and Global Professional in Human 
Resources (GPHR).20 These certificates are described in the appendices (avail-
able on-line). Some of the many certifications available in the information 
technology field include Apple Certified System Administrator, Cisco Certified 
Network Professional, HP Certified IT Professional, IBM Certified Enterprise 
Developer, Microsoft Certified Systems Administrator, Nortel Networks Certified 
Network Architect, Oracle Certified Professional Java Developer, Sun Certified 
Java Programmer, and Symantec Certified Security Engineer.21 Providing sup-
port to gain and maintain certifications is one way in which organizations can be 
attractive to both current and prospective employees.

ASSESSMENTS AND FEEDBACK
Using assessments and feedback for development involves collecting informa-
tion and providing feedback to employees about their interests, personality, 
behaviors, skills, and preferences. The feedback can help employees under-
stand what type of work they should choose so they experience a good fit 
between their interests, skills, and work demands. Feedback can also help 
them determine what types of developmental activities they should pursue. 
A wide variety of assessments are available for purposes of helping employees 
better understand their strengths and weaknesses, plan their developmental 
activities, and manage their careers. Some of the tests described in Chapter 6 
can be used for this purpose, such as personality tests and work sample tests. 
In this section, we’ll cover two basic types of assessments—career assessments 
and multisource assessments.

Career Assessment
In the area of career interests and career fit, the most widely used assess-
ment instruments are based on a typology developed by John L. Holland.22 
The Holland typology identifies six different personality types—realistic (R), 
investigative (I), artistic (A), social (S), enterprising (E), and conventional 
(C)—which correspond with six different job environments. One instrument 
based on this typology, the Self-Directed Search (SDS), can help employ-
ees gain insight into their interests, skills, and desired working conditions. 

License
A required designation 
of competence within a 
professional field.

Certification
An optional designation 
of competence within a 
professional field.

Holland typology
A classification, developed by 
Dr. John Holland, of people’s 
interests, values, and skills 
and of job environments; the 
typology asserts that people 
will be more satisfied and more 
successful in jobs that closely 
match their characteristics. 
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Realistic (R) people enjoy jobs as mechanics, electricians, and farmers. Realistic people have 
mechanical and athletic abilities and like to work outdoors with tools.

Investigative (I) people enjoy jobs as scientists, laboratory assistants, and technicians. 
Investigative people have math and science abilities and like to work alone solving problems.

Artistic (A) people enjoy jobs as musicians, dancers, actors, and writers. Artistic people have good 
imaginations and like to create original work.

Social (S) people enjoy jobs as therapists, counselors, and teachers. Social people have people-
related abilities and like to work with and help other people.

Enterprising (E) people enjoy jobs as promoters, producers, salespeople, and executives. 
Enterprising people have leadership and public speaking abilities and like to influence other people.

Conventional (C) people enjoy jobs as analysts, bankers, and secretaries. Conventional people 
have clerical and math abilities and like to work indoors to organize things.

Source: Information from John L. Holland. Making Vocational Choices: A Theory of Careers 
(Englewood Cliffs, NJ: Prentice Hall, 1973).

Table 10.2 Holland Typology

Figure 10.2 The World of Work Map. A service of ACT, Inc. The map is repro-
duced here with permission, and may be accessed at http://www.act.org/wwm.
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The instrument is a simple pencil-and-paper measure that can be scored 
quickly using an answer key. The answer key is provided in a manual that also 
includes descriptions of careers that match the results of the person taking 
the assessment. Descriptions of Holland’s categories appear in Table 10.2.
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Another assessment tool, the World of  Work Map, is illustrated in Figure 10.2. 
It simplifies the Holland typology into two dimensions—whether a person pre-
fers working with data or ideas and whether he or she prefers working with 
people or things—and links these interests to a wide variety of occupations. 
The map provides examples of jobs that match peoples’ preferences and skills. 
For example, jobs that require working with data include bank teller, insurance 
underwriter, and tax accountant; jobs that require working with ideas include 
criminologist, political scientist, and sociologist. Examples of jobs that require 
working with people include counselor, lawyer, and social worker; examples of 
jobs that require working with things include locksmith, millwright, and auto-
motive technician.23 Encouraging employees to take these types of assessments, 
and helping them interpret the results, can be useful for providing them with 
guidance concerning what careers and jobs they are likely to enjoy.

Multisource Assessments
A type of assessment and feedback program that is being used with increasing 
frequency is multisource assessments and feedback. We first discussed these 
programs in Chapter 8. A typical process involves having an employee’s man-
agers, peers, and sometimes subordinates and customers answer questions 
about the employee. Raters are typically asked to evaluate the person along a 
number of different dimensions. One example of an instrument used in this 
sort of assessment is ManagerView360. This instrument measures 20 manage-
rial competencies clustered into four major areas: task/leadership, interper-
sonal, communication, and problem solving.24 As with other assessment tests, 
the results of these evaluations, along with feedback to the employee, can be 
used to identify strengths and weaknesses and guide development efforts.

As an illustration, an abbreviated feedback form is presented in Figure 10.3. 
This particular form uses bar graphs to represent average ratings across a number 
of descriptive statements about the target employee. The ratings, provided on a 
seven-point scale, indicate the degree to which the target uses various  behaviors 

Multisource assessments 
and feedback
A process in which an 
employee’s managers, peers, 
and sometimes subordinates and 
customers, answer questions 
about the employee. Responses 
are combined and provided as 
developmental feedback to the 
employee.

1 2 3 4 5 6 7

Problem-Solving

Communication

Interpersonal

Task/Leadership

Self

Direct Report (n = 3)

Manager (n = 1)

Average

Figure 10.3 Sample Multisource Feedback for Four Categories of 
Managerial Competence.
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grouped into categories (four are shown in this example). For example, rat-
ers could be asked to rate the degree to which the target employee, “Clearly 
expresses and requests information from others” and “Uses written communica-
tions effectively and appropriately” as indicators of communication skill.

On the graph, each bar represents the average of the responses of a par-
ticular group of respondents: a self-rating by the person who is the target of 
the assessment, ratings by three employees who report to the target (direct 
reports whose scores are averaged together), and ratings by the target’s man-
ager. An average of the direct report and manager ratings is also presented. 
The lines at the end of each bar indicate the spread of responses that underlie 
the average response depicted by the bar.

The results presented in multisource feedback can be overwhelming 
because so much information is conveyed. This particular graph is a simpli-
fication; it only presents data from three sources for four dimensions. A full 
report from ManagerView360 might include up to five sources and would 
include graphs for each of the 20 specific competencies that underlie the 
four categories. Because of the amount of information conveyed in a such a 
feedback report, people often need training or guidance in interpreting their 
reports.

In the example provided, it appears that the manager and direct reports 
of the employee being rated agree that she is an effective problem solver. 
However, her manager and direct reports are less consistent in their rating 
of her other competencies. In particular, the manager of this employee has 
rated her low on communication and interpersonal competence. This feed-
back could be used to initiate a conversation about how her communication 
skills might be improved. As a result of the feedback and conversation, this 
employee might set a developmental goal, such as increasing the degree to 
which she clarifies her expectations about how work should be done (a com-
munication behavior). Then she should identify development opportunities 
that will help her accomplish that goal.

Multisource feedback systems work best when reliable ratings are provided, 
raters’ confidentiality is maintained, the system is easy to use, the behaviors 
assessed are job-relevant, and managers act on the feedback received.25 One 
of the research studies that helped to discover these best practices in pre-
sented in the “How Do We Know?” feature.

As the feature shows, providing feedback of this kind does not always result 
in positive outcomes. Some employees may not change as a result of the feed-
back, and other employees may be frustrated if the feedback is overly nega-
tive and not constructive.26 To prevent this from happening, the organization 
should provide clear guidance to people filling out evaluation forms, along 
with support for people receiving feedback. Support can include providing a 
trained professional to help employees interpret the report or training employ-
ees so that they have the knowledge and skill to interpret their own reports.

WORK EXPERIENCES
We mentioned earlier that organizations can use a variety of work experiences 
to help employees develop. These options, depicted in Figure 10.4, include 
enrichment, lateral moves (including rotations and transfers), upward moves, 
and downward moves. Using work experiences for employee development 
can be very effective, and as an added advantage to organizations pursuing 
cost strategies, they are relatively low cost.
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CAN A FEEDBACK PROGRAM REALLY IMPROVE 
PERFORMANCE?
Having managers, coworkers, subordinates, or even 
customers rate employees in your company is a 
resource-intensive undertaking. Does all that effort 
have any effect on employee performance? To find 
an answer to this question, Alan Walker and James 
Smither tracked 252 bank managers participating 
in an upward feedback program over a five-year 
period. In this program, managers’ subordinates 
anonymously rated the behaviors of their manag-
ers, and that feedback was collected into five-page 
reports providing information about average rat-
ings and comparing the ratings to others in the 
organization. The ratings were provided for devel-
opmental purposes only and were not used to 
make promotion decisions. Managers were strongly 
encouraged to meet with their subordinates to dis-
cuss the results but were not required to do so.

The results indicated that not all managers 
improved their performance. However, managers 
initially rated poor or moderate showed significant 
improvements in upward feedback ratings over 

the five-year period, and these improvements were 
 beyond what could be expected due to chance 
alone. The researchers also found that managers 
who met with direct reports to discuss their upward 
feedback improved more than other managers.

The Bottom Line. Feedback can improve 
performance, but what people do with the feed-
back matters. It is important for an organization to 
encourage employees to talk with others about the 
feedback and publicly commit to improving their 
performance.

Sources: James W. Smither, Manuel London, and Richard R. 
Reilly, “Does Performance Improve Following Multisource 
Feedback? A Theoretical Model, Meta-Analysis, and Review 
of Empirical Findings,” Personnel Psychology 58 (2005): 
33–66; A. G. Walker and James W. Smither, “A Five-Year 
Study of Upward Feedback: What Managers Do with Their 
Results Matters,” Personnel Psychology 52 (1999): 393–423; 
Jai Ghorpade, “Managing Five Paradoxes of 360-Degree 
Feedback,” Academy of Management Executive 14 (2000): 
140–150. 

How Do We Know?

Job enrichment involves adding challenges or new responsibilities to 
employees’ jobs. Enrichment may involve a project assignment that is outside 
an employee’s regular duties or a role switch that requires the employee to 
temporarily take on another employee’s responsibilities. Enrichment can have 

Job enrichment
The addition of challenges or 
new responsibilities to jobs.

Figure 10.4 Types of Developmental Job Experiences. Source: Based 
on Raymond A. Noe, Employee Training and Development, 3rd ed. (New York: 
 McGraw-Hill, 2004), p. 284.

Promotion
(Upward Move)

Enrichment of
Current Job

Job Transfer
(Permanent Lateral Move)

Job Rotation
(Temporary Lateral Move)

Demotion
(Downward Move)
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the dual benefit of being motivating because it adds challenge and  novelty and 
being developmental because it requires the employee to develop new skills.

A lateral move is a job change that involves a change in duties without an 
increase in pay, responsibility, or status. Lateral moves include job rotations 
and job transfers. Job rotations are temporary work assignments in which 
employees are expected to move through multiple jobs within a set period of 
time. Job transfers are permanent lateral moves made for purposes of devel-
oping new knowledge and skill.

One study of lateral moves found a number of benefits for a job rotation 
and transfer program at Eli Lilly and Company, a pharmaceutical firm that 
employs over 40,000 and develops products sold all over the world. Although 
headquartered in Indianapolis, Indiana, the company has research facilities in 
eight countries and manufacturing plants in 13 countries.27 To help employ-
ees develop the breadth of knowledge and skill necessary in this industry, Eli 
Lilly rotates most of its employees through different jobs in different loca-
tions in either short-term rotations or longer-term transfers. The job assign-
ments last anywhere from one to five years. Researchers found that employees 
who took more frequent rotations had greater salary growth, had more per-
ceived gains in knowledge and skill, and believed their work was more satis-
fying.28 Companies are believed to benefit as well, by helping employees to 
better understand the big picture of what the company does and how, and by 
encouraging employees to meet people throughout the company so they can 
collaborate in the future.

An upward move is typically called a promotion; it involves an increase in 
responsibility, pay, and status. Employees generally welcome promotions as 
developmental opportunities. When employees are promoted, they receive 
material rewards as they are being challenged and as they learn. A downward 
move or demotion involves taking a job with less responsibility and authority.29 
Not surprisingly, employees are often resistant to downward moves because 
moving down often means losing pay as well as responsibility.30 Employees 
may be less satisfied with a downward or lateral move than with a promotion 
and thus be more likely to quit.31 A downward move may be necessary, though, 
for an individual to gain knowledge and skill in a new area. For example, a 
manager who wants to break into product design may have to take a nonmana-
gerial product design position and work in a lower-paying team role in order 
to gain the knowledge necessary to manage in that area of the business. So 
downward moves are likely to work best when they are temporary and when 
the employees agree to the moves as steps toward long-term career goals.

Of course, not every job experience actually results in learning and growth. 
Simply adding more work or changing a job title does not promote employee 
development. Research suggests that the greatest learning occurs when job 
experiences provide greater authority, require skill at creating change, and 
call for the use of persuasion rather than authority to get things done. All 
these factors contribute to a sense of personal growth.32

DEVELOPMENTAL RELATIONSHIPS
Developmental relationships are relationships that provide support and encour-
agement for personal or professional growth. These relationships can involve 
formally assigned mentors, coaches, supervisors, coworkers,  subordinates, or 
support groups.33 Table 10.3 lists these different relationships along with a 
description of their nature and purpose.

Job rotation
A time-limited lateral work 
assignment for the purpose of 
helping employees develop new 
knowledge and skills.

Job transfer
A permanent lateral work 
assignment for the purpose of 
helping employees develop new 
knowledge and skill.

Upward move
A career move resulting in an 
increase in responsibility, pay, 
and status; also known as a 
promotion.

Downward move
A career move resulting in a 
decrease in responsibility, pay, 
and status; also known as a 
demotion.
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Coaching
An increasingly common form of developmental relationship in organizations 
is coaching. Coaches equip people with the tools, knowledge, and opportuni-
ties they need to become more effective.34 Coaches can be professionals who 
work outside the company, or they can be employees who have a responsibility 
for improving other employees’ performance. Professional coaching is a big 
business, with 2004 revenues estimated at over $1 billion. The International 
Coach Federation, the largest association for professional coaches, boasts 
membership of over 16,000 members, many of whom receive between $100 
and $500 an hour for their coaching services.35

Professional coaching appears to be most commonly used to remedy prob-
lem performance of senior managers and executives.36 However, it has also 
come to be considered a positive, proactive practice that should be more 
broadly used by managers and human resource professionals within their 
companies. For example, lower-level managers and managers who are not 
struggling may benefit from meeting with a coach to further improve their 
performance or to prepare for upcoming challenges. Many supervisors are 
being asked to take on the role of coach with their subordinates.37

What does a good coach do? Good coaches follow a process of contract-
ing, opening, practicing, planning, and evaluating.38 Contracting and open-
ing are the preliminary phases of coaching, and they involve setting up a 
clear understanding of the nature and duration of the relationship. These 
phases also include an initial meeting at which expectations are discussed. 
Practicing and planning are the core learning processes in which the coach 
and employee try out new behaviors. Finally, evaluation involves verifying 
that expectations have been met and that the relationship has worked out as 
planned.

DeLoitte & Touche USA, a member of the Deloitte Touche Tohmatsu 
worldwide professional services organization, uses professional coaches as 
part of its Career Connections program. Since the program’s inception in 
2002, Deloitte’s full-time coaches have provided one-on-one counseling to 
about 3,500 partners and employees as well as team coaching to some 1,300 
additional employees and clients. The company credits the program for 
retaining at least 650 people who would have left the organization had there 
been no access to a coach.39 DeLoitte values this program so much that it 
has 13 full-time coaches on staff, and it is conducting training to encourage 
partners and managers to adopt a coaching approach to their management 
duties.

Coaching
When a person works with others 
to equip them with the tools, 
knowledge, and opportunities 
they need to become more 
effective at work.

Relationship Nature and Purpose

Coach/Sponsor Deliberate relationship to develop specific employee skills that improve work performance

Mentor Deliberate relationship to develop inexperienced employee through personal interaction and discussion

Supervisor/Coworker Naturally occurring relationship where development is incidental rather than intentional

Role Model Nonreciprocal relationship where model is observed in order to learn desired traits and behaviors

Support Group/Network Group of individuals who join around common characteristics or goals and provide meaningful support to 
one another

Source: Information from Douglas T. Hall, Careers In and Out of Organizations (Thousand Oaks, CA: Sage, 2001).

Table 10.3 Types of Developmental Relationships
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Mentoring
Another common developmental relationship in organizations is mentoring. 
Mentoring refers to a one-on-one relationship between a less experienced and 
a more experienced person that is intended to contribute to personal and pro-
fessional growth.40 Mentoring can be formal, as when an organization pairs 
an employee with a more senior manager, or informal, as with a relationship 
that arises naturally in the course of day-to-day working arrangements. Mentors 
generally benefit employees in two ways. First, they may provide career benefits 
by offering challenging work experiences, providing advice, offering political 
protection, and sponsoring the employee in contests for promotions and other 
opportunities. Second, they may provide psychological and social benefits, such 
as by helping the employee build a sense of identity and personal competence.41

What makes for a successful mentoring program? A number of studies 
suggest that it is helpful for mentors and protégés to perceive themselves as 
similar in some way.42 This can be accomplished either by helping to match 
employees and mentors who are similar in their outlook or perspective or 
by allowing employees and mentors to voluntarily select their own pairings. 
Other characteristics of good programs include encouraging proximity, pro-
viding an orientation, offering guidelines, and encouraging protégés to set 
goals.43 For example, one study examined 12 mentoring programs across four 
different organizations, involving a total of 175 protégés and 110 mentors. 
The researchers found that providing high-quality training to mentors and 
protégés and allowing them to have input on the type of person with whom 
they were matched contributed to participants reporting that the program 
was effective.44 Another study, reported in the “How Do We Know?” feature, 
found that the best performance following a mentoring relationship came 
from pairing protégés with mentors who were successful in their jobs.

Mentoring
When an experienced person 
helps a less experienced person 
learn and grow.

HOW DO WE MAXIMIZE THE RETURN ON MENTORING?
How can we ensure that the time put into a men-
toring program pays off? To answer this question, 
Scott Tonidandel, Derek Avery, and McKensy 
Phillips studied NCAA Division 1 head coaches 
in women’s basketball. Seventy-four coaches were 
asked a series of questions about their interactions 
with their head coaches when they were assistant 
coaches. The coaches with the best records were 
those who had worked for more successful head 
coaches (more career wins) who had provided 
mentoring (given support and career advice). 
When the head coaches had done little by way of 
mentoring, then their records did not matter. And 
when the head coaches had provided mentoring 
but had not been successful themselves, then their 

mentoring did not seem to make a difference for 
their protégés’ later performance.

The Bottom Line. If you want employees to 
learn to be winners, then have them mentored by 
more senior employees who are already winners. 
It’s not enough to simply pair people together. For 
the greatest chance of future protégé success, men-
tors should provide both personal and professional 
support to their protégés. In other words, not just 
any mentor will do.

Source: Information from Scott Tonidandel, Derek R. Avery, 
and McKensy G. Phillips, “Maximizing Returns on Mentoring: 
Factors Affecting Subsequent Protégé Performance,” Journal 
of Organizational Behavior 28 (2007): 89–110.

How Do We Know?
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?
CONCEPT CHECK
 1. What is the difference between a certificate and a license?
 2. What distinguishes successful and unsuccessful multisource 

feedback programs?
 3. What are some types of job experiences that can help employ-

ees learn and grow?
 4. What are key characteristics of a successful mentoring program?

How Do Organizations Integrate Development Efforts?

LEARNING OBJECTIVE 4

Companies with effective human resource practices use their development 
programs in a systematic as well as a strategic fashion. They use competency 
models to integrate their development efforts with the company’s strategy and 
goals, encourage employees to follow a thorough process that includes a num-
ber of discrete steps, and employ technology to integrate development with 
other human resource activities.

COMPETENCY MODEL
Rather than choosing programs haphazardly, forward-looking  organizations 
use competency models to design a set of related programs, link them 
together, and ensure they are congruent with other HR practices. Competency 
models, as described in Chapter 4, can be developed to indicate what types 
of knowledge, skills, and behaviors will help the organization accomplish its 
strategy. Based on this information, the organization can strategically staff 
important positions with people who have the right characteristics. It can also 
develop those characteristics in others by first identifying current employees’ 
strengths and weaknesses and then encouraging development using one or 
more of the types of development presented in this chapter. This model is 
depicted graphically in Figure 10.5.

Identification
Strategic

Development

Competencies
Needed

Business
Strategy

Strategic
Rewards

Strategic
Staffing

Figure 10.5 Model of Strategic Career Development. Source: Adapted from 
Douglas T. Hall, Careers In and Out of Organizations (Thousand Oaks, CA: Sage, 
2001), p. 285. Used with permission.
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One example of a program that uses this approach is a leadership devel-
opment program at Johnson & Johnson. Johnson & Johnson operates more 
than 200 companies that employ approximately 122,000 men and women in 
57 countries. These companies manufacture healthcare products and pro-
vide related services in the consumer, pharmaceutical, and medical devices 
markets. Johnson & Johnson, which has won many awards for its concern for 
employee and consumer well-being, works hard to ensure that its emphasis on 
responsibility and innovation will be supported over time by its next genera-
tion of leaders. To accomplish this goal, the company developed a compe-
tency model for its leaders, called the standards of leadership (SOL), built 
around the Johnson & Johnson credo values of responsibility, integrity, and 
ethical behavior. The SOL competencies are used to guide leadership devel-
opment programs in many parts of Johnson & Johnson.45 

Another example of a company that takes leadership development seri-
ously, and bases these efforts on core competencies related to their core busi-
ness, is the Men’s Wearhouse. This company is described in more detail in the 
Building Strength Through HR feature.

CAREER DEVELOPMENT PROCESS
Forward-looking companies help employees to manage their develop-
ment using the career development process. This is a series of steps that 
helps employees identify and pursue career goals, along with appropriate 
developmental goals to help them achieve their long-term career goals. 

MEN’S WEARHOUSE

Men’s Wearhouse is one of the largest specialty 
retail stores in the United States. In early 2010, it 
had 1,294 stores, with a five-year revenue growth 
rate of 7 percent. 

The success of Men’s Wearhouse is driven by 
many of its management practices, including the 
way in which employees are trained. All manag-
ers, assistant managers, and retail consultants 
receive training on selling and consulting. But 
store managers receive an even more intense 
learning experience. They are flown, along with 
other high-ranked employees to the company’s 
Fremont, California, facility for Suits University. 
The push in this program is to help employees 
learn more about the company and the industry 
and to help them become a cohesive team. Store 
managers return every year to headquarters to 
continue their education and renew their collec-
tive commitment to high quality, low price, and 

great service. Part of this experience includes face-to-
face time with the Founder and CEO of the com-
pany, George Zimmer.

Source: Information from Dan Reed, “Zimmer Custom 
Tailors Sales Style at Men’s Wearhouse,” USA Today, 
October 29, 2008; Victor D. Infante, “Men’s Wearhouse: 
Tailored for Any Change That Retail Brings,” Workforce 
Management (2001, March): 48–49.

Building Strength Through HR
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The career development process includes four steps: self-assessment, real-
ity check, goal setting, and action planning.46

Self-assessment is a process in which employees determine their interests, 
values, personalities, and skills. Self-assessment often involves the use of psy-
chological tests like the SDS, discussed earlier. Assessment can also include 
exercises that ask employees to consider where they are today and where they 
want to be in the future. Employees can conduct these activities alone, with 
the help of a supervisor, or with a specialist in the area of career coaching or 
counseling. These professionals can be particularly useful for helping admin-
ister and interpret the results of psychological tests.

In performing a reality check, employees gather information to deter-
mine whether their self-assessments are realistic and how those assess-
ments fit with opportunities in the labor market and with their current 
employer’s future labor needs. Employees can talk with their current 
supervisors as one way to obtain a reality check. Supervisors can often 
provide information about their subordinates’ strengths and weaknesses 
and about opportunities within the company. Other sources of informa-
tion about labor market opportunities include career centers of colleges 
and universities, trade magazines published by professional associations, 
computer discussion groups, online resources, and current incumbents.47 
Contacting current incumbents, a process referred to as information inter-
viewing, gives an insider view of a job or profession. Meeting someone at 
his or her work environment can be a great way to test assumptions about 
what the work is like. If one of your ambitions is to be an executive at your 
company, for example, then you might try meeting with a current execu-
tive and asking questions about her work to discover whether the work is 
as you imagine it.

Goal setting involves setting milestones or achievements for the future, 
such as positions to achieve, skills to be gained, and development efforts to 
pursue. For example, an employee with the long-term goal of being a chief 
accounting officer should plan to gain skill in financial analysis, auditing, cor-
porate tax planning, and strategic analysis. This employee might also want to 
seek a degree or certification in this area, such as a master’s degree in accoun-
tancy or a designation as a Certified Public Accountant.

In action planning, employees make plans for how they will accomplish 
their goals. In most cases, action planning means selecting developmental 
opportunities appropriate to the goal. An employee who aspires to be a 
chief accounting officer, for example, should plan for action by selecting 
one or more developmental activities for each of the areas in which she 
needs to gain skills in order to meet her goal. For example, to gain audit-
ing skills, she might plan for the following: Within three months, find a 
mentor with considerable audit experience (developmental relationship); 
within a year, take a class from a local university in accounting (formal edu-
cation); in three years, take a work assignment in internal auditing (work 
experience).

TECHNOLOGY
Companies with effective human resource practices make use of technology to 
ensure that employees have ready access to a variety of developmental oppor-
tunities. Technology can also be used to integrate various programs so that a 
common database of competencies and associated learning experiences can 
be used to make and track development plans.

Career development process
A series of steps that people can 
use to identify and pursue their 
long-term career goals.

Self-assessment
A process in which employees 
determine their interests, 
values, personalities, and skills.

Reality check
A process in which employees 
determine the accuracy of 
their self-assessments and 
how those assessments fit 
with opportunities in the 
environment.

Goal setting
A process in which employees 
set milestones or desired 
achievements for the future.

Action planning
A process in which employees 
plan how they will achieve their 
goals.
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NATIONAL AERONAUTICAL AND SPACE ASSOCIATION (NASA)
Headquartered in Washington, DC, NASA also has 
10 field centers that support its mission to pioneer 
the future in space exploration, scientific discovery, 
and aeronautics research. NASA has over 17,000 
full-time employees, many with advanced degrees 
in their fields and an interest in continued learn-
ing and education.

To make learning and education opportunities 
easily available to employees, and easy to manage 
from supervisors’ perspectives, NASA launched the 
SATERN website in 2005. A major objective of the 
system is to provide supervisors with “an integrated 
system that ties training, IDPs [individual devel-
opment plans], and competencies into a single 
system, enabling them to make more informed 
decisions.”

The SATERN website allows employees to do 
a number of things: search for or simply browse 
learning opportunities; indicate an interest in 
opportunities and, if they are qualified, enroll 
directly; create and modify a learning plan that 
keeps track of desired, ongoing, and completed 
learning opportunities; and launch online learning 
opportunities directly from their learning plans.

Source: Information from https://saterninfo.nasa.gov 
accessed April 11, 2010.

Technology in HR

One example of an integrated employee and career development web-
site is the National Aeronautical and Space Association (NASA) System for 
Administration, Training, and Educational Resources for NASA (SATERN). 
Before 2005, NASA used three different computer systems to coordinate 
its training and development programs.48 It operated a registration system 
that allowed employees to sort through and select learning opportunities, 
an administration system that tracked employees’ learning and produced 
reports for supervisors and others, and an online delivery system that pro-
vided Internet-based training. Working with an outside partner called 
Plateau, NASA integrated this system into a single website that performs all 
of these functions for NASA employees and contractors. This system simpli-
fies learning for employees and is expected to save NASA money by reducing 
the amount of time required to complete paperwork required by the govern-
ment. More information on this system is presented in the “Technology in 
HR” feature.
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Organizations in general, and HR departments in particular, face several 
major challenges in the area of the career development of employees. 
These challenges include effectively orienting new employees, prevent-
ing employee burnout, helping employees to balance their work with their 
personal lives, developing a diverse workforce, and assisting employees to 
manage international assignments. Fundamentally, these challenges repre-
sent ways in which organizations can help their employees learn and grow 
within the organization so that they do not leave in search of opportunities 
elsewhere. In addition, organizations that have programs to address these 
challenges are more likely to be attractive to potential hires, so these pro-
grams can help attract new employees.

ORIENTING NEW EMPLOYEES
Organizations face a challenge every time they hire a new employee. New 
employees need to be helped through a transition from being only loosely 
connected with the organization (an outsider) to being knowledgeable and 
comfortable in their role within the organization (an insider). New employee 
orientation is the process of bringing people into the organization and help-
ing them adjust so that they can perform their work effectively. This process 
goes by many other names, including onboarding, induction, and socializa-
tion (see Chapter 7).49 Although often considered a single event (an orienta-
tion program), it is best to think about orientation as an ongoing process that 
helps employees adjust and ensures their success. Orientation, then, is one 
way in which organizations help employees succeed in their careers, because 
it helps employees to become successful in their jobs and to prepare for future 
jobs within the organization.

A typical orientation program might involve lectures and discussions on the 
mission, values, and history of the firm, as well as specific information about the 
policies and procedures that employees are expected to follow. Lectures and dis-
cussions can be supplemented with a tour of the physical space, team-building 
activities, and opportunities to practice some skills that are critical to success 
in the organization. To make orientation an ongoing process, structured meet-
ings between the new employees and their managers, as well as other important 
employees in the organization, can be arranged. In addition, new employees can 
meet again informally to share their successes and their challenges.

New employee orientation
A process in which organizations 
help new employees adjust so 
that they can perform their work 
effectively.

What Are Some Important Career Development Challenges?

LEARNING OBJECTIVE 5

?
CONCEPT CHECK
 1. What role do competency models play in career development?
 2. What are the steps in the career management process?
 3. What role does technology play in career development?
 4. What are the major steps in the career development process?
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Research has found that organizations that provide orientations to their 
new employees help them learn important characteristics of the company.50 
When compared to employees who did not attend an orientation program, 
employees who attended orientation training had significantly higher levels 
of affective organizational commitment. So offering new employees orienta-
tion programs is a way to increase commitment and reduce turnover of new 
employees.51

An effective orientation program should be guided by five principles:

 1. Present realistic information about the company and the new employees’ 
role in it.

 2. Provide support and reassurance to alleviate anxiety and fear.
 3. Have a successful employee demonstrate how employees can use coping 

skills to succeed at work, allow for discussion, and encourage practice.
 4. Teach self-control of thoughts and feelings to help employees man-

age negative thoughts and feelings that arise because of challenges in 
adjusting.

 5. Give the new employees information specific to their new jobs and new 
bosses.52

To follow these principles, orientation cannot be a one-time event conducted 
solely by an HR professional. Instead, it should be a series of events that 
involve not only HR professionals but also other employees of the company, 
including the new employees’ future bosses.

REDUCING BURNOUT
Burnout is a psychological phenomenon involving emotional exhaustion, 
cynicism, and a decline in feelings of competence about work. We first intro-
duced this concept in Chapter 4 when we discussed work design. Employees 
who experience burnout exhibit the following symptoms: (1) feelings of being 
overextended and emotionally drained, (2) indifference or a distant attitude 
toward work, and (3) reduced expectations of continued effectiveness. These 
symptoms of burnout are similar across different industries and countries.53 
Organizations must address the challenge of burnout, or their employees may 
quit. High levels of burnout are associated with low levels of commitment and 
high turnover intentions.54

What causes burnout? Research suggests that burnout is highly related to 
workload, pressure, stress, conflict, and unmet expectations. This means, for 
example, that employees who are given a lot of work with tight timelines, and 
who did not expect these working conditions, are more prone to burnout. 
What can help to reduce burnout? Research suggests that supervisors can 
play a key role by being clear about their expectations, offering support, and 
providing employees with the opportunity to help make decisions about the 
work.55

Organizations that do not keep an eye out for symptoms of burnout 
may waste their investments in employee development. For example, if an 
employee who is given multisource feedback, mentors, and an enriched job 
becomes overwhelmed by the balancing of current work demands and the 
time required for developing new skills, he may experience burnout and 
leave the organization. If this employees leaves, then all the learning gains 
from development will be taken to another organization, possibly even a 
competitor!

Burnout
A psychological phenomenon 
involving emotional exhaustion, 
cynicism, and a decline in 
feelings of competence about 
work.
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HELPING EMPLOYEES BALANCE WORK 
WITH PERSONAL LIVES
As we first mentioned in Chapter 1, the U.S. labor force has undergone a num-
ber of changes, including an ongoing shift toward a higher proportion of women 
in the workforce. This shift has created a compelling need for organizations to 
help employees balance their work and nonwork lives. Figure 10.6 shows that 
the percentage of families in which both spouses work in the United States has 
increased by nearly one-third since 1970, from 45.7 percent to 59.8 percent. This 
means that the average family in the United States has to juggle two jobs as well 
as other life obligations, such as running the household and raising children.

The strain of balancing the demands of work and personal life can cause dis-
satisfaction that leads employees to quit their jobs. However, organizations can 
do something about it. Programs that allow flexible work hours, provide assis-
tance with childcare, and offer time off to deal with family illnesses can all help 
employees met the demands of their lives outside the workplace. Research reveals 
an interesting finding about such programs. For nearly all employees, these pro-
grams send a message about how much the organization cares about its employ-
ees. Having these programs is seen as a positive even by employees who do not 
use them. More specifically, employees are more committed to organizations that 
have family-friendly policies, even if they don’t make use of the programs.56

DEVELOPING A DIVERSE WORKFORCE
Increased workforce diversity, as noted in Chapter 1, requires that organiza-
tions address the different development needs of different employees. How 
can organizations provide career support and developmental opportunities to 
women, ethnic minorities, disabled workers, and older workers, all of which 
are growing segments of the labor market?

One way to provide career support for members of a diverse workforce is to 
give these employees access to developmental programs, including work expe-
riences and developmental relationships. At a number of Johnson & Johnson 
companies, for example, young adults who are members of ethnic minorities 
are offered key internship and mentoring opportunities. The program helps 
these employees develop their careers, and it helps to interest them in future 
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Figure 10.6 Changing 
Earnings Structure of Families. 
Source: Information from U.S. 
Bureau of Labor Statistics, 
“Annual Social and Economic 
Supplement 1968–2005 Current 
Population Survey” (Washington, 
DC: U.S. Department of Labor 
Bureau of Labor Statistics, 2006). 
Available online at http://www.
bls.gov/cps/wlf-table23-2005.
pdf. Percentages do not add up 
to 100% because no earner and 
other multiple earner households 
are omitted.
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opportunities with the company. Since 1999, 100 percent of the job offers 
to interns in these programs have been accepted.57 Abbott, a multi-billion-
dollar pharmaceutical company, places particular emphasis on its mentor-
ing programs as a way to develop its diverse workforce. Approximately half 
of Abbott’s managers companywide serve as mentors. The program includes 
formal goals for the mentoring relationship, training, and follow-up.58

Another way to provide career support for members of a diverse workforce 
is for an organization to organize one or more affinity groups. An affinity 
group can be formed around any of a variety of issues, including ethnicity, age, 
sexual orientation, and disability. Individuals with similar interests and experi-
ences meet to share information and support one another.59 In 2008 Texas 
Instruments, for example, has 17 such networks, including the TI Women’s 
Initiative, the Hispanic Employees Initiative Forum, the Chinese Initiative, 
the Jewish Initiative, Muslim Employees Initiative, and the Deaf Employee 
Network. Each group is sponsored by senior management, has a budget, and 
meets on company time.60

For older workers, there is an additional challenge. As they get older, 
employees run the risk of losing confidence in their ability to learn and  having 
their skills become out of date.61 There are a number of ways to ensure that 
older employees continue to update their skills, including providing challeng-
ing work assignments, emphasizing continuous learning, rewarding learn-
ing via pay for participating in development or contributing new ideas, and 
encouraging peers to share information and discuss ideas.62

MANAGING INTERNATIONAL ASSIGNMENTS
As mentioned in Chapter 5, more companies are sending their employees 
to other countries to conduct business. An employee who goes to another 
country for a time to work is called an expatriate. Turnover of expatriates can 
be very high, and it is costly to replace an expatriate once he or she has left 
the organization.63 What can organizations do to help employees prepare for 
an international assignment and to make it more likely that they do not leave 
early? They can provide support in the form of pre-departure, onsite, and 
after-return resources.

Pre-departure Resources
Pre-departure resources include a variety of activities that vary from self-
directed research to field trips to the host country. Training programs that 
involve lectures and activities, in general, have been shown to be an effec-
tive way to prepare employees.64 Training should provide expatriates with 
basic knowledge that they will need upon arrival. For example, expatriates 
must be aware of what customs they must adopt in the host country (called 
cultural imperatives) and what customs they should not participate in (called 
cultural exclusives). Imperatives often involve behaviors like greetings and 
meals. In China, for example, business greetings typically involve a handshake 
with a slight nod of the head. Formal names are used, and business cards are 
exchanged by offering and receiving them with both hands. To fail to fol-
low these customs is to be seen as impolite. Exclusives, on the other hand, 
often involve religious customs. For example, a visitor to Indonesia should 
not participate in Muslim prayer rituals, reserved for members of the religion, 
unless the expatriate is a Muslim. If necessary, language training also should 
be included at this point. Basic language training can help employees navi-
gate day-to-day life in their host country.

Affinity group
A group of similar employees 
that meets to support one 
another.

Expatriate
An employee who goes to 
another country for a time to 
work.
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Another component of pre-departure training involves explaining that, 
after an initial “honeymoon” stage, expatriate employees may begin to suf-
fer from culture shock. Culture shock is stress that stems from the uncer-
tainty and confusion that people sometimes experience when they must deal 
with an unfamiliar culture. To help manage this stress, expatriates should 
be instructed to expect it and should be given advice on how to cope with 
it. Coping mechanisms include maintaining a reasonable fitness schedule, 
adhering to a sensible diet, and discussing thoughts and feelings with sympa-
thetic others throughout the visit.65

Certain assignments may require more preparation than others. If the 
country where the employee is going is very different, and if the job requires 
extensive and intensive contacts with the host society, more rigorous prepara-
tion should be provided. This preparation might include advance trips and 
other field experiences.66

Onsite Resources
To help employees adjust to the uncertainties of living in a new culture, the 
organization should provide onsite assistance as well as pre-departure train-
ing. Onsite assistance should include the opportunity to have, when needed, 
conversations with people who understand the culture and the work that the 
expatriate is doing. These conversations can take a variety of forms. Expatriates 
could have access to a local mentor—an individual who was born and raised 
in the host country but understands the challenges of adjusting to its culture. 
An organization-sponsored coach or a more experienced expatriate could 
also provide guidance and advice. Whatever the form, onsite assistance can 
be invaluable for helping the expatriate determine how to behave in specific 
situations. This approach is useful because it provides the expatriate with indi-
vidualized information that can be used right away.67

After-Return Resources
The third phase of the process of helping employees manage international 
assignments, called repatriation, involves support provided after the employ-
ees return home. After living in new culture for some time, people often have 
some difficulty readjusting when they return home. Following an international 
assignment, employees have valuable knowledge and skills that the organization 
does not want to lose. Organizations can help the expatriate readjust by offering 
workshops, encouraging meetings between the expatriate and managers in the 
expatriate’s organization, and providing challenging work that allows the repa-
triate to use the new knowledge and skills gained from living in another country.

Other Issues
Another important issue for international assignments is the expatriate 
employee’s spouse and family. If the expatriate has a family, family members 
should be invited to participate in each of the three phases just described. 
Offering assistance to family members increases the likelihood that they will 
adjust to the new culture and thus reduces the chances that family dissatisfac-
tion will become a factor for the expatriate. Failure of the family to adjust is a 
common reason for expatriates’ terminating their assignments early.68

Finally, we should not forget that organizations should offer the same sup-
port to their employees from other countries who come to the United States 
as they give to their U.S.-based employees working abroad. There are ways 
to help ensure that employees from other countries working in the United 
States are successful, including providing accurate information about life in 

Culture shock
Stress caused by uncertainty 
and confusion that may arise 
when people must deal with an 
unfamiliar culture.

Repatriation
The process of adjusting to a 
home culture after returning 
from living and working in 
another culture.
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the  specific area in which they will be living and assistance with the practical 
details of finding housing, jobs for spouses, and schools for children.69

?
CONCEPT CHECK
 1. What are some common career-development challenges that 

organizations face?
 2. What can an organization do to make sure employees are 

oriented effectively?
 3 What can an organization do to help an employee prepare 

for an international assignment?

  

IN THE MANAGER’S PERSPECTIVE AT THE BEGINNING OF THE 
CHAPTER, ALEJANDRO WAS FEELING THAT HIS JOB WAS MISS-
ING SOMETHING. AFTER TALKING WITH A FRIEND, HE REALIZED 
THAT A POSITION OFFERING NEW CHALLENGES MIGHT BE JUST 
WHAT HE NEEDS. FOLLOWING ARE THE ANSWERS TO THE “WHAT 
DO YOU THINK?” QUIZ THAT FOLLOWED THE CASE. WERE YOU 
ABLE TO CORRECTLY IDENTIFY THE TRUE STATEMENTS? COULD 
YOU DO BETTER NOW?

1. In today’s economy, companies have no responsibility for 

helping employees learn and grow.  FALSE.  Although it 

is true that today’s employees tend to depend less on the 

organization for development opportunities, organizations 

still have a role to play. More specifically, organizations 

that want to attract and retain the best employees must 

provide resources and support for development.

2. The “career ladder” is often not an accurate description of 

how people progress through their careers.   TRUE.  The 

typical progression from lower to upper levels within 

a company is much less prevalent today than in prior 

years. Some firms still have predictable internal career 

progressions, but even those progressions do not often 

fit the straight upward progress that was more common 

in the past. A more suitable term today is career path.

3. Mentoring and coaching are buzzwords for networking; 

those programs don’t do much except help people get to 

know each other.  FALSE.  Both  mentoring and  coaching 

offer useful development oppor-

tunities. In addition, mentor-

ing provides psychological and 

social support that can help 

organizations to retain employ-

ees by increasing their job satisfaction.

4. Multisource feedback systems are too complicated; employ-

ees don’t learn anything from them.  FALSE.  Although it 

is true that not all employees learn from feedback, research 

suggests that managers with the worst skills do improve 

after using these systems. Of course, the feedback program 

must be well run and managers must commit to changing 

their behavior.

5. To help employees have a successful career, compa-

nies should give them challenging work experiences. 

  TRUE.  Challenging work experiences, particularly job 

enrichment and lateral moves, have been shown to ben-

efit employees in a variety of ways. Employees who have 

had challenging work experiences tend to have higher 

pay, and they tend to be more satisfied with their work.

Alejandro’s situation is repeated in many organiza-

tions where managers fail to consider the developmental 

needs of their employees. Erika, his boss, has a lot of 

work ahead of her to replace Alejandro. And she will face 

this problem again and again until she realizes that her 

HR practices fall short of her competitor’s HR practices.

  

  

  

  

  

A  M A N A G E R ’ S  P E R S P E C T I V E  R E V I S I T E D 
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SUMMARY

Development practices are useful for organizations 
because they help to increase the knowledge and 
skills of their employees and to attract and retain tal-
ented employees. Both benefits translate into a better 
ability to adapt and change as the market demands.

Organizations with an external labor orientation 
must offer programs that prepare people for their 
work and are valued by the external labor market. 
This is particularly true for organizations using a Free 
Agent strategy, as they must lure employees with valued 
opportunities such as formal education and support 
for licensing and certifications. Organizations with an 
internal labor orientation must offer a broader range 
of programs, including assessments and developmental 
relationships. With regard to cost and differentiation, 
development is equally important but with a different 
focus. Organizations with a cost strategy can control 
development costs by making use of work experiences 
for development. Organizations with a differentiation 
strategy use a wider variety of developmental opportu-
nities to foster innovation and collaboration.

The typical career pattern has moved away from a pre-
dictable sequence of promotions—a career  ladder—
to a varied array of experiences that may include 
movements in and out of companies and industries. 
There has been a shift in emphasis away from objec-
tive indicators of career success, such as material 
wealth, toward more psychological measures of suc-
cess, such as career satisfaction and work-life balance.

What are careers like today?

LEARNING OBJECTIVE 2

Four major categories of development include 
formal education, assessment and feedback, work 
experiences, and developmental feedback. Within 
each of these categories, organizations can offer 
more specific programs that help employees learn 
skills that help them to pursue their career goals.

Information gathered through the use of compe-
tency models allows organizations to strategically 
staff important positions with people who have the 
right characteristics. Employees can identify and 
pursue career goals through the career develop-
ment process, a four-step process of self-assessment, 
reality check, goal setting, and action planning.

Five critical issues are (1) orienting new employees, 
(2) reducing burnout, (3) helping employees man-
age a work–family balance, (4) developing a diverse 
workforce, and (5) assisting employees on interna-
tional assignments. Each is critical to ensuring that 
employees who are the recipients of development 
do not leave the organization. Failing to meet these 
challenges is a sure-fire way to encourage affected 
employees to quit and take their skills to another 
organization, possibly a competitor!

How can organizations help employees 
develop?

LEARNING OBJECTIVE 3

How do organizations integrate 
development efforts?

LEARNING OBJECTIVE 4

What are some important career 
development challenges?

LEARNING OBJECTIVE 5

How is employee development strategic?

LEARNING OBJECTIVE 1

Action planning 393
Affinity group 398
Burnout 396
Career 380

KEY TERMS

Career development 376
Career development process 393
Career ladder 380
Career path 381
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Certification 383
Coaching 389
Culture shock 399
Downward move 388
Employee development 376
Expatriate 398
Goal setting 393
Holland typology 383
Job enrichment 387
Job rotation 388

Job transfer 388
License 383
Mentoring 390
Multisource assessments and feedback 385
New employee orientation 395
Protean career 381
Reality check 393
Repatriation 399
Self-assessment 393
Upward move 388

 1. What types of development efforts are most 
appropriate for companies with an internal 
labor orientation? an external labor orien-
tation? Can you think of examples of how 
companies with these different orientations 
develop their employees?

 2. What impact should differentiation versus cost 
strategies have on employee development?

 3. Consider the difference between a traditional 
career and a Protean career. Does one sound 
more appealing to you? If so, why? If you 
choose a traditional career, can you think of 
industries and companies where such a career 
still exists?

 4. Choose a particular job in which you are inter-
ested. Research the job to see if licenses are 
required or certificates are offered. If so, why 
do you think this is the case? If not, what does 
that tell you about the job?

 5. Brainstorm a list of jobs in which you might 
be interested. Classify these according to the 
World of Work map. Is there a pattern to these 
jobs? Does the placement on the map give you 
other ideas for jobs you might consider?

DISCUSSION QUESTIONS

 6. What are the various types of developmental 
relationships, and when might each be useful 
for you?

 7. What are different types of developmental 
work experiences, and when might each be 
useful for you?

 8. In multisource assessments, the ratings 
assigned by supervisors, peers, and employees 
do not always agree with one another. Why 
do you think that is the case? What should be 
done to help the person being rated to recon-
cile the differences?

 9. Have you ever attended an orientation pro-
gram for work or for school? How useful was 
the orientation? Did the orientation cover 
everything it should have covered? What 
things were left out that you would like to have 
had included?

 10. Would you be interested in working in 
another country for an extended period of 
time? Pick a country where you would con-
sider working, and discuss the positives and 
negatives that you would expect to come from 
living and working there.

Your company decides to open a business unit in Switzerland, and you are 
charged with deciding what the HR policies and practices will be in that unit. 
In general, your firm is innovative and relies on external labor to maintain a 
steady supply of talented employees. At this point, the company intends to 
staff the unit with a mix of employees from the United States and Switzerland. 
Read the following description of the labor market in Switzerland, and answer 
the questions that follow.

EXAMPLE CASE Expanding into Switzerland
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ZURICH—Working women have never had it easy in slow-to-change 
Switzerland. But that situation could change as the country’s tight labor 
 market forces employers to look more closely at the advantages of having satis-
fied women in the workforce.

The signal came when the Swiss Employers Association, noted for its con-
servative approach to women’s issues, released a report in January 2001 calling 
on companies to do everything they can to allow women to combine career 
and family through flexible working hours and support for childcare centers. 
The association also called for a change in a primary education system where 
children come home at all hours of the day. It suggested that schools move to 
fixed hours and make it possible for children to have lunch at school. All-day 
schools are also desirable, not just fixed hours in the morning or afternoon, 
the association said.

“The Swiss have stuck to the old ideal of a family where the man works 
and the wife stays at home,” says an association vice director, Hans Rudolf 
Schuppisser. “There is an expectation that someone is always at home. We 
now have revised this idea and we are adjusting to a new situation.”

“To make it easier for women to have a profession and a family makes good 
economic sense,” says the association’s president, Fritz Blaser. Indeed, there 
are a number of reasons for the new way of thinking.

Topping the list is one of the world’s tightest labor markets, with an unem-
ployment rate of only 2 percent.

“There is a shortage of labor across the board,” says association vice direc-
tor Daniel W. Hefti. He explains that Switzerland’s gross domestic product—
the national output of goods and services—can grow by only 1.5 to 2 percent. 
If GDP is to grow beyond this rate, manpower shortages need to be satisfied 
through immigration. This is a tricky political issue, however, as Switzerland 
already has a million foreign workers, around a quarter of its working popula-
tion. That is one of the highest percentages of foreign workers in Europe. If 
women take up the slack, there will be less demand for imported workers, so 
the thinking goes.

A factor that is taking on greater significance is the high level of education 
among Swiss women. In 1999, women accounted for 53 percent of the can-
didates completing the Matura, a diploma that qualifies them for university 
admission. Although men still lead in university degrees—56 percent com-
pared with 44 percent for women—their female counterparts are catching up 
fast. In 1999, the number of university diplomas awarded to women increased 
by 14 percent, compared with 7 percent for men.

“The future depends on women,” says Barbara Zuber, head of human 
resources at Zurich Financial Services. “In Switzerland, there is huge competi-
tion for highly qualified people. We have a war for talent.”

On paper, a woman’s place in the workforce doesn’t appear to be that 
much of a problem. According to data from the Organization for Economic 
Cooperation and Development, nearly 72 percent of Swiss women between 
the ages of 15 and 64 were employed outside the home in 1999, compared 
with an average of 53 percent in the European Union.

However, these figures gloss over the fact that a great number of 
these women work very few hours, says Mr. Schuppisser of the Swiss 
Employers Association. In addition, some 60 percent of women tempo-
rarily leave the workforce after the birth of their second child, which 
produces a loss of trained talent for the Swiss economy, according to 
Mr. Schuppisser.
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The reasons for such a trend are obvious: an acute shortage of childcare 
centers, irregular primary-school hours, and a lingering social belief that 
mothers should stay at home.

Camilla Leuzinger, a Zurich-based Swedish marketing executive married 
to a Swiss architect, recently gave birth to her second child and is now ready 
to return to work. “I go for an interview, and no one is interested in my quali-
fications, just in how I’m going to manage the children. My sister has four 
children and she wasn’t even asked about them when interviewed in Sweden,” 
Ms. Leuzinger says. “Somehow it’s impossible to convince them that having 
two children is no big deal. But I’m going to keep on trying. I’m determined 
to work.”

QUESTIONS
 1. What challenges to employee recruiting, retention, and career manage-

ment will your company face in Switzerland?
 2. What development programs could be put in place to address these 

challenges?
 3. What other human resource policies and programs would support the 

development programs you intend to offer?

Source: Article by Margaret Studer, “Tight Labor Market Helps Swiss Women,” The Wall Street Journal Online, 
http://www.careerjournaleurope.com/myc/workfamily/20010509-studer.html. Used with permission.

DISCUSSION CASE First Day on the Job

Malik’s first day as a new manager ended up more challenging than he 
expected. While having to adjust to a new workplace and new colleagues, he 
had an interesting management challenge thrown at him. Toward the end of 
the day, one of his employees came to him, looking frustrated and exhausted. 
Malik had heard that this employee was going to be one of his best, a high-
potential employee who would be a great asset. On this day, the employee did 
not look to be an asset to anyone.

Without providing much history or detail, this employee explained to 
Malik that she is planning to quit her job. She is exhausted and frustrated, 
she explains, because the work seems to be at once too much and too little. 
She feels overworked, but at the same time, she does not feel any excitement 
about her work. She doesn’t feel she is being challenged to learn skills that 
will help her to reach the ultimate goal of owning her own business.

Unfortunately, Malik has to leave for the day before you can get more 
information. What should he do? Answer these questions, and formulate a 
plan of action.

QUESTIONS
 1. What might be the factors that are causing this employee’s dissatisfaction?
 2. Which of these factors could be addressed with improvements in the way 

the organization handles development as described in this chapter?
 3. What should Malik do tomorrow with regard to this employee?
 4. What long-term changes should Malik suggest for this organization, if it 

appears that this employee is not the only one with these complaints?
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Create a personal document that will guide your 
development over the course of the coming year. 
To create the document, follow these steps.

 1. Conduct a self-assessment. Who are you? What 
are your strengths and weaknesses? What are 
you best at doing, and what could you use some 
improvement in doing? To narrow these ques-
tions down, you might consider your strengths 
and weaknesses with respect to a current job or 
your role as a student.

 2. Conduct a reality check. How accurate is your 
own assessment? To answer this question, inter-
view two or three people who know you and 
your work well. They should be people who, in 
addition to knowing you, are willing to be hon-
est. Ask open-ended questions of them without 
revealing your own answers. After you have 
heard their answers, compare your responses 
with theirs. Did you miss anything useful in your 
self-assessment?

EXPERIENTIAL 
EXERCISE Creating a Personal Development Plan

 3. Set some goals. What do you hope to accomplish 
in the coming year? How might  building on your 
strengths or improving in areas where you have 
weaknesses help you meet those goals? For this 
step, you should review your life and career goals 
and see whether your current set of skills is suf-
ficient. If you identify a skill that needs improve-
ment, then describe a specific goal to improve 
that skill in some way, such as by interacting 
with a mentor, taking on an assignment (such as 
chairing a committee), or simply reading a book.

 4. Make a plan for meeting your goals and measur-
ing your progress. Make a timeline that identi-
fies the steps you will need to take to accomplish 
each goal. Plan in advance the key milestones. 
For example, if you are going to read a book to 
improve a particular skill, the milestones may 
include identifying the book, acquiring a copy, 
reading the book, discussing it with colleagues or 
friends, and putting the book’s ideas into practice.

Access the companion website to test your knowledge by completing a 
Global Telecommunications interactive role play.
Global has been quite impressed with your work. In this exercise, top manage-
ment has asked you to help the company with the issue of career development. 
Members of the top management team have decided to try using a compe-
tency model program to align the values and vision of Global’s employees 
with those of the organization. They feel that this will lead to better employee 
retention and higher commitment. They would like you to evaluate whether 
this plan aligns with Global’s basic HR  strategy—that of Committed Expert. 
You should also be prepared to discuss with them any other critical career 
management dilemmas that they may encounter. •

INTERACTIVE
EXPERIENTIAL EXERCISE

Career Development: Building a Workforce for 
Long-Term Success at Global Telecommunications
http://www.wiley.com/college/sc/stewart
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Motivating Employees 
Through Compensation

C h a p t e r  1 1

A  M A N A G E R ’ S  P E R S P E C T I V E

SUZANNE LOOKS OVER THE NUMBERS ONE LAST 
TIME TO MAKE SURE THAT HER CALCULATIONS 
ARE CORRECT. TOMORROW SHE WILL MEET WITH 
A HUMAN RESOURCE SPECIALIST TO TALK ABOUT 
HER COMPENSATION RECOMMENDATIONS. MAKING 
DECISIONS ABOUT PAY IS ONE OF THE THINGS 
SHE HAS FOUND MOST DIFFICULT SINCE BECOMING 
A PARTNER IN THE ACCOUNTING FIRM. THIS 
YEAR SHE IS PLANNING TO RECOMMEND THAT 
HIGH PERFORMERS GET A MUCH LARGER RAISE 
THAN LOW PERFORMERS. SHE HOPES THIS WILL 
HELP MOTIVATE ALL EMPLOYEES TO STRETCH AND 
IMPROVE THEIR PERFORMANCE. YET, SHE ALSO 
KNOWS THAT HER FIRM HAS FALLEN SOMEWHAT 
BEHIND COMPETITORS WHEN IT COMES TO 
COMPENSATION. WILL GIVING HIGHER RAISES TO 
TOP PERFORMERS MEAN THAT AVERAGE PERFORMERS 
WILL BE MORE LIKELY TO QUIT AND MOVE TO 
ANOTHER FIRM? DOES IT REALLY MATTER AS LONG 
AS THE TOP PERFORMERS STAY? WILL BIGGER 
DIFFERENCES IN PAY DECREASE COOPERATION 
AMONG EMPLOYEES?

As she contemplates these 
questions, Suzanne begins 
to think about her own 
pay. Since making part-
ner she knows that her 
compensation is higher than most employees of the 
firm. However, she feels some frustration knowing 
that there are other partners who will make three 
times more than she will this year. This seems 
unfair and Suzanne wonders if it would do any good 
to complain. Perhaps she should check to see if 
other women in the firm make less than their male 
counterparts. If they do, then she thinks it would 
be appropriate to raise the issue.

Her assistant Joe interrupts her and asks about 
preparing a report. Seeing Joe reminds her that he 
is deciding whether to take a new job at a local 
bank. Although the work would be similar, Joe has 
been offered a 20 percent raise to change jobs. 
Suzanne doesn’t want to lose him, but she also 
wonders if it would be right to match his offer. 
Matching the offer would mean that Joe would be 
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WHAT DO YOU THINK?
Suppose you are talking to Suzanne about the changes in 
pay practice. She makes the following statements. Which of 
the statements do you think are true?

If people don’t think they are being paid 
fairly, they often steal things from their 
employer.

Increasing employee pay doesn’t increase 
motivation unless workers feel they have 
the skill and ability needed to increase 
their performance.

People who are paid a lot don’t worry 
much about what others are being paid.

Organizations are more profitable when 
they pay their employees no more than 
what competitors are paying.

Paying some employees substantially more 
than their peers can decrease teamwork 
and cooperation.

?

T OR F

T OR F

T OR F

T OR F

T OR F

THE BIG PICTURE Effective Organizations Design Compensation so that People Are 
Motivated to Work Hard and Help the Organization Succeed

getting paid more than some administrative assis-
tants with 10 more years of experience. Wouldn’t 
this be a problem? Given the current recession 
finances are a bit tight and she knows that the firm 
could not afford to simply increase the pay of all 
staff members by 20 percent.

As Joe leaves, Suzanne sits at her desk and looks 
once more at her compensation recommendations. 
She realizes how unsettling she finds the task of 
determining compensation. Is she making good 
decisions? Should she go ahead with the proposal 
to restructure pay so that a higher percentage is 
given to top performers? Should she match Joe’s 
offer from the bank? She looks forward to meeting 
with the human resource specialist and hopes that 
she will gain some new insight. Would a change in 
pay practices really change her life?
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How Can Strategic Employee Compensation Make 
an Organization Effective?

Employee compensation is the process of paying and rewarding people for 
the contributions they make to an organization. A major part of compensa-
tion, of course, is the amount of money employees take home in their pay-
checks, but there are other important aspects as well. Compensation includes 
benefits such as insurance, retirement savings, and paid time off from work. 
Employees’ positive feelings that come from working at a particular place 
are also sometimes seen as a form of compensation. In a broad sense, com-
pensation thus represents the total package of rewards—both monetary and 
 psychological—that an employee obtains from an organization. However, in 
practice we usually think of compensation as the economic rewards and ben-
efits that an organization gives to its employees.

Good compensation practices offer many advantages. Companies offering 
good pay and benefits attract better employees.1 Once hired, employees are 
more likely to stay with an organization if they feel they are paid well.2 A good 
incentive system communicates expectations and provides guidance so that 
employees understand what the organization wants from them. Paying people 
more when they contribute more increases motivation, which in turn leads to 
higher performance.3 Linking pay to performance is particularly helpful in 
encouraging people to produce a higher quantity of goods and services.4 In 
short, effective compensation practices motivate employees to do things that 
help increase an organization’s productivity.

The benefits of effective compensation can be seen in the success of 
Marriott International, Inc. Beginning as a root beer stand in 1927, the 
company has grown into an international hospitality company that operates 
several hotel chains, including Courtyard, Fairfield Inn, Residence Inn, and 
Marriott Hotels & Resorts. A basic motto at Marriott is “If we take care of our 
associates, they’ll take care of our guests.”5 Leaders in the company note that 
workers shopping for a job have choices similar to hotel guests shopping for 
a place to stay. Attracting and taking care of associates—or employees—is 

Employee compensation
The human resource practice of 
rewarding employees for their 
contributions.

After reading this chapter you should be able to:

Describe how employee compensation practices strategically align with overall HR 
strategy.

Use the concepts of reinforcement theory, goal-setting theory, equity theory, expectancy 
theory, and agency theory to explain how people react to compensation practices.

Describe how pay surveys are conducted and used to create compensation-level 
strategies.

Explain job-based pay and skill-based pay approaches to compensation structure.

Describe the major protections provided by the Fair Labor Standards Act, as well as 
state and local regulations.

LEARNING OBJECTIVE 1

LEARNING OBJECTIVE 2

LEARNING OBJECTIVE 3

LEARNING OBJECTIVE 4

LEARNING OBJECTIVE 5

L E A R N I N G  O B J E C T I V E S
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accomplished through compensation practices that build a culture of loyalty 
and high performance.

A major problem faced by Marriott and others in the hospitality industry 
is finding people who are willing to work in entry-level jobs such as house-
keeping and food service. Education requirements for these jobs are not high, 
and many of the positions require difficult physical labor. People working in 
such conditions often find it difficult to feel strong commitment toward a spe-
cific employer. Turnover in the hospitality industry is therefore high. This 
makes it difficult for hotels and restaurants to obtain a stable workforce that 
creates a competitive advantage.

Marriott develops competitive advantage by taking a systematic approach 
to compensation that reduces employee turnover. The company obtains 
and analyzes a great deal of data to determine why employees leave. Human 
resource professionals then explore changes that can improve the chances 
of keeping good employees. For instance, by examining when people quit, 
Marriott learned that people are much less likely to leave once they become 
eligible for benefits such as health insurance and retirement savings plans. 
When they recognized this pattern, leaders at Marriott changed their com-
pensation practices so that employees do not have to wait as long before 
becoming eligible for benefits. Having people wait to become eligible for 
benefits, which was meant to reduce labor costs, actually cost the company 
money due to increased employee turnover. Analyzing employee preferences 
also revealed that workers were most likely to remain loyal when they were 
given the opportunity to work some overtime each week. Being required to 
work more than 10 hours overtime per week, however, caused some workers 
to leave. Marriott thus decided to give employees an opportunity to work a 
moderate amount of overtime, thereby increasing employee satisfaction and 
retention.6

A systematic review of Marriott practices also revealed that each of the 
hotel chains operated independently. Compensation practices for employ-
ees working at a Courtyard were often different from practices for employees 
working at a Residence Inn, even though the two hotels were located in the 
same geographic area. As a result, employees thought of themselves as work-
ing for a specific chain rather than for the Marriott Corporation. Employee 
movement between hotel chains was limited, which reduced opportunities for 
promotion.

In response to this problem, Marriott adopted a market-based pay approach, 
which seeks to create a wage structure where people are paid fairly in com-
parison to what they could earn doing a similar job for another company in 
the specific geographic area. Thus, the pay for someone working in house-
keeping at Residence Inn should be similar to the pay for someone working 
at Fairfield Inn, though the pay level for housekeepers in New York may be 
quite different from the pay level for housekeepers in Kansas. One benefit 
of moving to market-based wages has been greater movement of employees 
between chains. Having more employees who have worked at a variety of dif-
ferent hotel chains within Marriott has increased instances in which employ-
ees encourage their current customers to stay at other Marriott hotels.7

Another important practice at Marriott has been to move responsibility 
for compensation away from the human resource department. Individual 
line managers now have the primary responsibility for determining each 
 employee’s pay. Human resource department rules are deemphasized. The pay 

Market-based pay
A compensation approach that 
determines how much to pay 
employees by assessing how 
much they could make working 
for other organizations.
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range for each job is placed in a broad band that provides guidance for differ-
ent levels of compensation. Managers have a good deal of flexibility to decide 
where in the band to locate the pay for each employee. This allows managers 
to take into account the pay for other work opportunities in the area, as well 
as the qualifications and performance of the particular employee.8

As a whole, Marriott’s compensation practices have developed a culture that 
rewards high performance. Not only does Marriott tend to pay more than its 
competitors, but it also differentiates more between high and low performers. 
Fewer people get paid at the top of the scale, but the overall pay is much higher 
for those who do. Truly exceptional performers thus make more than others 
and are more likely to continue working at Marriott. The company also recog-
nizes outstanding performance with rewards such as trips and merchandise.9

Marriott’s systematic approach to compensation, which includes pushing 
decisions to line managers and emphasizing greater pay for higher perfor-
mance, plays an important part in the company’s success. Simplifying pro-
cedures and having managers more involved increases the likelihood that 
employees believe they are paid fairly. These practices help Marriott continue 
to be ranked as one of the best places to work.10 Such a satisfying work experi-
ence helps reduce turnover, saving Marriott millions of dollars each year.

MARRIOTT INTERNATIONAL, 
INC.
Marriott International is a hospitality provider 
that employs over 128,000 people. Human re- 
source management at Marriott builds competitive 
strength by

 • Systematically evaluating compensation to 
make sure pay practices are helping the com-
pany achieve its competitive goals.

 • Giving line managers rather than a cen-
tralized human resource department the 
primary responsibility for determining how 
much to pay each employee.

Building Strength Through HR

 • Linking pay to performance so that outstand-
ing performers receive higher compensation 
than average performers.

How Is Employee Compensation Strategic?

LEARNING OBJECTIVE 1

Compensation practices are strategic when they encourage employees to put 
forth their best effort and perform in ways that help the company produce 
its particular goods and services. Similar to other aspects of human resource 
management, compensation practices are most effective when they fit with 
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an organization’s overall HR strategy. In short, pay practices need to fit the 
broader human resource strategies first described in Chapter 2. As you know 
by now, these broad HR strategies vary along two dimensions: whether their 
labor orientation is internal or external and whether the company competes 
through cost or differentiation.

EXTERNAL VERSUS INTERNAL LABOR
Organizations choosing an external labor orientation frequently hire new 
employees, and these employees are not expected to form a long-term attach-
ment to the organization. The lack of long-term commitment makes com-
pensation particularly important. In fact, compensation is the primary factor 
in these employees’ decisions about where to work. Current and potential 
employees frequently compare the organization’s compensation packages 
with packages offered by other employers. Employees’ perception of  external 
equity—which concerns the fairness of what the company is paying them com-
pared with what they could earn elsewhere—are critical in such employment 
relationships. People who see a lack of external equity become dissatisfied 
and choose to work somewhere else. This means that organizations with an 
external labor orientation must frequently assess how their compensation 
compares with the compensation offered by other organizations.11

Organizations with an internal labor orientation seek to retain employees 
for long periods of time. These organizations encourage employees to stay by 
providing security and good working conditions, which are emphasized more 
than money.12 Employees become attached to the organization and are less 
likely to compare their compensation with the compensation they believe they 
could earn elsewhere. Instead, these employees compare their compensation 
with that of their coworkers. Employees’ perceptions of internal equity—their 
beliefs concerning the fairness of what the organization is paying them com-
pared with what it pays other employees—become critical. Organizations with 
an internal orientation thus spend a great deal of time and effort comparing 
and analyzing pay differences among their own employees. Pay practices, such 
as how much each person makes, are usually less secretive in these organiza-
tions than in organizations with an external orientation.13 Internally oriented 
organizations also use long-term incentives to reward employees who stay with 
them for long periods.

DIFFERENTIATION VERSUS COST STRATEGY
Organizations following a differentiation strategy seek high-performing 
employees who create superior goods and services. Compensation is used to 
encourage risk taking. For example, companies like 3M reward rather than 
punish employees who pursue uncertain products and ideas, even if they fail. 
Organizations with differentiation strategies also pay some employees much 
more than others. Success depends a great deal on outstanding contributions 
from a few individuals, so these organizations reward high performance by 
paying excellent performers substantially more than low performers. The 
result is substantial spread between the pay of high contributors and the pay 
of low contributors.14

In contrast to differentiation, a cost strategy requires organizations to adopt 
compensation practices that reduce labor expenses. Employees are usually paid 
fixed salaries that do not increase as performance improves. Thus, there is very 

External equity
Employee perceptions of fairness 
based on how much they are 
paid relative to people working 
in other organizations.

Internal equity
Employee perceptions of fairness 
based on how much they are 
paid relative to others working 
in the same organization.
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little variation in pay between high and low performers. Emphasizing efficiency 
and tight coordination results in standardization, which is often accomplished 
by treating all employees the same. The value of a high performer is not sub-
stantially greater than the benefit of an average performer, so compensation is 
used to develop feelings of inclusion and support from the organization.

ALIGNING COMPENSATION WITH HR STRATEGY
Combining differences in internal and external pay with differences in cost 
and differentiation results in the grid shown as Figure 11.1. The horizontal 
dimension represents differences associated with cost and differentiation. 
Here, the major difference concerns the extent to which high performers are 
rewarded differently than low performers.15 A differentiation HR strategy is 
associated with variable rewards, which have the overall goal of spreading out 
compensation so that high performers are paid more than low performers. 
A cost reduction strategy is associated with uniform rewards and is aimed at 
providing consistent compensation so that employees are treated the same 
regardless of differences in performance.16

The vertical dimension of Figure 11.1 represents the type and length of 
the desired relationship between employees and the organization. One type 
of relationship is relational commitment. Relational commitments are based 
primarily on social ties rather than monetary incentives. Employees in this 
type of relationship work for an organization over time because they feel a 
sense of belonging. The organization uses compensation to build a sense of 
camaraderie and support.

Another type of relationship is transactional commitment. Transactional 
commitments are based primarily on financial incentives. In this type of rela-
tionship, employees are motivated by the short-term rewards they receive. 
Management uses compensation to encourage individuals to make outstand-
ing contributions, but no one expects employees to develop a long-term rela-
tionship with the organization.17

Combining the two dimensions yields four general compensation  strategies: 
uniform transactional, uniform relational, variable relational, and  variable 

Variable rewards
A reward system that pays 
some employees substantially 
more than others in order to 
emphasize difference between 
high and low performers.

Uniform rewards
A reward system that minimizes 
differences among workers and 
offers similar compensation to 
all employees.

Relational commitment
A sense of loyalty to an 
organization that is based not 
only on financial incentives but 
also on social ties.

Transactional commitment
A sense of obligation to an 
organization that is created 
primarily by financial incentives.

Figure 11.1 Strategic Framework for Employee Selection.
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transactional. In Chapter 12, we will look at specific pay practices that fit these 
categories. Here, we review broad differences between the goals of the four 
types of compensation.

Uniform Transactional Compensation
Perhaps you or a friend of yours has worked as a bagger in a grocery store. 
Most employees working in this role do not expect a long-term career. There 
is also little difference in the amount paid to high- and low-performing bag-
gers. This is an example of uniform transactional compensation, which is often 
associated with the Bargain Laborer HR strategy. As explained in Chapter 4, 
an extreme cost reduction strategy requires consistent contributions from all 
employees, which reduces the need to recognize high performance with addi-
tional compensation. Pay levels are set at the lowest level that allows the orga-
nization to attract enough workers, and there is a clear understanding that 
employees may leave if they receive better offers. Given that most employees 
working in these organizations have low-paying jobs, many workers can be 
expected to believe that their pay is lower than it should be. An important 
aspect of compensation in these organizations is thus developing fair pro-
cesses and uniform practices that increase perceptions of fairness.

Uniform Relational Compensation
The Loyal Soldier HR strategy also seeks to reduce costs, but the emphasis is 
on building a stable long-term workforce. Emphasizing low labor expenses and 
encouraging average rather than outstanding performance once again create 
a setting where high and low performers are treated similarly. However, the 
long-term orientation requires that compensation be used as a tool to bind 
employees to the organization. An example might be a community school 
district that employs a number of teachers and secretaries. Limited funding 
combined with the desire for stability will often result in the school district 
adopting the Loyal Soldier HR strategy and uniform relational compensation, 
which provides similar rewards to all employees while building a sense of com-
mitment to the organization.

With uniform relational compensation, pay increases are usually linked to 
time with the organization. Employees are rewarded for remaining loyal and 
not leaving to accept positions with competitors. Cooperation among employ-
ees, as well as a feeling of solidarity, is enhanced through compensation struc-
tured to decrease differences between high and low performers. Procedures 
that allow employees to express concerns about unfairness are also important. 
Long-term forms of compensation other than salary, such as health insurance 
and retirement benefits, are particularly helpful in building the employee 
commitment that is necessary for success with the Loyal Soldier HR strategy.

Variable Transactional Compensation
Compensation is the primary source of motivation for employees working in 
organizations with a Free Agent HR strategy. These organizations use  variable 
transactional compensation, which provides strong monetary incentives for 
high performers. A good example is a technology consulting firm. Highly 
skilled employees join and remain with a firm specifically because they receive 
high wages. Because organizations pursuing a Free Agent HR strategy need 
high performers with somewhat rare skills, they must pay more than other 
employers. Paying top performers within the organization more than low per-
formers also attracts more productive people to apply for jobs.18 Short-term 

Uniform transactional 
compensation
A reward package that uses 
money to build commitment and 
minimizes differences in the pay 
levels of employees.

Uniform relational 
compensation
A reward package that develops 
long-term loyalty and minimizes 
differences in the pay levels of 
employees.

Variable transactional 
compensation
A reward package that uses 
money to build commitment and 
emphasizes differences in the 
pay of high and low performers.
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salary and bonuses are emphasized more than future rewards, such as retire-
ment savings. Top performers are paid well, and individuals who succeed at 
risky ventures receive substantial rewards.

Employees in Free Agent organizations usually have opportunities to work 
for many possible employers, so an individual’s salary is based primarily on 
what he or she would be worth to other organizations. The result is highly 
flexible compensation practices. Often, new employees are paid much more 
than employees who have been working at the organization for years in a simi-
lar position—a situation known as salary compression.

Variable Relational Compensation
Organizations pursuing a Committed Expert HR strategy also use compen-
sation to reward high performers, but at the same time they strive to build 
long-term commitment. These are the objectives of variable relational com-
pensation. Management sets high goals for employees, and those who reach 
the goals are paid more than those who do not. Thus, people doing the same 
job are often paid very different amounts. An example of such strategy and 
compensation is a medical research and development laboratory. High per-
forming researchers are paid more than low performers, but the need for 
long-term inputs also necessitates compensation practices that bind employ-
ees to long-term careers.

Overall, compensation in Committed Expert organizations is set at a level 
that is high enough to attract people with the most desirable skills. Because of 
their relatively high levels of expertise and skill, employees working for these 
organizations expect to receive higher wages than people working for other 
organizations. As long as the organization communicates its policies clearly 
and fairly, paying the best employees more than others helps retain top per-
formers.19 Turnover is also reduced by offering long-term incentives such as 
retirement benefits and stock options. Top performers need to receive imme-
diate rewards that recognize their contributions, but they must also receive 
long-term incentives that bind them to the organization for a number of years.

Salary compression
A situation created when new 
employees receive higher pay 
than employees who have been 
with the organization for a long 
time even though they perform 
the same job.

Variable relational 
compensation
A reward package that 
develops long-term loyalty and 
emphasizes differences in the 
pay of high and low performers.

?
CONCEPT CHECK
 1. How are variable rewards different from uniform rewards?
 2. What is the major emphasis of relational commitment? What 

is the emphasis of transactional commitment?
 3. How do compensation differences align with basic HR strategies?

Underlying all the compensation strategies just discussed is the assumption 
that pay can be used to motivate employees. How does money motivate peo-
ple? Several theories explain why people react to pay as they do. These theo-
ries, which are grounded in principles of psychology and economics, provide 
principles that can be used to develop effective compensation practices. We 

How Does Compensation Motivate People?

LEARNING OBJECTIVE 2
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discuss several theories in this section, but first we provide some background 
on the concept of motivation.

Motivation can be defined as a force that causes people to engage in a par-
ticular behavior rather than other behaviors. More specifically, motivation is 
represented by three elements: behavioral choice, intensity, and persistence.20 
Each element, in turn, requires a decision:

 • Behavioral choice involves deciding whether to perform a particular 
action.

 • Intensity concerns deciding how much effort to put into the behavior.
 • Persistence involves deciding how long to keep working at the behavior.

As a student, you encounter each of these choices every day when you show 
whether you are motivated to do homework. The first step in showing moti-
vation is to choose to spend time on schoolwork rather than other activities, 
such as watching television or playing sports. Once you have decided to spend 
time doing homework, you must next decide how hard you will focus on the 
work you are doing. Higher motivation is shown when you work continuously 
with maximum effort rather than taking frequent breaks and thinking mostly 
about other things. The final aspect of motivation is persistence, or how long 
you will keep at the task. You might show low motivation if you work only for 
a few minutes and high motivation if you work for several hours. In sum, you 
show high motivation when you choose to do your homework rather than 
something else, when you pursue your homework with high intensity, and 
when you persist in doing it for a long period of time. Similarly, employees 
show high motivation by choosing to exert maximum effort to perform criti-
cal work tasks with for a long period of time.

THEORIES OF MOTIVATION
Every organization wants to motivate its employees. Organizations want 
employees to engage in behaviors that will lead to success, and they want 
them to pursue desirable behaviors with intensity and persistence. How can 
organizations use compensation to meet these goals? Principles from various 
motivation theories explain how compensation practices can provide motiva-
tion. Here, we discuss five theories: reinforcement theory, goal-setting theory, 
justice theory, expectancy theory, and agency theory.

Reinforcement Theory
Would performance in your human resource class improve if your profes-
sor offered cash to the students who scored highest on a test? Although such 
a motivational tactic might become expensive, the performance of most 
 students—particularly those who considered themselves the smartest and 
most likely to get the cash reward—would improve.

Using a reward such as money to encourage high performance is con-
sistent with reinforcement theory. This theory, which comes from the field 
of psychology, holds that behavior is caused by chains of antecedents and 
consequents. Antecedents are factors in the environment that cue someone to 
engage in a specific behavior. For instance, the smell of fresh-baked apple 
pie might serve as an antecedent that encourages a person to eat. Consequents 
are results associated with specific behaviors. Antecedents and consequents 
are linked together because the antecedent causes people to think about 
the consequent. For example, one consequent of eating apple pie is the 

Motivation
The sum of forces that cause an 
individual to engage in certain 
behaviors rather than alternative 
actions.

Reinforcement theory
A psychological theory 
suggesting that people are 
motivated by antecedents 
(environmental cues) and 
consequents (rewards and 
punishments).
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pleasurable feeling it gives you. Thus, the good smell motivates you to eat 
the pie because it reminds you of the pleasure associated with the taste. Of 
course a behavioral consequent can be negative, as when eating too much 
pie makes you feel sick. When associated with compensation, though, the 
core idea of reinforcement theory is that people will engage in the behaviors 
for which they are rewarded. Furthermore, cues in the environment can help 
focus attention on the rewards that come after the completion of specific 
behaviors.21

One important principle of reinforcement is contingency. This principle 
tells us that a consequent motivates behavior only when it is contingent—that 
is, when it depends on the occurrence of the behavior. Contingency suggests 
that a reward should be given if, and only if, the desired behavior occurs. 
Otherwise, the potential reward loses the ability to motivate. Think about a 
parent who tells a child that he can have a cookie if he cleans his room. The 
child fails to clean the room, but the parent gives him the cookie anyway. 
According to the principle of contingency, the child will not be motivated 
to clean his room in return for a cookie in the future. The cookie has lost its 
motivational power.

In a similar way, pay motivates performance only when it is contingent 
on specific behaviors and outcomes. A key principle from reinforcement 
theory is thus that compensation should be based on performance so that 
better performers receive higher pay. The practice of allocating pay so that 
high performers receive more than low performers is known as pay-for- 
performance. As described in the “How Do We Know?” feature, employees 
whose pay is contingent generally perform better than employees whose pay 
is not contingent.22 Linking pay to performance can be particularly benefi-
cial when it is part of an overall program of performance assessment, goal 
setting, and feedback.23

Contingency
A reinforcement principle 
requiring that desirable 
consequents only be given after 
the occurrence of a desirable 
behavior.

Pay-for-performance
Compensation practices that 
use differences in employee 
performance to determine 
differences in pay.

DO CONTINGENT REWARDS REALLY IMPROVE PERFORMANCE?
Can compensation be used as a tool to increase the 
performance of fast-food workers and thus improve 
bottom-line profits? Suzanne Peterson and Fred 
Luthans conducted an experiment to find the 
answer to this question. They trained managers 
in fast-food restaurants to use contingent rewards 
for employees. Once the training was completed, 
they compared the performance of the restaurants 
with trained managers to the performance of other 
restaurants.

Managers who received the training used an 
incentive system that rewarded all their employees 
if they observed enough individuals performing 

critical tasks. The restaurants that used contingent 
rewards had faster drive-through times and higher 
profits. Employee turnover was also lower in the 
restaurants that used contingent rewards.

The Bottom Line. Contingent rewards can 
improve performance. Peterson and Luthans spe-
cifically conclude that contingent rewards have a 
positive effect that endures over time.

Source: Suzanne J. Peterson and Fred Luthans, “The Impact 
of Financial and Nonfinancial Incentives on Business-
Unit Outcomes over Time,” Journal of Applied Psychology 91 
(2006): 156–165.

How Do We Know?
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Goal-Setting Theory
Does setting a goal to achieve a certain grade in a class help you to perform 
better in that class? The simple answer is yes. The potential value of setting 
specific goals is highlighted in many studies showing that people who set goals 
do indeed perform better.24 Goal-setting theory is grounded in cognitive psy-
chology and holds that behavior is motivated by conscious choices.25 Goals 
improve performance through four specific motivational processes:26

 1. Goals focus attention away from other activities toward the desired 
 behavior. This effect is seen, for example, when a long-distance runner 
sets herself a goal to run a marathon in a certain time. Because of this 
goal, the runner is likely to spend more effort on running and less on 
other activities.

 2. Goals get people energized and excited about accomplishing something 
worthwhile. In our example, the runner’s goal provides her with a vision 
of accomplishing a difficult task. This sense of vision and potential accom-
plishment builds excitement that increases her intensity during workouts.

 3. People work on tasks longer when they have specific goals. The runner’s 
goal encourages her to be more persistent and not give up when facing 
setbacks such as fatigue or injury.

 4. Goals encourage the discovery and use of knowledge. Thus, the runner’s 
goal might encourage her to investigate and learn training tips and race 
strategies. In sum, having a goal can improve performance by focusing 
attention, increasing intensity and persistence, and encouraging learning.

If goals are to act as effective motivators, they must be achievable.27 Suppose 
the goal of the runner in our earlier example was to run a marathon in under 
three hours. Running a marathon in this amount of time is beyond the skill 
of most people, no matter how hard they train. Having a goal that is nearly 
impossible to reach may actually harm performance by building a sense of 
frustration. Goals should thus be combined with effective selection and train-
ing practices to ensure that employees develop the needed skills.

Goal setting in work organizations can be combined with compensation in 
a number of ways.28 One obvious method is to offer a difficult goal and pro-
vide a bonus only to those who achieve it. This has the benefit of encouraging 
employees to really stretch and put forth their best effort. A problem with 
providing a reward only to individuals who achieve the so-called stretch goal is 
that many employees will barely miss the goal and will then become frustrated.

Another method of linking goals and compensation is to provide incre-
mental rewards for people who achieve progressively higher goals. In this 
case, employees who achieve an initial, easy goal receive small rewards. Those 
who go on to achieve more difficult goals receive somewhat larger rewards, 
and those who accomplish the stretch goal receive rewards that are still larger. 
This incremental method can encourage everyone to try harder, even those 
who don’t think they can achieve the stretch goal. The problem is that some 
are satisfied with the small rewards, and fewer people may put forth their max-
imum effort to achieve the highest level of performance.

A third method of combining goals with compensation is to establish a dif-
ficult goal and then decide on the amount of the reward after performance 
has occurred. This method allows the manager to take into account factors 
such as how close the employee came to the goal, how hard the employee 
appeared to work, and whether environmental conditions had an effect on 
the employee’s ability to meet the goal. Unfortunately, waiting to decide on 

Goal-setting theory
A psychological theory 
suggesting that an individual’s 
conscious choices explain 
motivation.
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the amount of the reward until after the performance has occurred can some-
times seem unfair. Accurately determining how much to pay can also be diffi-
cult if the manager doesn’t know the whole set of circumstances that affected 
the employee’s opportunity to achieve the goal.

Justice Theory
Suppose you studied much harder for an exam than a friend, only to end 
up getting a lower grade than the friend. Would you consider that outcome 
unfair? Judgments about the fairness of outcomes in relation to efforts are at 
the core of justice theory. This psychological perspective holds that motiva-
tion depends on beliefs about fairness.

An early form of justice theory was equity theory, which is illustrated in 
Figure 11.2. According to equity theory, people compare their inputs and 
outcomes to the inputs and outcomes of others.29 Employees are particularly 
prone to comparing themselves to others whom they perceive as being paid 
the most, suggesting that comparisons may be biased.30 Nevertheless, equity 
theory suggests that a computer programmer is motivated by the compari-
sons that she makes between herself and other people. She first assesses how 
much effort and skill she puts into her job relative to how much she is paid. 
She then compares this with how much effort and skill others put into their 
jobs relative to how much they are paid. She compares the ratio of her inputs 
and outcomes with the ratios for others. She feels inequity if she believes that 
she works harder and contributes more to the organization than another pro-
grammer who is paid the same salary.

Employees who perceive inequity might try a number of things to make 
their pay seem fairer. On the one hand, they may decrease their inputs to the 
organization—for example, by spending less time at work and putting forth 
less effort. On the other hand, they might try to increase the outcomes they 
receive from the organization. Asking for and receiving a pay raise is one way to 

Justice theory
A psychological theory 
suggesting that motivation is 
driven by beliefs about fairness.

Equity theory
A justice perspective suggesting 
that people determine the 
fairness of their pay by 
comparing what they give 
to and receive from the 
organization with what others 
give and receive.

Figure 11.2 Equity Theory.
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increase outcomes. Equity theory has also been used to explain employee theft. 
People who perceive inequity are more likely to steal from their employers in 
an attempt to increase their outcomes.31 People who continue to feel inequity 
are likely to leave the organization and start working somewhere else.32

Equity theory is an example of what is known as distributive justice. 
Distributive justice is concerned with the fairness of outcomes. In terms of 
compensation, distributive justice focuses on whether people believe the 
amount of pay they receive is fair. A different form of justice is procedural 
 justice, which is concerned with the fairness of the procedures used to allo-
cate outcomes. The focus here is on the process used to decide who gets 
which rewards.

Although some people are simply prone to see everything as unfair,33 most 
people consider a number of issues when judging whether an organization’s 
compensation procedures are fair. Not surprisingly, people with higher wages 
tend to see pay as more fair.34 Employees with low pay also tend to think it is 
unfair to pay some employees more than others. In a similar way, employees 
who are near the bottom of the pay scale are concerned about the minimum 
amount they can make, whereas employees near the top of the scale care more 
about the maximum they can make.35 Overall, compensation strategies tend 
to be seen as more fair when they are free of favoritism, encourage employee 
participation in decisions about how rewards will be allocated, and allow for 
appeal from people who think they are being mistreated.36 Compensation 
procedures are also more likely to be seen as fair when they are based on accu-
rate performance appraisal information.37 In the end, employees who see the 
organization as more fair tend to have higher levels of satisfaction and com-
mitment, as well as higher individual performance.38

Expectancy Theory
Expectancy theory offers a somewhat complex view of how individuals are 
motivated. The theory proposes that motivation comes from three beliefs: 
va lence, instrumentality, and expectancy.39 The overall framework is shown 
in Figure 11.3.

Distributive justice
Perceptions of fairness based 
on the outcomes (such as pay) 
received from an organization.

Procedural justice
Perceptions of fairness based on 
the processes used to allocate 
outcomes such as pay.

Expectancy theory
A psychological theory 
suggesting that people are 
motivated by a combination 
of three beliefs: valence, 
instrumentality, and expectancy.

Figure 11.3 Expectancy Theory.
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 1. Valence is the belief that a certain reward is valuable. The concept of 
valence is an important reminder that not everyone is motivated by the 
same thing. Suppose, for example, that a company offers to send its 
 highest performing employees on an all-expenses-paid trip to a Caribbean 
resort. This reward may be highly valued by some employees but may be 
undesirable to others. Only those who value the vacation will be motivated 
to do what is required to earn it.

 2. Instrumentality is the belief that a desirable reward will really be given if 
the appropriate behavior or outcome is produced. Obviously, if employees 
don’t believe that they will receive the promised reward even if they per-
form the required actions, they will not be motivated by the reward.

 3. Expectancy concerns people’s belief that they can actually achieve the 
desired level of performance. This belief is based in part on people’s 
assessment of their own skills and abilities. Motivation is higher when 
people believe they are capable of high performance.40 Expectancy belief 
may also be based in part on an assessment of whether the environment 
will create obstacles that limit performance. Motivation is reduced when 
people believe that things such as lack of materials and equipment will 
keep them from being able to perform well.41

According to expectancy theory, all three desirable beliefs must be present 
for motivation to occur. For example, a sales representative may value a high 
commission (valence) and may believe that she will receive it if she closes a 
specific sale (instrumentality). However, she won’t be motivated to pursue the 
sale unless she really believes she can do something that will influence the 
client to make the purchase (expectancy). A food server in a restaurant may 
believe that he is able to provide great service (expectancy), and he may value 
high tips (valence), but if he doesn’t believe a certain customer will leave a 
tip even if his performance is excellent (instrumentality), he will not be moti-
vated to give that customer great service. In the end, expectancy theory sug-
gests that people are motivated when they believe they will actually receive a 
reward for higher performance. 

Agency Theory
Imagine that a child is sent to the store to buy laundry soap for his family. He 
is given $5 and told that he can spend any leftover money on candy. At the 
store, he finds two cartons of laundry soap. A small box that has been dam-
aged is priced at $2. A large box that is intact is priced at $4. Which box will 
the child choose? On the one hand, he would like to buy the $2 box of soap 
and spend $3 on candy. On the other hand, the parent will be better served if 
the child buys the $4 box of soap.

In this scenario, we can look at the parent as the principal and the child 
as the agent. An agent is someone who acts on behalf of a principal. Thus, a 
company’s employees are agents of the owners of the company, who are the 
principals. When the company is a publicly held corporation, the owners are 
the shareholders. An interesting feature of the agent–principal relationship is 
that the interests of agents are not necessarily the same as the interests of prin-
cipals, as you can see in our laundry soap example. Agency theory suggests 
that we can gain insight into motivation by thinking about these differences.42

One area in which principals (owners or stockholders) have interests dif-
ferent from those of agents (employees) involves risk. The owners of a busi-
ness might benefit from taking risks that grow the business at a very rapid 

Valence
The value that an individual 
places on a reward being 
offered.

Instrumentality
The belief in the likelihood that 
the reward will actually be given 
contingent on high performance.

Expectancy
An individual’s belief that he or 
she can do what is necessary to 
achieve high performance.

Agency theory
An economic theory that uses 
differences in the interests 
of principals (owners) and 
agents (employees) to describe 
reactions to compensation.
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pace. However, the risk associated with high growth may be undesirable for 
an employee who perceives that growth may create short-term problems 
and cause the employee to lose his or her job. In most cases, employees are 
not willing to share risk unless they can also share the potential for a bigger 
reward. This idea seems obvious if you think about risk in terms of earning 
wages. Suppose you agree to work in a sandwich shop for a week, and you get 
to decide how you will be paid. One choice is to get paid $400 for working 
40 hours. The other choice is to get paid a percentage of total sales up to a 
certain level. With this option you may earn more than $400 if sales are good, 
but you may also earn less than $400 if sales are poor. Would you take the sec-
ond option if the most you could possibly earn was $405? You probably would 
not accept the risk for such a small gain. But what if the most you could earn 
was $1,000?

If you chose the second option, you—the employee—would be bearing 
some of the risk for sales being high or low. You would most likely be willing 
to assume that risk only if you thought there was a chance for you to earn sig-
nificantly more money. A general principle of agency theory is thus that wage 
rates should be higher when employees bear risk. For this reason, incentive 
plans that pay for performance are only effective when they give employees 
the opportunity to earn more than they could earn with fixed wages, such as 
hourly pay.43

Another important aspect of agency theory is the observation that princi-
pals and agents often don’t have the same information. For example, think 
about large corporations. The owners—or stockholders—really know very 
little about the operations of the company. Agents—or managers—know a 
lot about the company, but the managers may be afraid to share information. 
Sometimes the information may make the agents look incompetent, suggest-
ing that agents may not share all the different methods available for increas-
ing profits. Owners may not be made aware of potential courses of action 
that might benefit them. Because owners can’t always observe and effectively 
monitor the actions of employees, agency theory suggests that compensation 
practices must be structured so that employees are rewarded when they do the 
things that would be most desirable from the owners’ perspective. A common 
example is giving stock options to top executives. With stock options, execu-
tives are rewarded when the stock price increases, which is assumed to be the 
preferred outcome of owners. Another example is to pay sales representatives 
with commissions so that they are rewarded for behavior that is aligned with 
the selling interests of the owners.44 A second general principle of agency 
theory is thus that pay should be structured so that managers and employees 
receive higher rewards when they do the things that increase value for owners 
and shareholders.

LINKING MOTIVATION WITH STRATEGY
Each motivational theory has a slightly different focus, and in some cases con-
cepts from one theory may be slightly at odds with concepts from another the-
ory. Nevertheless, we can derive several basic principles from the motivational 
theories. These principles provide guidance for determining the best ways to 
motivate employees through the use of compensation practices.

Motivational principles can also be linked to the compensation strategies 
we discussed earlier in the chapter. (You may want to refer back to Figure 11.1 
to review the strategic framework for employee compensation.) An  overview 
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of motivation principles is shown as Table 11.1. Recall that organizations 
using differentiation strategies tend to use variable compensation, while orga-
nizations focusing on cost tend to use uniform compensation. In general, 
then, organizations with variable compensation systems have a greater need 
for high motivation than organizations with uniform compensation practices. 
However, organizations with uniform compensation practices can also make 
use of key motivational principles.

Variable Compensation and Motivation
Although some experts have suggested that linking pay to performance can 
reduce the joy of performing naturally interesting tasks,45 a majority of evi-
dence shows that performance increases when high performers are paid more 
than low performers.46 The importance of pay for performance is therefore 
particularly high in organizations using variable compensation.

The strategic focus of differentiation makes high performance of employ-
ees critical for these organizations, and linking pay with performance is a 
strong motivator that encourages employees to put forth their best efforts. 
Organizations using variable compensation also benefit a great deal from 
making rewards contingent on achieving goals. As part of a Free Agent HR 
strategy, the organization can encourage exceptionally high performance by 
rewarding only individuals who reach the highest level of goal achievement. 
This practice provides a short-term incentive that pushes employees to exert 
maximum effort. Organizations with variable relational compensation pursu-
ing a Committed Expert HR strategy can benefit from providing rewards to 
everyone who attains at least some level of goal achievement. This ensures that 
long-term employees don’t get discouraged and quit if they fail to achieve a 
particularly high goal. Because employees working under variable compensa-
tion tend to assume greater risk, the overall level of compensation should thus 
be higher in organizations with Free Agent and Committed Expert HR strate-
gies than in organizations with Bargain Laborer and Loyal Soldier strategies.

Understanding what reference group employees use in assessing the 
fairness of their pay is another important feature of variable compensation 
strategies. As part of the Committed Expert HR strategy, the primary refer-
ence group is people working in the same organization. With a Free Agent 
HR strategy, the primary reference group is people working in similar jobs 
at other companies. This distinction is important for understanding how 
 compensation can be used to help an organization achieve a particular com-
petitive strategy.

Develop pay-for-performance plans.

Link pay with goals that encourage stretch efforts.

Understand the referent groups employees use when assessing the fairness of pay.

Follow principles of procedural fairness, including accurate assessment, lack of bias, and opportunity 
to have input.

Provide rewards that are large enough to matter.

Coordinate with selection and training to ensure that employees have the skills they need to meet goals.

Align the interests of employees with the interests of owners.

Give higher rewards for employees who assume risk.

Table 11.1 Principles for Increasing Motivation through Compensation
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For instance, a professor who teaches in a medical school will likely believe 
that she is paid well when she compares her salary with the salaries of, say, pro-
fessors of literature at her university. She may, however, not feel as good if her 
comparison group is highly paid medical school professors at other universi-
ties. How do these comparisons relate to competitive strategies? Comparisons 
with other professors at the same university are most critical if the university 
has a strategy of developing long-term relationships that focus on commit-
ment rather than monetary rewards. Such long-term relationships are likely 
beneficial if the university is well established and seeking to defend its status. 
In contrast, comparisons with similar professors at other universities are most 
critical if the university has a strategy that benefits from short-term relation-
ships. Such short-term relationships may be helpful if the organization is seek-
ing to change, grow, or innovate.

Because organizations with a Committed Expert HR strategy are interested 
in developing ongoing relationships with employees, procedural fairness is 
particularly important for these organizations. Employees need to develop 
trust and feel that the organization supports them. Support often comes from 
feeling that the organization treats them fairly.47 Such perceptions are less 
critical in organizations with a Free Agent HR strategy.

Unfortunately, many variable compensation practices fail to motivate 
because the size of the potential reward is not large enough to influence 
behavior. Motivation will not increase, for example, if the organization offers a 
2 percent salary increase to low performers and a 2.1 percent increase to high 
performers. In the terminology of expectancy theory, the amount of extra sal-
ary that can be earned doesn’t have the valence required. This is a particular 
problem for many organizations that provide relatively small annual salary 
increases to a majority of employees. The amount of difference between a 
raise for a high performer and a raise for a low performer is just too small to 
motivate behavior.48

Uniform Compensation and Motivation
Uniform compensation practices are not as effective as variable compensation 
practices for encouraging high motivation. The goal with uniform practices 
is to create a culture of fairness and cooperation. Incentives that encourage 
high individual performance for some often lead individuals to sabotage and 
compete with coworkers, which in turn reduces the performance of the group 
as a whole.49 Rewards in organizations with uniform compensation are thus 
structured to reduce the emphasis on extreme individual performance.

In judging whether their pay is fair, employees in an organization with a 
Loyal Soldier HR strategy tend to compare themselves with employees work-
ing in the same organization. Such organizations usually seek competitive 
advantage through cost reduction, which means that they are unlikely to pay 
the premium wages required to secure employees who already possess rare 
skills and abilities. Rather than using high pay to buy talent, these organiza-
tions often use training to develop skills. Often, these skills are unique to a 
particular organization. For example, a consultant may become very skilled 
at understanding and resolving problems within a framework that is used 
only within the firm. The common framework increases the efficiency of his 
efforts, but his knowledge and ability would not be of much value to other 
firms not using the company-specific framework. Employees in cost-focused 
organizations often develop skills that have little value to other organizations, 
which decreases the likelihood that other organizations will be willing to offer 
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them higher salaries. This has the effect of binding employees to the organiza-
tion in a way that does not increase overall labor costs.

Organizations with a Bargain Laborer HR strategy seek to pay the lowest 
possible wages. Employees in these organizations are likely to move from orga-
nization to organization depending on which organization is willing to pay 
the most. Yet the relatively low skill level of these employees suggests that the 
wage rate will be near the minimum wage that is allowed under the law. We 
discuss the effect of minimum wage laws later in this chapter.

?
CONCEPT CHECK
 1. What are the three elements of motivation?
 2. How do different theories explain motivational processes?
 3. What compensation guidelines can be derived from 

 motivational theories?

How Is Compensation Level Determined?

LEARNING OBJECTIVE 3

We turn next to the question of how an organization determines its pay 
level—the amount of overall pay that employees earn in that organization 
relative to what employees earn in other organizations. As with motivational 
strategies, the pay-level strategy an organization chooses depends largely on 
its competitive strategy. However, the first step in the process of determining 
pay level is to gain information to understand the compensation packages 
being provided by other organizations. This is done through pay surveys.

PAY SURVEYS
To determine the appropriate pay level, an organization must identify a com-
parison group and then obtain data about compensation in the organizations 
that make up the comparison group. The result of this analysis is a pay survey 
that provides information about how much other organizations are paying 
employees. Pay surveys are often conducted by consulting firms, which obtain 
confidential information from numerous organizations and create reports 
that describe average pay levels without divulging information about specific 
companies. Professional organizations, such as associations of accountants 
and engineers, also conduct pay surveys that report wage and salary informa-
tion for particular positions.

A source of public data about pay level is the Bureau of Labor Statistics, 
an agency of the U.S. Department of Labor, which collects employment 
data.50 For instance, Figure 11.4 shows compensation rates reported by the 
Bureau of Labor Statistics for three different jobs in three different cities. 
The data show that in each city, supervisors are paid more than cashiers but 
not as much as dentists. Cashiers in Seattle are paid more than cashiers in 

Pay level
The compensation decision 
concerning how much to pay 
employees relative to what they 
could earn doing the same job 
elsewhere.

Pay survey
Gathering information to learn 
how much employees are being 
paid by other organizations.
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Figure 11.4 Sample BLS Pay Survey Results. Source : Information from 
Bureau of Labor Statistics (http://www.bls.gov/home.htm).
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New York, but supervisors in New York are paid more than supervisors in 
Seattle. Over the three-year period shown in the figure, compensation for 
dentists generally increased, but compensation for supervisors and cashiers 
was relatively unchanged. This information can be helpful for organizations 
trying to determine how much to pay employees. However, thinking carefully 
about the information in Figure 11.4 reveals a number of potential problems 
with pay surveys.

One problem is choosing the appropriate comparison group. An interest-
ing example is how a major university might conduct a pay survey to deter-
mine how much to pay athletic coaches. One potential choice is to use all 
university coaches as the comparison group. Another choice is to use coaches 
in the top 20 nationally ranked programs. Since high-performing college 
coaches often receive offers from professional teams, still another choice may 
be a comparison group that includes coaches of professional teams. The out-
come of a pay survey will likely be very different depending on which of these 
groups is chosen.

How does an organization choose the right comparison group? Good 
comparison groups often include organizations that compete in the same 
product and service markets.51 As shown by the data in Figure 11.4, choos-
ing the right geographic region for the comparison can also be important. 
A dental practice using comparison data from Seattle might easily determine 
that it is paying dentists an above-average wage, but the same practice might 
determine that it has below-average pay if it uses comparison data from 
Chicago. Of course, the correct comparison group depends on the nature 
of the position. Some jobs, such as bank teller, tend to draw workers from a 
rather small geographic area, suggesting that the best comparison group is 
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430 Chapter 11 • Motivating Employees Through Compensation

probably the local city. Other jobs, such as investment banker, tend to draw 
workers from much larger geographic areas, meaning that the best compari-
son group may be a multistate area or even the entire nation. The correct 
comparison group can also depend on competitive strategy. A dental prac-
tice in New York may not see all firms in New York as its competitors. The 
firm may want to compare its salaries only with salaries at the most service-
oriented practices. Such a comparison requires data that may be available 
only from a consulting firm.

Another potential problem with pay surveys concerns the difficulty of 
obtaining salary information for specific jobs. Identifying jobs that are the 
same in all organizations may seem relatively simple, but it is actually quite dif-
ficult. For example, a secretary in one organization may have a large number 

BE CAREFUL WHEN OBTAINING INFORMATION

A few years ago, companies purchasing survey infor-
mation received large written reports from consult-
ing firms. The widespread use of the Internet as a 
convenient method for sharing information has 
largely put an end to that practice. Companies now 
want direct access to databases that allow them to 
conduct specific analyses. They want to examine a 
large variety of comparisons to better understand 
their pay levels. They also want to obtain infor-
mation for more specific job categories, and they 
want comparisons within more specific geographic 
locations. This greater specificity of information 
can be helpful when the database contains infor-
mation from enough companies to create reli-
able and accurate comparisons, but problems can 
arise when comparisons are based on data from a 
small number of organizations. In many cases, the 
amount of data available is simply insufficient for 
specific comparisons.

Widespread use of the Internet has also 
increased the amount of information that employ-
ees can find. Many employees use the Internet 
to obtain salary information, which they use to 
negotiate starting salaries and pay raises. In many 
cases this is helpful. More information provides 
the employee with a greater understanding of his 
or her pay relative to the pay of others in similar 
positions. But problems arise when an employee 
obtains information that is not accurate, and the 
Internet can be a source of inaccurate  information. 

Much of the data available to employees on the 
Internet does not adequately account for geo-
graphic differences, for example. In addition, 
job categories are so broad that specific compari-
sons are usually inaccurate. Data provided free of 
charge on the Internet may not be well suited for 
the specific comparisons being made by employ-
ees. Organizations are thus placing greater empha-
sis on communicating the sources of their data and 
explaining why free Internet data may provide an 
inaccurate picture of compensation.

Source: Information from “Web Access Transforms 
Compensation Surveys,” Workforce Management 85, no. 8 
(2006): 34.

Technology in HR
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of important duties such as planning and maintaining budgets. A secretary 
in another organization may act primarily as a receptionist who answers tele-
phone calls. In Figure 11.4, the position of supervisor is the one most likely to 
suffer from this problem. The duties and responsibilities of supervisors in one 
organization may be very different from those of supervisors in other organiza-
tions. Factors that make the supervisor position different across organizations 
include the number of people being supervised, the nature of the products 
being sold, and the education and training of the subordinates. To address 
this problem, quality pay surveys obtain information that extends beyond job 
titles and includes a list of actual duties performed.

Because of the difficulty in creating pay comparisons for every job, a com-
mon practice in pay surveys is to obtain comparison data only for key positions. 
Comparing pay level in these key positions helps the organization picture its 
overall compensation relative to other organizations. The amount of pay for 
positions not included in the comparison data is then determined by weigh-
ing their value relative to the positions included in the survey.

The data in Figure 11.4 also illustrate that pay levels change over time—
and they may change rapidly. For example, notice the rapid upward trend of 
pay for dentists in Seattle. A dental practice in Seattle using old comparison 
data might conclude that it is paying more than competitors when it is actually 
paying only average. Good pay surveys thus use current data.52

As illustrated in the “Technology in HR” feature, more and more data are 
available, but not all data are good data. It should be clear by now that when 
it comes to pay surveys, an organization must clearly understand the data it is 
obtaining from a comparison group in order to know whether it is making an 
appropriate comparison. Consider one final example. Figure 11.5 illustrates 
the results of a pay survey for employees who work in the field of training 
and development.53 Suppose a small organization located in Colorado pays 
an executive in that field an annual salary of $90,000. If the organization com-
pares this salary with salaries within its geographic area, then it will conclude 
that it is paying an above-average wage. However, if it uses small firms for the 
comparison, it will conclude that it is paying a below-average wage. Of course, 

Figure 11.5 Pay Survey Results for Training Professionals. Source : Information from 
Holly Dolezalek, “The 2005 Annual Salary Survey,” Training 42, no. 10 (2005): 12–23.
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a solution is to obtain data from small firms in Colorado. This is, however, 
somewhat difficult in practice, because the number of organizations fitting 
such a specific category and willing to provide data may not be large enough 
to make up a good comparison sample. The organization may need to use a 
number of different comparison groups and combine the results to arrive at 
the estimate that best reflects its standing relative to others. No matter the 
specific approach, it is critical that organizational leaders critically evaluate 
the usefulness of the data.

PAY-LEVEL STRATEGIES
After obtaining information about compensation in other organizations, the 
next step is to develop a pay strategy that determines how high pay should be. 
One possible compensation strategy is to pay employees more than what they 
can earn elsewhere. For instance, our earlier discussion of Marriott explained 
how the hotel chain strives to maintain a higher level of pay than other 
employers. But not all organizations benefit from paying more than their 
competitors. There are three basic strategies for pay level: meet-the-market, 
lag-the-market, and lead-the-market.54 Here “the market” refers to a selected 
group of organizations, such as organizations in the same industry or in the 
same geographical area. Data about the pay of these comparative organiza-
tions is collected through the pay survey.

 • An organization with a meet-the-market strategy establishes pay that 
is in the middle of the pay range for the selected group of organiza-
tions. Some employees in the organization may be paid more than 
they could earn elsewhere, and some may be paid less. On average, 
though, the pay level is the same as the average pay level for employees 
across the comparison group. An organization that adopts a meet-the-
market strategy seeks to attract and retain quality employees but does 
not necessarily use compensation as a tool for maintaining a superior 
workforce.

 • With a lag-the-market strategy, an organization establishes a pay level 
that is lower than the average in the comparison group. Of course, 
some employees may be paid more than similar employees working 
for other organizations. But the average level of pay for the entire 
organization is lower than the average level of pay for organizations 
in the comparison group. In most cases, organizations adopt a lag-the-
market pay level strategy as part of a broader strategy to reduce 
labor costs.

 • In an organization with a lead-the-market strategy, the average pay level 
is higher than the average in the comparison group. Once again, this 
doesn’t mean that every employee will receive higher wages. However, 
a lead-the-market strategy suggests that the organization seeks to pay 
most employees more than they would be able to earn in a similar 
 position in another organization. The labor cost for each employee 
may be higher in these organizations, but they expect the higher cost 
to be offset by higher performance and lower turnover. The Container 
Store, which is profiled in the “Building Strength Through HR” 
 feature, is one example of an organization that benefits from a 
lead-the-market strategy.

Meet-the-market strategy
A compensation decision to pay 
employees an amount similar to 
what they can make working for 
other organizations.

Lag-the-market strategy
A compensation decision to pay 
employees an amount below 
what they might earn working 
for another organization.

Lead-the-market strategy
A compensation decision to pay 
employees an amount above 
what they might earn working 
for another organization.
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LINKING COMPENSATION LEVEL 
AND STRATEGY
Even though wages are higher, profitability can often be increased by better 
employee performance. Differences in pay level can therefore be linked to 
strategic decisions. Organizations with Bargain Laborer HR strategies tend 
to use uniform transactional compensation, which focuses on reducing labor 
costs. These firms most frequently adopt lag-the-market or meet-the market 
strategies. At the other extreme, organizations with Free Agent HR strate-
gies use variable transactional compensation to attract top performers. These 
firms tend to pursue lead-the-market strategies that help them to hire quality 
workers who are highly skilled. Organizations with internal labor strategies 
emphasize the development of long-term relationships rather than focusing 
on money. These organizations generally adopt pay levels somewhere between 

THE CONTAINER STORE

The Container Store is the nation’s originator and 
leading retailer of storage and organization prod-
ucts. For more than 30 years, the company has 
consistently grown at an annual rate of 20 percent. 
More than 47 retail locations in the United States 
now produce over $500 million in sales each year. 
The Container Store attributes its success to pro-
viding better service than its competitors. The 
emphasis on service allowed the company to con-
tinue opening new stores, even through the down 
economy of 2009. Prices are important and are kept 
at competitive levels. However, what sets the Con-
tainer Store apart from the competition is the 
4,000 employees who provide outstanding service.

In large part, The Container Store attracts and 
retains great employees by paying above-average 
wages. The company’s objective is to pay store 
salespeople 50 to 100 percent above the industry 
average. Generous benefits include health cover-
age and paid vacations. Many employees are also 
attracted by flexible scheduling, which helps work-
ing mothers and fathers balance work with family 
demands.

Technology is also an important factor in 
the company’s success. The American Payroll 
Association Leadership Forum gave The Container 
Store the PRISM award for best practices in  payroll 

Building Strength Through HR

technology. Notable payroll practices include a 
website that is available 24 hours a day. Online 
benefits enrollment, outsourced child-support 
payments, a dedicated payroll phone line, and pay-
roll tax filings are also included in the technology 
package. These features supplement the gener-
ous pay and benefit programs to create a work-
place that has been rated as one of “The 100 Best 
Companies to Work For” consistently over the past 
11 years.

Sources: Marianne Wilson, “Employer of Choice,” Chain 
Store Age, August 2004, p. 156; David Drickhamer, “The 
Container Store: Thinking Outside of the Box,” Material 
Handling Management (June 2005): 16–18; “The Container 
Store Wins PRISM Award for Best Practices in Payroll 
Technology,” www.ioma.com, October 2006.
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434 Chapter 11 • Motivating Employees Through Compensation

meet-the-market and lead-the-market. Organizations pursuing a Committed 
Expert HR strategy tend to have more of a lead-the-market orientation than 
those pursuing a Bargain Laborer HR strategy.

?
CONCEPT CHECK
 1. How do organizations use the results of pay surveys?
 2. What is the key difference between meet-the-market, lag-the-

market, and lead-the-market pay level strategies?

When you graduate from college and accept a full-time position, do you 
expect to get paid the same as everyone else who works for the company? The 
likely answer is no. You might expect to earn less than someone who has been 
in the same position for several years. However, you might expect to earn 
more than an employee without a college degree. You might also expect to 
make more (or less) than a friend who works in a different department and 
has a degree in a different field. These differences in pay relate to the organi-
zation’s pay structure. Whereas pay level is concerned with how compensation 
differs across organizations, pay structure focuses on how compensation dif-
fers for people working in the same organization.

There are two major methods for determining pay structure. One method—
often referred to as job-based pay—focuses on evaluating differences in the 
tasks and duties associated with various positions that employees have. With 
this method, it is expected that people who have more difficult jobs will be 
paid more. The other method focuses on directly evaluating differences in 
the skills and abilities of employees and is often called skill-based pay. In an 
organization using skill-based pay, an employee might be paid for having a 
certain set of skills, even if the tasks that the employee normally performs do 
not require those skills.

JOB-BASED PAY
A job-based pay approach typically uses a point system that assigns a numeri-
cal value to each job position. The numerical value is designed to capture the 
overall contribution of the job to the organization. Of course, not everyone 
performing a certain job will be paid the same amount. Each job is assigned a 
range of acceptable compensation. Individuals in the job who contribute less 
are paid near the bottom of the range, and those contributing more are paid 
near the top. The general trend, however, is for people in jobs worth more 
points to receive higher compensation.

A simplified example including management accountants is shown in 
Figure 11.6.55 These jobs differ on the dimension of accountability and are 
ordered so that those with lower accountability appear on the left side of the 
graph. Moving from left to right, we move to jobs with higher accountability 

Job-based pay
A determination of how much to 
pay an employee that is based 
on assessments about the duties 
performed.

Skill-based pay
A determination of how much to 
pay an employee that is based 
on skills, even if those skills are 
not currently used to perform 
duties.

Point system
A process of assigning numerical 
values to each job in order 
to compare the value of 
contributions within and across 
organizations.

How Is Compensation Structure Determined?

LEARNING OBJECTIVE 4
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and thus higher point values. The box above each point category represents 
the range of pay associated with that category. For example, the midpoint of 
the range for people working in low-accountability positions is $83,000. The 
bottom of the range is $73,000, and the top of the range is $93,000.

One widely used point system is the Hay System.56 This system was devel-
oped and is marketed by the Hay Group, a worldwide compensation con-
sulting firm. The Hay System evaluates jobs in terms of four characteristics: 
know-how, problem solving, accountability, and working conditions.57

 • Know-how concerns the knowledge and skills required for the job. Jobs 
are given more points when they require an employee to know and use 
specialized techniques, when they involve a need to coordinate diverse 
activities, and when they involve extensive interpersonal interaction.

 • Problem solving assesses the extent to which the job requires employees 
to identify and resolve problems. Higher points are assigned to jobs 
that are less routine, require more thought, and frequently call for 
adaptation and learning.

 • Accountability focuses on how much freedom and responsibility a job 
affords. Jobs are given higher ratings when the people filling them have 
substantial freedom to determine how to do things and when the tasks 
performed have a large impact on the organization’s results.

 • Working conditions captures the extent to which performing the job 
is unpleasant. The main idea is that jobs should pay more when they 
require employees to work in dirty, strenuous, or dangerous conditions.

The points assigned on each of the four dimensions are added together 
to create a numerical score that represents the value of the job. Jobs are then 

Figure 11.6 Job-Based Pay for Management Accountants. 
Source : Some of the data for these ranges are from Karl E. 
Reichardt and David L. Schroeder, “2005 Salary Survey,” Strategic 
Finance 87, no. 12 (2006): 34–50.
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arranged along a continuum from positions assigned low point values to posi-
tions assigned high point values. Each job within the organization is given a 
specific point value. Jobs with similar point values are then grouped together 
into categories. A category that includes jobs within a specific range is known 
as a pay grade. A midpoint value, which represents a target for average pay of 
the jobs included in the category, is established for each pay grade. A range is 
then created around each midpoint so that pay for everyone performing jobs 
worth a certain number of points falls within the range. An individual’s level 
of compensation within the range is determined by things such as experience 
and performance level.

An important consideration for job-based pay concerns the range of point 
totals that are grouped together into a pay grade. Some organizations adopt 
narrow categories so that each pay grade includes only a few jobs. This pro-
cess allows for clear distinctions among positions. Other organizations use a 
process known as broadbanding. Here, there are fewer categories, and each 
category includes a broader range of jobs. The practice of broadbanding thus 
results in fewer pay grades, which are sometimes referred to as pay bands. An 
organization that uses broadbanding may need to establish and track only 
three to five pay grades, resulting in improved efficiency. At the same time, 
each pay grade includes more jobs covering a wider range of points. Thus, the 
pay range within each pay grade is larger, so that an employee’s salary does 
not hit the top of the range as quickly. Indeed, more flexibility in determining 
an individual’s pay is a primary benefit of broadbanding.

Job-based pay systems have a number of advantages. Use of the point system 
provides a clear method for controlling and administering pay. Centralized 
human resource personnel conduct surveys and establish guidelines for deter-
mining how much to pay each employee. Pay practices that are job-based also 
appear to be very objective. Employees can directly compare their pay with 
the pay of others in the organization, strengthening perceptions of inter-
nal equity. Moreover, assigning numerical values to specific factors that are 
summed into an overall score is thought to reduce bias. Having a numerical 
value for each job also makes it easier to compare vastly different jobs. Very 
different positions, such as nurse and marketing coordinator, can be assigned 
points and compared to get a sense of pay equity.58

Job-based pay systems also have disadvantages. One potential problem is 
centralized control. As explained in our earlier discussion of the Marriott 
Corporation, pay can often be more effectively controlled by local manag-
ers, who have a better sense of employee qualifications and alternative work 
opportunities. Another disadvantage is the fact that in many job-based systems, 
employees at the top of a pay range can only receive higher compensation if 
they are promoted into a position worth more points. This often has the effect 
of encouraging individuals to seek promotions even when their interests and 
skills don’t match the requirements of the higher-level position. This emphasis 
on promotions is one reason organizations have begun broadbanding so that 
employees can move up within a large band without being promoted to a dif-
ferent job. Another concern with job-based pay is that individuals often try to 
get their current positions reevaluated and valued with higher points, so that 
they will receive higher pay, even though the tasks they are performing have 
not really changed. Inflexibility and resistance to change are also common 
with job-based pay systems, since the major focus is on classifying tasks into 
clear-cut objective categories that can be represented by a numerical score. 
Job-based compensation makes it difficult to hire new employees who require 

Broadbanding
The practice of reducing the 
number of pay categories so 
that each pay grade contains a 
large set of different jobs.

c11.indd   436c11.indd   436 07/04/11   7:40 PM07/04/11   7:40 PM



How Is Compensation Structure Determined? 437  

a wage that is above the established range. Finally, there is little incentive for 
employees to learn new skills that are not part of their formal job duties.

SKILL-BASED PAY
A skill-based pay system shifts emphasis away from jobs and focuses on the 
skills that workers possess. In essence, this system pays people relative to their 
value rather than relative to the value of their current position. Employees are 
paid more when they develop more skills. The primary objective is to encour-
age the development of skills linked to the overall strategic direction of the 
organization.

An application of skill-based pay in a manufacturing plant is shown in Figure 
11.7. In this case, Skill Set 1 might include the ability to solve simple math prob-
lems, communicate orally, and read and follow written directions. People need 
this skill set in order to be hired at the starting rate of $11 per hour. Once 
employees learn Skill Set 2 (operating basic machines and equipment), their 
pay rises to $15 per hour. Pay increases to $18 per hour when employees learn 
Skill Set 3 (production planning, equipment repair) and to $21 when they learn 
Skill Set 4 (ability to interact with vendors and customers). Employees are thus 
paid for the skills they develop rather than for occupying a specific position.

Skill sets can be defined in a number of ways. Some organizations require 
employees to learn entirely new skills, as when a salesperson learns account-
ing skills. Other organizations encourage employees to develop deeper skills 
in specific areas, as when an accountant learns new tax rules and regulations. 
In either case, the primary objective is to tie pay increases to the development 
of skills useful to the organization.

Several different methods can be used to determine whether an employee 
has learned a skill set. In some cases, written tests are used to assess learning. 
In other cases, coworkers or supervisors administer tests or observe actions to 
certify that a skill set has been mastered. Regardless of how the assessment is 
made, an important feature of most skill-based pay systems is allowing employ-
ees to learn new skills at their own pace. Some employees advance quickly 
under this plan, while a few never advance to higher levels.

Skill-based pay plans do have some disadvantages. One problem is that pay-
roll costs tend to be higher with skill-based pay. Employees are paid higher 
wages when they acquire additional skills, even if they don’t use those skills 
to perform their current duties. Training costs can also be high if classes 
and other training resources are needed to develop the skills. In addition, 

Figure 11.7 Skill-Based Pay.
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 problems arise when employees master the highest skill set and perceive that 
they have no more room for advancement.59

Even with the potential disadvantages, skill-based pay appears to offer a num-
ber of benefits. For one thing, the increased emphasis on skill development 
provides a better-trained workforce. A related advantage is greater flexibility in 
production processes. In most cases, a large number of employees have been 
trained to perform several different duties. Thus, when someone is ill, or when 
someone quits, several substitutes are available to fill in. Emphasizing skills 
rather than jobs also helps to build a culture that supports greater participa-
tion and employee self-management.60 These benefits are substantial enough 
that skill-based pay has been linked to higher organizational productivity.61

LINKING COMPENSATION STRUCTURE 
TO STRATEGY
Once again, we can link organizations’ compensation structure to their over-
all HR strategies. In organizations pursuing Free Agent HR strategies through 
variable transactional compensation, pay is used to attract people with specific 
skills. Skill-based pay that compensates individuals for the specific skills they 
bring is thus useful for many organizations pursuing this strategy. Internal 
equity is not critical, and people with better skills are paid substantially more 
than people with limited skills. Once people are hired in these organizations, 
little emphasis is placed on the acquisition of new skills, since employees are 
not expected to stay with the organization for long.

Skill-based pay can also be beneficial for organizations pursuing a Loyal 
Soldier HR strategy. Organizations pursuing this strategy use uniform rela-
tional compensation to bind individuals to the organization and minimize 
differences between employees. Skill-based pay that is linked to specific train-
ing is helpful in promoting these goals. Giving everyone the opportunity to 
learn new skills and advance to higher pay levels builds a sense of teamwork. 
Linking pay to the skills needed by the organization also forms stronger ties 
between employees and the organization, which creates uniformity.

Job-based pay is most closely aligned with the Committed Expert HR 
strategy and variable relational compensation. The emphasis on long-term 
employment relationships makes internal equity particularly important in 
these organizations, and opportunity for promotion is a significant motiva-
tor. With job-based pay, employees are able to see a rational basis for pay 
decisions. They are also able to see how promotions can increase their pay. 
Compensation is based on length of time with the organization and type of 
input contributed, but a sense of equity is retained.

Job-based pay is also beneficial for organizations with Bargain Laborer HR 
strategies. These organizations don’t usually seek to hire people who have devel-
oped specific skills. The overall objective is to minimize labor cost by paying 
people only for the contributions they provide and not for skills in other areas.

?
CONCEPT CHECK
 1. How does job-based pay use points to decide how much to 

pay each employee?
 2. What factors do organizations using skill-based pay use to 

determine how much to pay each employee?
 3. How do job-based pay and skill-based pay fit with HR strategies?
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We end the chapter with a look at how government regulations affect the 
decisions organizations make about compensation. First, we describe a major 
federal law in this area, and then we discuss state and local regulations. Taken 
together, these laws create some important requirements with which organi-
zations must be familiar.

FAIR LABOR STANDARDS ACT
Have you ever heard people say they don’t earn overtime because their jobs 
are “exempt”? What does it mean to be exempt? Perhaps you have heard state-
ments about how pay in certain jobs compares with the minimum wage. Who 
decides what the minimum wage is? Both of these questions are related to the 
Fair Labor Standards Act (FLSA), a federal law that governs many compensation 
practices. The FLSA, which was passed in 1938, is designed to protect employ-
ees. The law establishes a national minimum wage, regulates overtime, requires 
equal pay for men and women, and establishes guidelines for employing chil-
dren. Many types of workers, however, are exempt from FLSA regulations.

Exempt and Nonexempt Employees
The FLSA creates two broad categories of workers: exempt and nonexempt. 
Exempt employees are not covered by FLSA regulations. Members of the 
other group, often referred to as nonexempt employees, are covered. Perhaps 
the most noticeable difference between these groups is how they are paid. 
Exempt employees can be paid a salary. In most cases, they aren’t required 
to keep track of the actual hours they work. Nonexempt employees are paid 
an hourly wage. For these employees, the number of hours worked, includ-
ing the beginning and ending times, must be carefully recorded. This basic 
difference stems from FLSA regulations. Employees who are covered by the 
FLSA are required to keep track of their hours and be paid on an hourly basis, 
whereas employees who are not covered can be paid a set amount that is not 
directly tied to hours worked.

What determines whether an employee is exempt or nonexempt? As a 
starting point in understanding these classifications, it is easiest to think of 
all employees as being covered by the FLSA and then identify which types 
of workers are exempt. The list of specific types of exempt workers is quite 
lengthy and includes specific types of laborers, such as amusement park 
employees and farm workers. There are, however, four general classifications 
that usually underlie the exempt designation.62

 • The executive exemption applies to workers whose primary duties are man-
aging a business and supervising others.

 • The administrative exemption applies to workers who perform office or 
nonmanual work that is directly related to management. They must 
exercise substantial discretion and judgment in their work.

 • The professional exemption applies to employees who perform tasks that require 
special skills and advanced knowledge learned through  specialized study.

 • Workers may also be exempt from the FLSA through the outside sales exemp-
tion, which applies to salespeople who work away from the place of business.

Fair Labor Standards Act 
(FLSA)
Federal legislation that governs 
compensation practices and 
helps ensure fair treatment of 
employees.

Exempt employees
Workers, such as executives, 
administrators, professionals, 
and sales representatives, who 
are not covered by the FLSA.

Nonexempt employees
All employees who are not 
explicitly exempt from the FLSA, 
sometimes referred to as hourly 
workers.

How Do Government Regulations Influence 
Compensation?

LEARNING OBJECTIVE 5
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In any of these cases, the employees must spend at least 80 percent of their work-
day doing work activities that qualify them for the exemption. For instance, 
to qualify for the outside sales exemption, the salesperson must spend at least 
80 percent of his or her time selling in locations other than the company 
premises. Table 11.2 provides a brief summary of the four major exemptions.

Accurately classifying employees as exempt or nonexempt is very impor-
tant. One example of potential problems involves Nordstrom Department 
Stores. Nordstrom’s competitive strategy is to provide highly individualized 
service, which often requires employees to do things such as deliver goods. 
A number of years ago, Nordstrom ran into difficulties with state regulators 
when some sales associates failed to record hours they spent making deliveries 
and doing small tasks to facilitate sales. At the time, Nordstrom associates were 
paid a high hourly rate for the hours they did record, and they received sub-
stantial bonuses for high performance. Their overall pay was more than that 
of sales associates working for other department stores. However, Nordstrom 
sales associates were covered by the FLSA, which required them to record and 
be specifically compensated for every hour they worked. In order to fix the 
problem, Nordstrom developed procedures to ensure that its practices would 
comply with FLSA regulations—even though many employees would have 
preferred a system that did not require them to track each hour.63

Minimum Wage
Perhaps the most widely known aspect of the FLSA is its minimum wage 
requirement, which establishes a minimum hourly wage rate. In July 2009 the 
minimum wage was increased to $7.25 per hour. One exception is people who 
work in service jobs and receive tips. These workers must be paid a minimum 
of $2.13 as an hourly wage, and the company must pay them enough so that 
their total pay, including hourly wage and tips, is at least the minimum wage. In 
some cases, organizations can also pay workers under 20 years of age a training 
wage of $4.25 for the first 90 days they are employed.64 Pay for some employees 
who are covered by the FLSA may be based on productivity factors, such as the 
number of parts produced, as long as the hours worked are tracked and the 
minimum amount paid equals what would be paid as the minimum wage.

Overtime
As explained at the beginning of this chapter, many employees at Marriott 
want to work more than 40 hours per week. One reason is that the FLSA 
requires Marriott and other employers to pay employees an overtime rate 
of 1.5 times the normal wage rate. As described in the “How Do We Know” 
feature, paying overtime can have an important effect on what an employee 

Minimum wage
A compensation rule requiring 
organizations to pay employees 
at least a certain amount for 
each hour they work.

Executive Exemption Professional Exemption

Primarily manages a business or department Performs tasks that require specialized knowledge

Supervises two or more employees; hires and fires Produces original and creative work

Exercises discretion Exercises discretion

Administrative Exemption Outside Sales

Performs office or nonmanual work Regularly works away from place of business

Performs technical work Spends at least 80 percent of time selling

Assists executives

Table 11.2 Common Exemptions to the Fair Labor Standards Act
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makes. Overtime is defined as the number of hours over 40 during a one-week 
period. An employee who is paid $8 per hour and who works 50 hours in one 
week would thus be paid $440—$8 per hour for the basic 40-hour workweek, 
totaling $320, and $12 per hour for the 10 overtime hours, totaling $120.

Overtime requirements are slightly different for certain classes of employ-
ees. For instance, overtime for hospital employees is usually calculated over a 
14-day period. In this case, overtime occurs when the number of hours in a 
two-week period exceeds 80. A hospital worker may therefore work 60 hours 
one week and not receive overtime compensation if she only works 20 hours 
the next week. Another major exception is public employees, such as fire-
fighters and police officers. Rather than receive an overtime rate, these public 
employees can be compensated with additional time off during other weeks. 
For instance, a firefighter might work 50 hours one week and not be paid 
overtime if he works 10 hours less in a subsequent week. However, practices 
such as the use of broader windows of time and using time off to compensate 
for previous work above 40 hours are not available for most organizations.

Child Labor
Many high school students find it difficult to get a job before they turn 16. 
This is because the FLSA has child labor provisions that are designed to 

Overtime
A compensation rule requiring 
organizations to pay a higher 
hourly rate for each hour that 
a nonexempt employee works 
beyond 40 hours in a one-week 
period.

DO PEOPLE LOSE SLEEP OVER PAY?
What happens when someone’s pay gets cut? Do 
people who receive a pay cut feel increased stress? 
Are they less able to sleep at night? Does being 
treated fairly reduce stress? Jerald Greenberg 
worked with four private hospitals to answer these 
questions. The hospitals were in the process of 
adding responsibilities to the job of nurse and 
reclassifying the position as exempt. Before the 
reclassification nurses typically worked 55 hours 
per week, meaning that they earned overtime pay. 
However, overtime pay was eliminated when the 
nurses became exempt employees. The net result 
was a 10 percent reduction in overall pay.

Because the hospitals did not all change at the 
same time, and because some of them included a 
training program for nurse supervisors, the change 
to exempt status and lower pay created an experi-
ment. One group of 158 nurses received the pay 
cut and worked for supervisors who had received 
training in ways to treat the nurses fairly. A second 
group of 164 nursed had their pay cut, but their 
supervisors did not receive the training. A third 
group of 156 had supervisors who received the 
training but did not have a pay cut. A fourth group 

of 147 nurses did not receive a pay cut and their 
supervisors did not receive training. All nurses 
reported how well they could go to sleep quickly, 
stay asleep, and awake rested in the morning.

Before the pay cut all nurses reported simi-
lar sleep. Sleep problems increased for the two 
groups of nurses who had their pay cut but not for 
the nurses who did not have a pay cut. Over time the 
sleep of nurses with a pay cut who worked for the 
supervisors who had fairness training improved. 
Sleep did not improve for those with a cut who 
worked for the supervisors who were not trained.

Bottom Line. A reduction in pay can cause 
stress that leads to undesirable consequences such 
as poor sleep. However, supervisors who treat 
employees fairly can eliminate some of the nega-
tive effects of a pay cut. Professor Greenberg thus 
recommends that organizations train supervisors 
in ways to treat employees more fairly.

Source: Jerald Greenberg, “Losing Sleep Over Organizational 
Injustice: Attenuating Insomnia Reactions to Underpayment 
Inequity with Supervisor Training in Interactional Justice,” 
Journal of Applied Psychology 91 (2006): 58–69.

How Do We Know?
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 protect those under the age of 18 from unsafe and excessive work. Children 
under 14 are limited to a few jobs such as newspaper delivery and farm work. 
Fourteen-year-olds and 15-year-olds can be hired in some jobs, but there are 
many restrictions on the hours they can work. They can work no more than 
three hours on a school day, for example, and no more than 18 hours in a 
school week. They are also limited to eight hours on nonschool days and can 
work only between 7 A.M. and 7 P.M. These rules are relaxed somewhat during 
the summer and for agricultural jobs. Child laborers are also limited in that 
they cannot perform hazardous work until they turn 18.

Equal Pay
Chapter 3 discussed the Equal Pay Act, which requires employers to pay men 
and women the same when they perform the same job. The Equal Pay Act 
is actually an amendment to the FLSA. The equal pay requirement applies 
to executive, administrative, professional, and sales positions that are exempt 
from minimum wage and overtime rules. In essence, the Equal Pay Act 
requires organizations to pay equal wages for equal work. However, male and 
female employees can be paid at an unequal rate if the basis for the difference 
is seniority or performance. 

Although the intent of the Equal Pay Act is to assure that men and women 
receive equal pay for doing similar work, differences in the overall com-
pensation of men and women remain. Women continue to earn less than 
men, although the magnitude of the difference decreases as women are bet-
ter represented in a work group. Pay is more equal in work groups where 
women are less of a minority.65 Some of this difference may be explained 
by job choice, in that women tend to track toward occupations that pay less. 
However, differences persist even after controlling for things like hours 
worked and job complexity. One explanation is the continued operation of a 
traditional stereotype that sees women as less fit for work outside the home. 
Interestingly, men who hold such a stereotype tend to earn more than men 
who have a perception of women as equal, yet women with a view of them-
selves as equals only earn slightly more than women who see themselves in 
a more traditional role.66 This illustrates how more research is needed to 
understand how stereotypes affect compensation. 

STATE AND LOCAL REGULATIONS
As mentioned in our discussion of minimum wage rates, state and local gov-
ernments also create regulations that affect compensation. Under federal 
law, these regulations cannot contradict federal rules, which usually means 
that they are stricter than the federal regulations. For example, some states 
such as Arkansas and Minnesota have minimum wage laws that have not 
been updated since the federal rate was raised in 2009, so that the minimum 
rate they prescribe is below the federal rate. These state laws are meaning-
less because employers must pay the higher federal rate. In contrast, other 
state and local governments such as Alaska and the District of Columbia have 
minimum wage rates higher than the federal minimum wage. These rules are 
acceptable, since requiring a wage rate of $8.25 per hour also meets the fed-
eral requirement of having an hourly wage rate of at least $7.25.

The large number of state and local regulations can make it difficult 
for organizations to keep track of all applicable compensation guidelines. 
Therefore, interpreting compensation regulations is an area in which human 
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resource professionals can provide substantial help to managers. At a mini-
mum, organizations need to conduct research to determine which federal, 
state, and local regulations apply to them. Much of this research can now be 
done online at state government sites that provide detailed information about 
compensation guidelines.

  

IN THE MANAGER’S PERSPECTIVE THAT OPENED THE CHAP-
TER, SUZANNE WAS WORRIED ABOUT CHANGING THE PAY 
PRACTICES AT HER ACCOUNTING FIRM. SHE WONDERED 
WHETHER THE NEW PAY POLICIES WOULD BE BENEFICIAL. 
SHE WAS CONFLICTED ABOUT MATCHING AN OFFER GIVEN 
TO HER ADMINISTRATIVE ASSISTANT BY A LOCAL BANK. SHE 
ALSO WONDERED WHETHER HER OWN PAY WAS FAIR AND 
HOW THE WORKERS SHE SUPERVISED WOULD REACT TO THE 
CHANGES. FOLLOWING ARE ANSWERS TO THE “WHAT DO 
YOU THINK?” QUIZ THAT FOLLOWED THE CASE. WERE YOU 
ABLE TO CORRECTLY IDENTIFY THE TRUE STATEMENTS? COULD 
YOU DO BETTER NOW?

1. If people don’t think they are being paid fairly, they 

often steal things from their employer.   TRUE.   Theft 

rates have been shown to increase when employees per-

ceive inequity in their pay.

2. Increasing employee pay doesn’t increase motivation 

unless workers feel they have the skill and ability 

needed to increase their performance.  TRUE.  Expec-

tancy theory suggests that compensation is only moti-

vational when employees perceive that they are able to 

perform the tasks necessary for high performance.

3. People who are paid a lot don’t worry much about how 

much others are being paid.  FALSE.  Equity theory 

makes it clear that all employees compare their pay and 

contributions with the pay and contributions of others. 

People who are paid a lot typically 

compare themselves with others 

who are paid a lot.

4. Organizations are more profit-

able when they pay their employees no more than what 

their competitors are paying.   FALSE.  Some organiza-

tions choose a lead-the-market pay strategy with the 

intention of attracting and retaining the best workers.

5. Paying some employees substantially more than their 

peers can decrease teamwork and cooperation.   TRUE.  
Paying high performers more than low performers can 

motivate high individual performance but can also have 

a negative effect on teamwork.

Suzanne’s concerns about changes in compensation are quite 

typical. In most cases, a change in compensation results in 

higher pay for some and lower pay for others. Those who are 

harmed are likely to become dissatisfied. In this chapter, we 

have described a number of motivation theories that help 

illustrate how people such as Suzanne and other accountants 

will react to specific types of compensation. We have also 

described practices for determining pay level and creating 

pay structures. As discussed throughout this chapter, the key 

to success is adopting compensation practices that ensure 

that pay is aligned with strategy so that the employees who 

are most critical for organizational success are attracted, 

 satisfied, and retained.

  

  

  

  

  

A  M A N A G E R ’ S  P E R S P E C T I V E  R E V I S I T E D

?
CONCEPT CHECK
 1. What types of workers are exempt from FLSA regulations?
 2. What compensation issues are covered by the FLSA?
 3. How do state and local compensation laws relate to federal laws?
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SUMMARY

Compensation differs along two dimensions. One 
dimension relates to whether compensation is vari-
able or uniform. Uniform compensation seeks to 
build a sense of teamwork by paying employees sim-
ilarly regardless of performance level. Variable com-
pensation seeks to pay high performers substantially 
more than low performers. Another dimension of 
compensation concerns relational versus transac-
tional commitment. Transactional commitments 
emphasize short-term pay and bonuses. Relational 
commitments emphasize long-term incentives and 
psychological support from the organization.

Compensation practices should align with gen-
eral HR strategies. Uniform transactional compen-
sation fits with a Bargain Laborer HR strategy by 
reducing labor costs. The emphasis on teamwork 
and treating everyone the same makes uniform 
relational compensation appropriate for organi-
zations pursuing a Loyal Soldier HR strategy. The 
Committed Expert HR strategy is best supported 
by variable relational compensation, which rewards 
high performers and builds commitment to the 
organization. Short-term monetary incentives are a 
key feature of variable transactional compensation 
and thus align with the Free Agent HR strategy.

increase motivation by focusing attention, energiz-
ing effort, encouraging persistence, and promoting 
the discovery of knowledge. Goals can be linked to 
compensation in a number of ways ranging from 
rewards only for achieving a high goal to rewards 
for achieving smaller goals.

Justice theory focuses on perceptions of fairness. 
Distributive justice concerns whether people think 
the outcomes they receive are fair. People have a 
sense of inequity if they believe they are providing 
more contributions than others but receiving the 
same or lower wages. Procedural justice concerns 
the processes that are used to allocate rewards. 
Compensation practices are perceived to be fairer 
when they are free of bias, allow employee participa-
tion in key decisions, and offer opportunity for appeal 
to individuals who feel they are being mistreated.

Expectancy theory asserts that people are moti-
vated when they have three beliefs: valence, instru-
mentality, and expectancy. Valence is the belief that 
a certain reward is valuable. Instrumentality is the 
belief that the desirable reward will really be given if 
the appropriate behavior or outcome is produced. 
Expectancy concerns people’s belief that they can 
actually achieve the desired level of performance.

Agency theory highlights the fact that princi-
pals (owners) and agents (employees) often have 
different interests. Employees who bear the risk of 
having their pay linked to performance must have 
the opportunity to earn more than employees who 
receive guaranteed wages. In large public corpora-
tions, agents (managers) have more information 
than principals (shareholders), and compensation 
is most effective when the agents are rewarded for 
doing the things that are in the best interests of 
shareholders.

How is employee compensation strategic?

LEARNING OBJECTIVE 1

How does compensation motivate people?

LEARNING OBJECTIVE 2

People show motivation at work by choosing to 
engage in behaviors that promote organizational 
success and by pursuing those behaviors in an 
intense and persistent way. Reinforcement theory 
suggests that people engage in behavior when 
they receive desirable consequents. However, con-
sequents only motivate behavior when they are 
contingent. In the context of compensation, this 
suggests that higher pay should be given if and only 
if performance is high.

Goal-setting theory suggests that people are 
motivated when they have specific goals. Goals 

Pay surveys are used to determine wage rates in a 
comparison group of other organizations. Some 
information for pay surveys can be obtained 
from public sources such as the Bureau of Labor 
Statistics, but many surveys are conducted by pri-
vate consulting firms. Quality pay surveys make sure 

How is compensation level determined?

LEARNING OBJECTIVE 3
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that the comparison group consists of organizations 
with the proper geographic and strategic character-
istics. Care must also be taken to ensure that the 
jobs being assessed in the comparison group are 
similar to the jobs within the focal organization.

Pay level concerns how much an organization 
pays employees relative to how much other orga-
nizations pay. An organization can adopt one of 
three pay-level strategies. A lag-the-market strategy 
establishes a pay level that is below the average for 
other organizations; a meet-the-market strategy pays 
at the average level for other organizations; and a 
lead-the-market strategy adopts a pay level that is 
higher than the average for other organizations. 
The pay level strategy should match the overall HR 
strategy.

ease of comparisons across positions, and clear 
methods for administering pay. Skill-based pay uses 
differences in employee skills as the basis for deter-
mining pay. Employees are given an opportunity to 
earn more as they develop better skills. Advantages 
of skill-based pay include increased flexibility, 
greater emphasis on participation, and a better-
trained workforce.

How is compensation structure 
determined?

LEARNING OBJECTIVE 4

Pay structure concerns how people in an organi-
zation are paid relative to one another. With job-
based pay, each job is assigned a point value based 
on various characteristics of the job, and people 
working in jobs worth more points receive higher 
pay. Advantages of job-based pay include  objectivity, 

How do government regulations 
influence compensation?

LEARNING OBJECTIVE 5

The FLSA regulates compensation for many 
employees. Some employees are exempt from 
FLSA regulations. Common exemptions include 
executive, administrative, and professional work-
ers, as well as outside sales representatives. The 
FLSA establishes a minimum hourly wage and over-
time provisions for workers who are not exempt. 
Children under 18 are limited to certain types of 
work and hours. Equal pay is required for men and 
women performing the same job, unless there are 
differences in tenure or productivity. State and 
local laws also provide similar guidelines that orga-
nizations must follow when paying employees.

KEY TERMS

Agency theory 424
Broadbanding 436
Contingency 420
Distributive justice 423
Employee compensation 412
Equity theory 422
Exempt employees 439
Expectancy 424
Expectancy theory 423
External equity 415
Fair Labor Standards Act (FLSA) 439
Goal-setting theory 421
Internal equity 415
Instrumentality 424
Job-based pay 434
Justice theory 422
Lag-the-market strategy 432
Lead-the-market strategy 432
Market-based pay 413
Meet-the-market strategy 432
Minimum wage 440

Motivation 419
Nonexempt employees 439
Overtime 441
Pay-for-performance 420
Pay level 428
Pay survey 428
Point system 434
Procedural justice 423
Reinforcement theory 419
Relational commitment 416
Salary compression 418
Skill-based pay 434
Transactional commitment 416
Uniform relational compensation 417
Uniform rewards 416
Uniform transactional compensation 417
Valence 424
Variable relational compensation 418
Variable rewards 416
Variable transactional compensation 417
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DISCUSSION QUESTIONS

 1. Why would an organization such as Marriott 
choose to pay wages that are higher than the 
wages paid by competitors?

 2. How might you react if you learned that a 
coworker who is new to the organization 
makes more money than you, even though you 
have five years’ experience? What theoretical 
perspectives explain your reactions?

 3. In organizations where you work, or will work, 
would you prefer compensation to be variable 
or uniform? Why?

 4. What things other than compensation might 
encourage you to have a long career with a 
specific organization?

 5. How would you react if you learned that your 
professor was going to pay $100 to the two 
individuals with the highest scores on the next 

exam? Would your study effort change? Would 
your enjoyment of the class change?

 6. Under what conditions might an organization 
choose a lag-the-market pay strategy?

 7. Which do you think is most fair: job-based pay 
or skill-based pay? Why?

 8. Do you think child labor laws are really neces-
sary in modern countries like the United States?

 9. Do minimum wage laws help society? Why or 
why not? Do you think the current minimum 
wage is set at the right level? If not, what do 
you think a fair rate might be?

 10. What specific aspects of compensation are 
most appropriate for an organization with a 
Loyal Soldier HR strategy? What characteristics 
are most closely aligned with a Free Agent HR 
strategy?

EXAMPLE CASE Delphi Corporation

The United Auto Workers filed an objection to Delphi Corporation’s plan to 
offer its top executives cash and bonuses potentially valued at more than $500 
million, arguing the proposal would impede the ability of the union to reach 
an agreement with the auto-parts supplier on wage and job cuts for hourly 
workers.

The UAW, along with other Delphi unions like the United Steel Workers, 
says the compensation plan “is decidedly the wrong message to Delphi’s work-
ers,” at a time union members are being asked to accept pay cuts from an aver-
age of $26 an hour to about $12.50 an hour.

“It is imperative that the debtor’s key personnel are appropriately incentiv-
ized to maximize the financial performance of the debtor’s operations,” says 
Delphi in its motion supporting the compensation plan. “The alignment of an 
incentive program that tracks the debtor’s goals is crucial to the debtor’s abil-
ity to navigate through this process and emerge successfully from Chapter 11.”

Under its proposed employee-compensation plan, Delphi would allocate 
$21.8 million for cash bonuses to executives during the first six months of 
bankruptcy, and then an additional $87.9 million for 486 U.S. executives who 
would receive 30 to 250 percent of their salaries once Delphi emerges from 
bankruptcy.

The most potentially lucrative element of the compensation plan is a pro-
posal to give Delphi’s top 600 worldwide executives 10 percent of the equity 
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in the reorganized company, a stake the unions estimate could be worth 
$400 million.

QUESTIONS
 1. How does equity theory explain the UAW’s reactions to the proposed 

compensation plan? How does equity theory explain Delphi leadership’s 
defense of the compensation proposal?

 2. What type of competitive strategy does the proposed compensation plan 
best fit? How would the proposal affect pay structure within Delphi?

 3. Based on concepts from agency theory and expectancy theory, how might 
the compensation proposal motivate executives?

 4. What procedural justice issues have been violated by Delphi’s proposal? 
What would you recommend for a compensation plan at Delphi?

Source: Jeffrey McCracken, “UAW Files Protest to Delphi Bonuses for Top Executives,” Wall Street 
Journal, November 25, 2005, p. A5. Reprinted by permission of Wall Street Journal, © 2005 Dow 
Jones & Company Inc. All Rights Reserved Worldwide. License Number 1753150729784.

DISCUSSION CASE Joe’s Hamburger Grill

Joe’s Hamburger Grill has been doing business in the same location for the 
past 20 years. The Grill is located in Phoenix, Arizona, and caters to college 
students by providing some of the world’s biggest hamburgers in a fun and 
casual dining atmosphere. Joe looks back with fondness on the 20 years that 
have passed since he first opened the grill. His primary motivation for start-
ing the business was the opportunity to work for himself. When he graduated 
from college, Joe took a job as an accountant and worked for a number of 
different companies. When he turned 40, Joe decided he was tired of working 
for a boss, so he began looking for an alternative opportunity. Knowing his 
love for cooking and his flair for providing great customer service, Joe’s wife 
and friends encouraged him to open the hamburger stand. After taking some 
time to decide what he wanted to do, Joe followed their advice and founded 
the business. By all accounts his efforts can be seen as a success. He has made 
a good living doing something that he truly enjoys.

When Joe turned 60 several years ago, he decided it was time to slow down 
and let someone else deal with the day-to-day hassles of running the business. 
He hired a manager to oversee operations at the Grill. After three months, 
the manager quit and started classes at the local university. Joe was then able 
to hire a manager who stayed for 18 months but left to work at a bigger store 
in Dallas, Texas. For the last three months, Joe has been trying to hire a new 
manager. He hasn’t been able to find someone he thinks will be a successful 
manager. Joe wonders if part of the problem is his compensation package.

When Joe hired the first manager, he decided to pay a monthly salary that 
included full health benefits. He didn’t know how much to pay as salary, so 
he asked the first manager how much she was making. He then offered her a 
$500 per month increase to work for him. The second manager seemed fine 
with the amount, but a few recent candidates have told him that he needs to 
pay more.
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One day one of Joe’s customers told him that she was taking a human 
resource management class where they were discussing compensation issues. 
Joe described his dilemma about trying to decide how much to pay a store 
manager. The customer offered to do some research and learn more about 
pay levels for managers. A few days later she brought Joe a graph that had 
information about pay practices. She told Joe that she had been unable to 
locate specific information about pay for restaurant managers. However, she 
had found some information about food service supervisors. Just looking at 
the information she felt that the amount for the supervisor position was prob-
ably too low for someone who actually managed the entire restaurant. She 
thus found some additional information about the wages for general man-
agers. She also looked at compensation figures for people who owned sales-
related businesses. Knowing that Joe’s had lost one manager to a job in Dallas, 
she included information about compensation in Dallas and another large 
city—Los Angeles.

Joe looks at the information in the graph and wonders what to do with it. 
He wonders how important it is to take into account pay in other cities. Will 
he need to pay wages similar to what is being paid to managers at larger com-
panies? Joe’s goal is to find a manager who will treat the Grill like an owner. 
He wants the manager to commit to several years of building and maintaining 
profitability. If things work out, he might even be willing to sell the Grill to a 
high-performing manager who shows loyalty.

QUESTIONS
 1. What are some suggestions that might help Joe as he thinks about 

 changing the way he pays someone to manage the Grill?
 2. Do you think Joe’s approach to determining how much to pay a 

 manager was successful? Would you recommend that he do something 
different?

 3. How might agency theory guide Joe as he thinks about finding a manager 
who might someday become the owner of the Grill?

 4. How can the concepts of equity theory guide Joe’s decisions concerning 
comparisons with pay in other cities and for other jobs?

 5. How might FLSA standards apply to Joe’s compensation decisions?

20092008200720062005

Year

General Manager (Phoenix)

General Manager
(Los Angeles)

Food Supervisor (Los Angeles)
Food Supervisor (Dallas)

Food Supervisor (Phoenix)

General Manager (Dallas)
Sales Proprietor (Phoenix)

Sales Proprietor (Dallas)

Sales Proprietor
(Los Angeles)

A
ve

ra
ge

 D
ol

la
rs

 P
er

 H
ou

r

10

40

20

15

45

35

25

30

50

c11.indd   448c11.indd   448 07/04/11   7:40 PM07/04/11   7:40 PM



Endnotes 449  

INTERACTIVE
EXPERIENTIAL EXERCISE

How Much to Pay: Finding the Right 
Balance at SuperFoods
http://www.wiley.com/college/sc/stewart

Access the comparison website to test your knowledge by completing 
a SuperFoods interactive role play.
In this exercise, word of your consulting success is spreading rapidly, and 
SuperFoods has retained your services to help management evaluate the 
company’s compensation strategy and practices. The basic HR strategy of 
SuperFoods, a producer of dairy products, is to keep pay levels low but to 
ensure fairness. As you talk with top managers about their beliefs concerning 
pay, it becomes quite clear to you how you can help them align the company’s 
compensation strategy with its overall competitive strategy. The management 
team has asked for your input on various aspects of compensation. What will 
you include in your recommendations that will allow the company to retain its 
current HR strategy? •

ENDNOTES
 1. Daniel M. Cable and Timothy A. Judge, “Pay Preferences 

and Job Search Decisions: A Person-Organization Fit 
Perspective,” Personnel Psychology 47 (1994): 317–348.

 2. Steven C. Currall, Annette J. Towler, Timothy A. Judge, 
and Laura Kohn, “Pay Satisfaction and Organizational 
Outcomes,” Personnel Psychology 58 (2005): 613–641.

 3. M. M. Petty, Bart Singleton, and David W. Connell, 
“An Experimental Evaluation of an Organizational 
Incentive Plan in the Electric Utility Industry,” Journal 
of Applied Psychology 77 (1992): 427–436.

 4. Douglas G. Jenkins Jr., Atul Mitra, Nina Gupta, and 
Jason D. Shaw, “Are Financial Incentives Related to 
Performance? A Meta-analytic Review of Empirical 
Research,” Journal of Applied Psychology 83 (1998): 
777–787.

 5. J. W. Marriott, Jr., “Competitive Strength,” Executive 
Excellence 18, no. 4 (2001): 3–4.

 6. Karl Fischer, Steven E. Gross, and Helen M. Friedman, 
“Marriott Makes the Business Case for an Innovative 
Total Rewards Strategy,” Journal of Organizational 
Excellence 22 (2003): 19–24.

Access the Bureau of Labor Statistics Internet site 
at www.bls.gov and find out how pay in your geo-
graphical area compares with pay in other geo-
graphical areas. First, find a wage survey on the 
site. Wage surveys can be forced in a number of 
areas. One source is to look under the tab labeled 
“Occupations” with a click on “Wages by Area and 
Occupation.” Then click on the label “For 450 
Occupations,” scroll down below “Get Detailed 
NCS Statistics” and create a customized table with 
input of a geographic area and occupation. The url 
is http:data.bls.gov/PDQ/outside.jsp? survey=nc. 
Look through the survey results and find pay data 
for five different jobs in the geographic area that is 
closest to where you live. Next, obtain data for the 
five jobs from two additional geographic areas.

One area should be very similar to where you live, 
and the other area should be very different. Compare 
the pay survey results for the five jobs in the three 
geographic areas. Answer the following questions:

QUESTIONS
 1. Which job has pay that is most similar across the 

geographic areas?
 2. Which geographic area has the highest pay level?
 3. What do you think accounts for differences in 

pay level across geographic areas?
 4. Why is pay higher in a geographic area for some 

jobs but not others?
 5. What concerns would you have about using 

these data to actually determine how much to 
pay employees in the jobs you identified?

Conduct a Pay Survey 
Using BLS Data

EXPERIENTIAL 
EXERCISE

c11.indd   449c11.indd   449 07/04/11   7:40 PM07/04/11   7:40 PM



450 Chapter 11 • Motivating Employees Through Compensation

 7. Fischer, Gross, and Friedman, “Marriott Makes the 
Business Case,” 19–24; Faye Hansen, “Power to the 
Line People,” Workforce 82, no. 6 (2003): 70.

 8. Howard Risher, “Planning a ‘Next Generation’ 
Salary System,” Compensation and Benefits Review 34, 
no. 6, (2002): 13–23; Hansen, “Power to the Line 
People,” 70.

 9. Anonymous, “Business: No Prizes for Runners-up: 
Rewarding Employees,” The Economist 362, no. 8258 
(2002): 57–58; Chad Kaydo, “Marriott’s Incentives 
Strike Gold,” Sales and Marketing Management 150, 
no. 12 (1998): 97.

 10. http://marriott.com/careers/default.mi
 11. Peter Bamberger and Ilan Meshoulam, Human Resource 

Strategy (Thousand Oaks, CA: Sage, 2000).
 12. M. Bloom and George T. Milkovich, “Relationships 

among Risk, Incentive Pay, and Organizational 
Performance,” Academy of Management Journal 41 
(1998): 283–297.

 13. David B. Balkin and Luis R. Gomez-Mejia, “Matching 
Compensation and Organizational Strategies,” Strategic 
Management Journal 11 (1990): 153–169.

 14. Bamberger and Meshoulam, Human Resource Strategy.
 15. Barry Gerhart and George T. Milkovich, 

“Organizational Differences in Managerial 
Compensation and Financial Performance,” Academy of 
Management Journal 33 (1990): 663–691.

 16. David B. Balkin and Luis R. Gomez-Mejia, “Toward 
a Contingency Theory of Compensation Strategy,” 
Strategic Management Journal 8 (1987): 169–182; Balkin 
and Gomez-Mejia, “Matching Compensation and 
Organizational Strategies.”

 17. Denise M. Rousseau, Psychological Contracts in 
Organizations (Thousand Oaks, CA: Sage, 1995).

 18. Jason D. Shaw and Nina Gupta, “Pay System 
Characteristics and Quit Patterns of Good, Average, 
and Poor Performers,” Personnel Psychology 60 (2007): 
903–928.

 19. C. Bram Cadsby, Fei Song, and Francis Tapon, 
“Sorting and Incentive Effects of Pay for Performance: 
An Experimental Investigation,” Academy of Management 
Journal 50 (2007): 387–405.

 20. Terence R. Mitchell, “Matching Motivational 
Strategies with Organizational Contexts,” Research in 
Organizational Behavior 19 (1997): 57–149.

 21. B. F. Skinner, Contingencies of Reinforcement (New York: 
Appleton-Century-Crofts, 1969); Tim R. V. Davis 
and Fred Luthans, “A Social Learning Approach to 
Organizational Behavior,” Academy of Management 
Review 5 (1980): 281–291.

 22. S. J. Peterson and Fred Luthans, “The Impact of 
Financial and Nonfinancial Incentives on Business-
Unit Outcomes over Time,” Journal of Applied 
Psychology 91 (2006): 156–165; Alexander D. Stajkovic 
and Fred Luthans, “A Meta-Analysis of the Effects 
of Organizational Behavior Modification on Task 
Performance, 1975–1995, Academy of Management 
Journal 40 (1997): 1122–1149.

 23. Alexander D. Stajkovic and Fred Luthans, “Differential 
Effects of Incentive Motivators on Work Performance,” 
Academy of Management Journal 44 (2001): 580–590; 
Alexander D. Stajkovic and Fred Luthans, “Behavioral 

Management and Task Performance in Organizations: 
Conceptual Background, Meta-Analysis, and Test of 
Alternative Models,” Personnel Psychology 56 (2003): 
155–194.

 24. Edwin A. Locke and Gary P. Latham, A Theory of Goal 
Setting and Task Performance (Englewood Cliffs, NJ: 
Prentice Hall, 1990).

 25. Gary P. Latham and Edwin A. Locke, “Self Regulation 
through Goal Setting,” Organizational Behavior and 
Human Decision Processes 50 (1991): 212–247.

 26. Edwin A. Locke and Gary P. Latham, “Building a 
Practically Useful Theory of Goal Setting and Task 
Motivation,” American Psychologist 57 (2002): 707–717.

 27. Gary P. Latham, “The Motivational Benefits of Goal 
Setting,” Academy of Management Executive 18, no. 4 
(2004): 126–129.

 28. Edwin A. Locke, “Linking Goals to Monetary 
Incentives,” Academy of Management Executive 18, no. 4 
(2004): 130–133. 

 29. J. S. Adams, “Inequity in Social Exchange, in L. 
Berkowitz (Ed.), Advances in Experimental Social 
Psychology, Vol. 2 (New York: Academic Press, 1965), 
pp. 267–299.

 30. Michael M. Harris, Frederick Anseel, and Filip Lievens, 
“Keeping Up With the Joneses: A Field Study of the 
Relationships among Upward, Lateral, and Downward 
Comparisons and Pay Level Satisfaction,” Journal of 
Applied Psychology 93 (2008): 665–673.

 31. Gerald Greenberg, “Employee Theft as a Reaction 
to Underpayment Inequity: The Hidden Cost of Pay 
Cuts,” Journal of Applied Psychology 75 (1990): 561–568.

 32. Benjamin Dunford, John Boudreau, and Wendy 
Boswell, “Out-of-the-Money: The Impact of 
Underwater Stock Options on Executive Job Search,” 
Personnel Psychology 58 (2005): 67–102.

 33. Thomas Begley and Cynthia Lee, “The Role of 
Negative Affectivity in Pay-at-Risk Reactions: 
A Longitudinal Study,” Journal of Applied Psychology 
90 (2005): 382–388.

 34. Margaret L. Williams, Michael A. McDaniel, and 
Nhung T. Nguyen, “A Meta-Analysis of the Antecedents 
and Consequences of Pay Level Satisfaction,” Journal of 
Applied Psychology 91 (2006): 392–413.

 35. Charlie O. Trevor and David L. Wazeter, 
“A Contingent View of Reactions to Objective Pay 
Conditions: Interdependence among Pay Structure 
Characteristics and Pay Relative to Internal and 
External Referents,” Journal of Applied Psychology 91 
(2006): 1260–1275.

 36. G. S. Leventhal, J. Karuza, and W. R. Fry, “Beyond 
Fairness: A Theory of Social Allocation Preferences,” in 
G. Mikula (Ed.), Justice and Social Interaction (New York: 
Springer-Verlag, 1980), pp. 27–55.

 37. Maria P. Miceli, Iljae Jung, Janet P. Near, and David B. 
Greenberger, “Predictors and Outcomes of Reactions 
to Pay-for-Performance Plans,” Journal of Applied 
Psychology 76 (1991): 508–521.

 38. Jason A. Colquitt, Donald E. Conlon, Michael J. 
Wesson, Christopher O.L.H. Porter, and K. Yee Ng, 
“Justice at the Millennium: A Meta-Analytic Review of 
25 Years of Organizational Justice Research,” Journal of 
Applied Psychology 86 (2001): 425–445.

c11.indd   450c11.indd   450 07/04/11   7:40 PM07/04/11   7:40 PM



Endnotes 451  

Performance,” Journal of Applied Psychology 75 (1990): 
185–193.

 50. www.bls.gov/home.htm
 51. Luis R. Gomez-Mejia and David B. Balkin, 

Compensation, Organizational Strategy, and Firm 
Performance (Cincinnati, OH: South-Western, 1992).

 52. Anonymous, “Getting the Most Out of Salary Surveys,” 
HR Focus 82, no. 4 (2005): 6–7.

 53. Holly Dolezalek, “The 2005 Annual Salary Survey,” 
Training 42, no. 10 (2005): 12–23.

 54. Gomez-Mejia and Balkin, Compensation.
 55. www.haygroup.com/ww/Issues/index.asp?id5606
 56. Craig Skenes and Brian H. Kleiner, “The Hay System 

of Compensation,” Management Research News 26, 
no. 2–4 (2003): 109–115.

 57. Some of the data for these ranges were adapted from 
Karl E. Reichardt and David L. Schroeder, “2005 Salary 
Survey,” Strategic Finance 87, no. 12 (2006): 34–50.

 58. Edward E. Lawler III, Strategic Pay: Aligning 
Organizational Strategies and Pay Systems (San Francisco: 
Jossey-Bass, 1990).

 59. Ibid.
 60. Ibid.
 61. Brian Murray and Barry Gerhart, “An Empirical 

Analysis of a Skill-Based Pay Program and Plant 
Performance Outcomes,” Academy of Management 
Journal 41 (1998): 68–78.

 62. Fred S. Steingold, The Employer’s Legal Handbook 
(Berkeley, CA: NOLO, 2000).

 63. Susan Faludi, “At Nordstrom Stores, Service Comes 
First—But at a Big Price,” Wall Street Journal, February 20, 
1990, A1; Stuart Silverstein, “Nordstrom to Change Its 
Timekeeping Procedures,” Los Angeles Times, February 
24, 1990, D2.

 64. www.dol.gov/esa/regs/compliance/whd/mwposter
.htm

 65. Aparna Joshi, Hui Liao, and Susan E. Jackson, 
“Cross-level Effects of Workplace Diversity on Sales 
Performance and Pay,” Academy of Management Journal 49 
(2006): 459–481.

 66. Timothy A. Judge and Beth A. Livingston, “Is the 
Gap More Than Gender? A Longitudinal Analysis of 
Gender, Gender Role Orientation, and Earnings,” 
Journal of Applied Psychology 93 (2008): 994–1012.

 39. Victor H. Vroom, Work and Motivation (New York: 
Wiley 1964).

 40. Alexander D. Stajkovic and Fred Luthans, “Self-Efficacy 
and Work-Related Performance: A Meta-Analysis,” 
Psychological Bulletin 124 (1998): 240–261.

 41. Greg L. Stewart and Amit K. Nandkeolyar, 
“Intraindividual Variation in Sales Outcomes: 
Exploring the Interactive Effects of Personality and 
Environmental Opportunity,” Personnel Psychology 
59(2006): 307–332; Robert P. Steel and Anthony J. 
Mento, “Impact of Situational Constraints on 
Subjective and Objective Criteria of Managerial Job 
Performance,” Organizational Behavior and Human 
Decision Processes 37 (1986): 254–265.

 42. E. Fama and M. Jensen, “Separation of Ownership 
and Control,” Journal of Law and Economics 26 (1983): 
301–325.

 43. Kathleen M. Eisenhardt, “Agency Theory: An 
Assessment and Review,” Academy of Management Review 
14 (1989): 57–73.

 44. A. Basu, R. Lai, V. Srinivasan, and R. Staelin, 
“Salesforce Compensation Plans: An Agency Theoretic 
Perspective,” Marketing Science 4 (1985): 267–291.

 45. E. L. Deci, R. Koestner, and R. M. Ryan, “A Meta-
Analytic Review of Experiments Examining the 
Effects of Extrinsic Rewards on Intrinsic Motivation,” 
Psychological Bulletin 25 (1999): 627–668; Alfie Kohn, 
“Why Incentive Plans Cannot Work,” Harvard Business 
Review (September–October 1993): 54–63.

 46. R. Eisenberger and J. Cameron, “Detrimental Effects 
of Rewards: Reality or Myth?” American Psychologist 51 
(1996): 1153–1166.

 47. Linda Rhoades and Robert Eisenberger, “Perceived 
Organizational Support: A Review of the Literature,” 
Journal of Applied Psychology 87 (2002): 698–714.

 48. Edward E. Lawler III, Strategic Pay: Aligning 
Organizational Strategies and Pay Systems (San Francisco: 
Jossey-Bass, 1990).

 49. D. F. Crown and J. G. Rosse, “Yours, Mine, and 
Ours: Facilitating Group Productivity through 
the Integration of Individual and Group Goals,” 
Organizational Behavior and Human Decision Processes 
64 (1995): 138–150; T. R. Mitchell and W. S. Silve, 
“Individual and Group Goals When Workers Are 
Interdependent: Effects on Task Strategies and 

c11.indd   451c11.indd   451 07/04/11   7:40 PM07/04/11   7:40 PM



She feels strongly that 
sales representatives 
with higher performance 
should receive more pay. 
The problem comes in defining high performance. 
In the group that she supervises, Towanda can 
identify two sales representatives who always have 
top sales numbers. Unfortunately, they also seem 
to negatively influence the sales figures for other 
representatives. Other representatives frequently 
allege that their sales numbers are high because 
they are not team players. The top individual per-
formers seldom help others, and they do not ser-
vice customers unless it is obvious that substantial 
purchases will result. They have also been accused 
of stealing clients from other sales representatives.

The task force has discussed a plan to decrease 
individual incentives and increase team incentives. 
This plan would place more emphasis on maximizing 
the overall performance of the sales team and would 
have the effect of making compensation for all team 
members more similar. But Towanda wonders whether 

Designing Compensation 
and Benefit Packages

C h a p t e r  1 2

A  M A N A G E R ’ S  P E R S P E C T I V E

TOWANDA DRIVES TOWARD THE CAFÉ WHERE SHE IS 
 MEETING A SMALL GROUP OF SALES REPRESENTATIVES 
WHOM SHE SUPERVISES. SHOULD SHE ASK THEIR OPIN-
IONS ABOUT THE ISSUES ON HER MIND?

Although Towanda has had little experience in 
human resource management, she has been placed 
on a task force charged with examining different 
approaches to compensation. One issue the task 
force has discussed is employee benefits. Towanda 
was surprised to learn that almost one-third of 
what the company spends on compensation is 
used to provide employee benefits such as health 
insurance. In some ways this doesn’t make sense. 
Why not just pay higher wages and let employees 
who want things like insurance obtain their own? 
Towanda thinks that sales representatives might 
be happier if they received bigger raises and fewer 
benefits. Most members of the task force, however, 
feel that the sales representatives place a high 
value on employee benefits.

Towanda agrees with other members of the 
task force when it comes to pay for performance. 
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WHAT DO YOU THINK?
Suppose you are in the café and overhear Towanda and 
the sales representatives discussing compensation. Members 
of the group make the following statements. Which of the 
statements do you think are true? 

Organizations increase the value of overall 
compensation by providing benefits such 
as insurance and retirement plans.

If all members of a team are paid the same 
amount, some individual team members 
will not work as hard.

Receiving an annual raise is a key 
 motivator for most employees.

Giving company stock to employees is a 
poor motivational tool.

Most young people who are just graduat-
ing from college are willing to work long 
hours in boring jobs as long as they receive 
high wages.

?

T OR F

T OR F

T OR F

T OR F

T OR F

THE BIG PICTURE Effective Organizations Develop Compensation Packages That 
Align Overall Human Resource Strategy with Incentives.

placing less emphasis on individual compensation 
will really increase cooperation among team mem-
bers. If the team-based plan is adopted, will overall 
sales in her department increase or decrease?

Towanda is bothered by a proposal to create a ser-
vice center that helps sales representatives with per-
sonal tasks such as dropping off dry cleaning. Should 
the organization really be expected to take care of per-
sonal tasks? Will providing personal services increase 
motivation or simply create feelings of entitlement?

As she pulls into the parking lot of the café, 
Towanda sees two of her representatives convers-
ing in the lobby. She trusts both of them, and she 
definitely wants to make sure they are happy with 
their compensation. She thus decides to ask their 
opinions about the benefits and incentives being 
considered by the task force.
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How Can a Strategic Compensation Package Make 
an Organization Effective?

Chapter 11 discussed principles of motivation and described the concepts 
of pay level and pay structure. In this chapter, we extend these ideas by 
examining specific components of compensation packages. A compensation 
 package represents the mix of rewards employees receive from the organiza-
tion. Money paid as wages or salary is the largest component of most com-
pensation packages. Some workers are paid a fixed amount for each time 
period, but for others the amount varies with performance. In these situa-
tions, determining the percentage of pay that will depend on performance 
is an important compensation decision. When pay is linked to performance, 
another important decision concerns whether the amount paid will depend 
on individual performance, the performance of a group, or the performance 
of the organization as a whole. Still another part of the compensation pack-
age is made up of employee benefits such as health insurance and retire-
ment savings, and organizations must decide what proportion of employees’ 
compensation will take this form. In making all these important compensa-
tion decisions, as in making decisions about other human resource prac-
tices, a key to success is to ensure that the decisions align with organizational 
strategy.

An example of an organization that aligns compensation practices with com-
petitive business strategy is IKEA, which manufactures and sells Scandinavian 
furniture at low prices. The company’s first showroom opened in Sweden in 
1953. Today, IKEA has grown into a global retailer operating in 37 countries. 
Total sales exceed $22 billion per year.1

IKEA’s competitive strategy is cost reduction. Ingvar Kamprad, the com-
pany founder, was born in a relatively poor province in Sweden. He grew up 
in a frugal community with limited resources. This upbringing helped shape 
his entrepreneurial goal to offer functional furniture at very low prices.2 In 
fact, the vision for IKEA today is to create a better everyday lifestyle for many 
by offering a wide range of well-designed, functional products at prices that 

Compensation package
The mix of salary, benefits, and 
other incentives that employees 
receive from the organization.

After reading this chapter you should be able to:

Describe basic elements of a compensation package.

Explain different features of base pay and employee benefit plans.

Explain various types of individual incentives, including the strengths and 
weaknesses of each form of incentive.

Explain various types of group and organizational incentives, including the strengths 
and weaknesses of each form of incentive.

Create compensation packages that align the mix of individual, group, and 
organizational incentives with human resource strategy.

LEARNING OBJECTIVE 1

LEARNING OBJECTIVE 2

LEARNING OBJECTIVE 3

LEARNING OBJECTIVE 4

LEARNING OBJECTIVE 5

L E A R N I N G  O B J E C T I V E S
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as many  people as possible can afford.3 The cost-cutting strategy is carried 
out so effectively that prices on the same products often fall from one year 
to the next.4

IKEA reduces costs by building showrooms where customers serve them-
selves. Each store is staffed by a limited number of salespeople, who are 
different from typical furniture salespeople. Instead of using high-pressure 
sales techniques, associates at IKEA generally stand in the background and 
seek to be helpful when customers ask them for assistance or when they 
observe customers needing help. Once they make a purchase, customers 
are expected to help lift and load furniture, as well as assemble it.5 These 
staff reduction practices allow IKEA to hire fewer employees, which reduces 
payroll costs.

Consistent with the low-cost strategy, most employees at IKEA are paid a 
relatively low hourly wage. Efforts are made to treat everyone the same. A 
good example occurred a few years ago when the total dollar value of sales for 
the entire company on a particular day was split evenly among all employees. 
All managers and staff members received the same amount.6 Since employ-
ees tend to be treated similarly regardless of performance, few workers make 
much more than minimum wage. IKEA also minimizes long-term compensa-
tion such as stock options. Yet a substantial number of potential workers apply 
for each open position, and employee turnover is quite low for the industry.7 
So why do employees choose to work at IKEA?

The key to effective compensation at IKEA is benefits. Employees don’t 
generally choose to work at IKEA because they receive high wages. They 
choose IKEA because they feel that IKEA provides them with an opportu-
nity to balance work with other aspects of life. Employees don’t stay with 
IKEA because they expect to receive cash bonuses. Rather, IKEA retains 
employees with incentives such as flexible scheduling and generous health-
care plans. Almost the entire expense for health and dental insurance is 
paid by IKEA. Full medical and dental benefits are offered to part-time 
employees who work at least 20 hours per week. Once workers have been 
employed for a year, they become eligible to participate in a retirement sav-
ings program where IKEA pays up to 3 percent of salary into a retirement 
fund.8 Perhaps most important, employees are allowed to use flextime and 
job sharing to help them meet family demands.9 IKEA also tries to provide 
employees with the opportunity to improve themselves through benefits 
such as tuition assistance and discounts for weight loss and smoking cessa-
tion programs.

IKEA thus uses compensation to help attract and retain a specific type of 
worker. The best employees are not superstar individual performers but rather 
solid team players. They value frugality and life balance more than high mon-
etary rewards. Interestingly, almost half of IKEA’s top earners are women.10 As 
a whole, employees appreciate the opportunities offered by IKEA enough that 
the company is ranked as one of Fortune’s “100 Best Companies to Work For.” 
The end result is a workforce of highly committed employees who feel they 
are valued and treated fairly even though they do not receive extra ordinarily 
high wages. Motivating with benefits rather than high wages is thus a critical 
aspect of IKEA’s strategic effort to reduce cost. The cost reduction strategy 
has been effective during the recent recession, as IKEA focused on expanding 
and taking market share from other companies that sell furniture at higher 
prices.11
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Much of IKEA’s success can be traced to alignment between competitive 
strategy and compensation. Compensation practices help reduce labor costs, 
which in turn helps IKEA meet its strategy of producing and selling goods at 
the lowest possible price. However, the practices that best support this low-cost 
strategy may be very different from the practices that are best for a company 
pursuing another strategy. A company must carefully consider its strategic 
objectives when designing a package of wages and benefits. In this section, we 
discuss several elements of strategic design for compensation packages.

AT-RISK COMPENSATION
One element of strategic design is the amount of pay to place at risk. At-risk 
pay is compensation that can vary from pay period to pay period. The money 
is at risk because the employee will not earn it unless performance objectives 
are met. You can understand the issues associated with at-risk compensation by 
thinking about two different grading options that a professor might offer stu-
dents. One option is for students to receive a B grade if they attend all classes 
and complete all assignments. There is relatively little risk with this option. 
Simply being in class and doing the work is enough to receive the B grade. 
The second option is riskier. Students choosing the second option will have all 
their assignments scored and receive a grade based on performance. Students 
who perform well will receive a grade higher than B, but those who perform 
poorly will receive a grade lower than B. Which of the options would you 
 prefer? Would your actions and study habits be the same with both options?

The notion of at-risk pay relates to the motivational theories discussed 
in Chapter 11. Reinforcement theory and expectancy theory suggest that 
 motivation is higher when at least some pay is at risk. Thus, most students 

At-risk pay
Compensation where the amount 
varies across pay periods 
depending on performance.

IKEA
IKEA is a global furniture manufacturer and 
retailer with over 123,000 employees. Human 
resource management at IKEA builds com-
petitive strength by

 • Minimizing labor costs by designing 
work processes that require fewer employees.

 • Developing a compensation package that uses entry-level wages and 
uniform pay to create a spirit of cooperation.

 • Building employee loyalty with employee benefits such as health 
 insurance, retirement savings, and flexible work scheduling.

Building Strength 
Through HR

How Do Compensation Packages Align with Strategy?

LEARNING OBJECTIVE 1
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work harder when their assignments are scored and reflected in an overall 
grade. Agency theory also suggests that when people bear the risk for out-
comes, they want the opportunity to earn higher rewards. In the grading 
example, students will choose the second option only if there is a chance that 
they can earn a grade higher than the B that is guaranteed in the first option.

In practice, most compensation packages include some at-risk pay and 
some guaranteed rewards. The key to aligning compensation and strategy is to 
determine how much of the compensation to place at risk. On the one hand, 
organizations pursuing a differentiation strategy generally seek to hire and 
retain high individual performers. These organizations succeed by encour-
aging employees to exceed minimum expectations. The organizations can 
do this, in part, by offering employees strong incentives that place a substan-
tial amount of compensation at risk.12 Placing a high proportion of pay at 
risk is thus common for organizations pursuing differentiation strategies. In 
contrast, organizations with cost leadership strategies, such as IKEA, prefer 
that employees make consistent contributions. Consistency is encouraged by 
rewarding employees who loyally complete basic tasks. A relatively low per-
centage of at-risk pay is thus common for organizations pursuing cost reduc-
tion strategies.

LINE OF SIGHT
Another element of strategic compensation packages concerns employees’ 
perceptions of their ability to influence important outcomes. It is important 
for employees to perceive that their actions truly influence the outcomes used 
for determining whether they receive a particular reward. In other words, 
employees’ motivation increases when they are rewarded for outcomes that 
are within their line of sight.

Students who have worked on both group and individual assignments have 
experience with the line of sight concept. Line of sight is clear for individual 
assignments. Students can see how personal effort on an individual assign-
ment is an important determinant of the grade they receive. The value of 
working hard is less clear for many group assignments, since the grade is 
determined by the inputs of many individuals. Students may not be motivated 
to work hard on group projects unless they feel their inputs will truly influ-
ence the overall grade. For any one person, the line of sight is more distant, 
and therefore less motivating, for group projects.

Like at-risk pay, line of sight has important connections with the moti-
vational theories presented in Chapter 11. Expectancy theory suggests that 
people are motivated only when they believe their efforts will result in higher 
performance. Justice theory points out that motivation is higher when  people 
believe that individuals with greater inputs receive better rewards. In the group 
grade example, these principles suggest that students will not work hard in 
groups unless they believe that their efforts will influence the final grade and 
unless they believe that members of the group who contribute more will be 
recognized with higher individual rewards. As illustrated in the “How Do We 
Know?” feature, properly determining whether to provide individual or group 
incentives requires careful analysis.

Effective compensation packages incorporate the line of sight principle. For 
example, a consulting firm might offer an accountant a bonus for  receiving 
high ratings from a client where the accountant has been assigned to work. This 
action makes more sense than offering a bonus for overall corporate sales, as 

Line of sight
The extent to which employees 
can see that their actions 
influence the outcomes used to 
determine whether they receive 
a particular reward.
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DOES PAYING SOME EMPLOYEES MORE THAN OTHERS 
INCREASE PRODUCTIVITY?
Is an organization’s workforce more motivated 
when some employees get paid more than oth-
ers? Or does offering different rewards decrease 
teamwork and cooperation? In order to answer 
these questions, Jason Shaw, Nina Gupta, and 
John Delery explored how variability in pay influ-
ences workforce performance. They specifically 
compared the productivity of organizations with 
high pay variance to the productivity of organiza-
tions where all employees receive similar wages. In 
one study, they obtained data on pay for 379 truck 
drivers. In another study, they obtained compensa-
tion data from 141 concrete pipe plants. They also 
examined measures of organizational performance 
from both companies.

Results revealed that the benefit of pay variability 
depends on two variables: whether compensation 
is based on individual or group performance and 
whether workers need to closely coordinate their 
efforts. Organizational performance was enhanced 
when differences in pay were based on differences 
in individual performance. At the same time, acci-
dents increased and productivity declined when 
differences in pay were dependent on group per-
formance. However, individual incentives did not 
always lead to performance improvement. Further 
analyses found pay variability to be harmful when 
employees’ tasks required them to work together 
closely. Spreading out pay was most effective when 

individuals were able to work by themselves with-
out relying heavily on contributions from others. 
Paying some employees more than others thus 
improved performance most when there was a 
combination of individual incentives and work 
tasks that required little coordination with other 
workers.

The Bottom Line. The effects of variable 
compensation are not consistent across organiza-
tions. Paying some people more than others can 
actually harm an organization’s performance when 
workers are required to work together and when 
group incentives are used. When work outcomes 
depend on group effort, employees appear to per-
ceive injustice when some are paid more than oth-
ers. In such cases, compensation is best structured 
in ways that do not pay some employees a great 
deal more than others. However, high pay variabil-
ity can be beneficial when the basis for the differ-
ences in pay is individual contribution and when 
employees are able to work primarily as individu-
als. The researchers thus conclude that the ben-
efits of pay dispersion depend a great deal on the 
work context.

Source: Jason D. Shaw, Nina Gupta, and John E. Delery, “Pay 
Dispersion and Workforce Performance: Moderating Effects 
of Incentives and Interdependence,” Strategic Management 
Journal 23 (2002): 491–512.

How Do We Know?

the accountant may be able to do little to influence sales to other clients. The 
line of sight principle does not relate consistently to the basic HR strategies. 
We will, however, use this concept as we discuss various elements of compen-
sation packages, and particularly as we discuss the relative value of rewarding 
employees either for individual contributions or for group contributions.

COMMON ELEMENTS OF COMPENSATION 
PACKAGES
Compensation packages are best when adapted to fit the unique needs of a 
specific organization. The “Building Strength Through HR” illustrates how 
three companies altered their pay practices in order to face the challenge of 
a recession. Each of these approaches was very different depending on the 
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STRATEGICALLY MANAGING 
COMPENSATION DURING 
A RECESSION

The recession of 2009 forced many companies to 
rethink their compensation strategies. An increased 
emphasis on cost reduction increased efforts to 
reduce labor expense. Companies approached the 
problem of reducing labor cost in different ways. 
The underlying key to making it work was open com-
munication with employees. Here are three specific 
examples of what small, entrepreneurial companies 
did to alter their compensation practices.

Eight Crossings, a medical and legal transcrip-
tion company, was pressured into providing ser-
vices at a lower cost. Historically, the company had 
paid transcriptionists at an above-the-market rate. 
However, given that labor cost represents almost 
the entire operating expenditure, Eight Crossings 
decided that it needed to reduce the pay of tran-
scriptionists. CEO Patrick Maher determined that 
even though employees were paid by the amount 
of work they completed, most transcription jobs 
included a portion of boilerplate text that did not 
require as much employee effort. He estimated the 
boilerplate work to be about 5 percent of each job, 
which led him to carry out a 5 percent reduction in 
pay. He carefully explained his reasoning for the 
change to employees. Employees accepted the pay 
cut, and many thanked him for preserving their 
jobs during difficult economic times.

Passageways designs and sells Web-based appli-
cations for banks and credit unions. Company 
owner Paroon Chadha found that many clients 
were demanding large discounts during the reces-
sion. He felt that his sales representatives were too 
willing to give discounts. When he looked at the 
compensation plan, he realized that the commis-
sion structure made it so that a representative who 
gave a discount lost much less than the  company. 

He restructured the plan so that sales representa-
tives earned a higher rate of commission when they 
did not agree to discounts. The new structure bet-
ter aligned the representatives’ interests with the 
company’s interests. The overall result was signifi-
cantly fewer discounts, which translated into not only 
higher company profits but also higher take-home 
pay for many sales representatives.

Gotham Dream Cars rents luxury sport cars, such 
as Lamborghinis and Ferraris. As expected, demand 
for the use of a luxury car decreased when the 
economy turned bad. CEO Noah Lehmann-Haupt 
decided that he needed to cut prices and expenses 
in order to stay in business. To do so he cut his own 
salary by 40 percent and the salaries of his employ-
ees by about 20 percent. Demand for the luxury cars 
increased a great deal when he offered them at a 
lower price, and his company was soon back to prof-
itability. Key employees demanded that their pay be 
returned to where it was before the economic diffi-
culties. They even tendered their resignations unless 
their pay was restored. After listening carefully to 
their concerns and considering the cost of hiring new 
workers, Lehmann-Haupt restored the salaries and 
looked to other areas for ongoing cost reduction.

Source: Darren Dahl, “The New Rules for Compensation,” 
Inc. 31, No. 6 (2009): 91–97.

Building Strength Through HR

organization’s circumstances. Basic elements of compensation, however, are 
common across organizations. One element is base pay. Base pay is a form 
of compensation that is not at risk and may consist of an hourly wage or an 
annual salary. As explained in Chapter 11, a certain level of base pay is often 
required by minimum wage laws. Base pay gives employees a sense of security 

Base pay
Compensation that is consistent 
across time periods and 
not directly dependent on 
performance level.
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and provides them with a minimum guaranteed reward for joining an organi-
zation. Base pay is not contingent on performance, which makes it relatively 
ineffective for motivating performance.

Another element of compensation packages that is usually not at risk is 
the employee benefit package. Employee benefits, as we’ve already seen, are 
rewards other than monetary salary and wages. Organizations are required by 
laws and tax regulations to provide similar benefits to all employees. Benefits 
thus represent an element of compensation that is not at risk. Benefits also 
represent a form of long-term compensation that builds loyalty and binds 
employees to an organization. This makes benefits a valuable component of 
compensation plans for organizations with an internal labor orientation.

One common form of at-risk reward is the individual incentive. An  individual 
incentive is a reward that is based on the personal performance of the employee. 
Individual incentives can easily be linked to performance behaviors and out-
comes. These incentives thus have a clear line of sight, which makes them pow-
erful motivators. Yet, individual incentives also have the potential to destroy 
cooperation among employees. Workers who focus too much on achieving high 
individual performance often harm the overall performance of the group.13 
Individual incentives must therefore be carefully structured to encourage per-
sonal effort without destroying group cooperation. At the individual level, paying 
people by the hour rather than a salary has also been found to make employees 
much more conscious of the value of time,14 which can increase their motiva-
tion. Focusing on time can, however, have negative effects such as employees 
being less willing to volunteer to do task for which they are not paid.15 

Another form of at-risk reward that is common in compensation packages 
is the group incentive. A group incentive is a reward based on the collective 
performance of a team or organization. Because individual incentives can 
harm cooperative effort, many organizations use group incentives to focus 
workers’ attention on contributing to the shared goals of the broader group.16 
However, group incentives present their own problems. The main problem 
occurs when line of sight is so distant that individual workers fail to provide 
maximum personal effort.17 Effective group incentives must therefore encour-
age individuals to contribute maximum personal effort in order to assure the 
success of the team or organization.

Figure 12.1 shows how base pay, benefits, individual incentives, and 
group incentives can combine to create an overall compensation  package. 

Employee benefits
Rewards other than salary and 
wages; typically include things 
such as retirement savings and 
insurance.

Individual incentive
A reward that depends on the 
performance of the individual 
employee.

Group incentive
A reward that depends on the 
collective performance of a 
group of employees.

Base
Pay

Employee
Benefits

Individual
Incentives

Group
Incentives

What Percentage of Compensation
Should Be Based on Performance?

Fixed
Compensation

At-Risk
Compensation

How Should Individual and
Group Incentives Be Allocated?

Figure 12.1 Combining 
Compensation Package 
Elements.
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One important decision in constructing the package is how much of overall 
compensation will be guaranteed and how much will be at risk. Compensation 
packages with comprehensive benefits and high percentages of base pay place 
very little of the reward at risk. If a package includes at least some at-risk com-
pensation, then the next critical decision concerns the mix of individual and 
group incentives. Both types of incentive have strengths and weaknesses, and 
differences in the line of sight must be taken into account to encourage coop-
eration without diminishing individual motivation. The following sections 
describe the four elements of compensation shown in the figure, along with 
the strengths and weaknesses of each. Once we have discussed the basic issues 
associated with each of the four compensation package elements, we will fur-
ther explore how the elements can be combined to support an overall HR 
strategy.

?
CONCEPT CHECK
 1. How do guaranteed and at-risk compensation differ?
 2. What is meant by the compensation term line of sight?

What Are Common Approaches to Base Pay?

LEARNING OBJECTIVE 2

As noted earlier, base pay is compensation that is provided for time worked; 
it is not contingent on performance. Base pay provides employees with sta-
bility, because it enables them to plan and budget their personal finances. 
Some people prefer not to take risks and are therefore attracted to orga-
nizations that guarantee them a specific income. From the organization’s 
standpoint, base pay is simple to calculate. In practice, most organizations 
combine base pay with other incentives. Base pay provides a security net for 
employees, whereas individual and group incentives provide rewards for high 
performance.

As explained in our discussion about pay structure in Chapter 11, there are 
two basic methods for allocating base pay. The first uses job-based analysis. 
Each job is evaluated with a point system, and base pay is set at a higher level 
in jobs worth more points. The second method for allocating base pay uses 
skill-based analysis. Skill sets are defined in terms of the number of tasks that 
an employee is capable of performing. Employees who are able to perform 
more tasks are paid a higher base wage. As explained in Chapter 11, job-based 
and skill-based methods have different strengths. Job-based methods appear 
to be less biased and provide employees with higher compensation when the 
tasks they do require more knowledge and skill. Skill-based methods provide 
employees incentives to learn new skills.

Regardless which method is chosen, organizations must establish a base pay 
rate that determines compensation for individual workers. The rate is partially a 
function of the pay level decision that was discussed in Chapter 11. Organizations 
with lead-the-market strategies will need to establish a higher compensation level 
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than organizations with lag-the-market strategies. Yet simply establishing a pay 
level is not the only step in establishing base pay. The overall pay level includes 
both base pay and incentives. The main question is therefore what percentage of 
overall pay will be provided as base pay and what percentage as incentive pay. In 
general, organizations that seek innovation and higher individual performance 
place a larger percentage of total compensation at risk. This means that base pay is 
usually a higher percentage of overall compensation in organizations that pursue 
Bargain Laborer and Loyal Soldier HR strategies. However, the “Building Strength 
Through HR” feature describes how Netflix goes against the grain and uses a high 
rate of base pay as a strong incentive for high performance. They focus on base 
pay, even though their overall HR strategy is closer to the Free Agent strategy.

NETFLIX

Netflix is a well-known company that rents DVDs 
through the mail. The company has over 2,000 
employees and annual revenue of $1.4 billion. Each 
day as many as 2 million DVDs are sent through the 
mail by Netflix. The company openly advertises that 
it pays an above average wage. None of the compen-
sation comes in the form of a bonus; it is all guaran-
teed base pay. The logic behind such a system is that 
the company only hires top-notch employees who 
would all earn their bonuses anyway, so why not just 
fold the bonus into base pay. Employees can take 
stock options if they desire, but the market value of 
the options is subtracted from their base pay. There 
is a health plan, but co-pays are quite high.

Each employee’s pay is set according to market, 
which simply captures what the person could be 
making elsewhere. An individual’s market value is 
determined by asking (1) what could the employee 
get elsewhere, (2) what would the company need 
to pay for someone to replace the employee, and 
(3) what does the company need to pay to keep the 
employee? Employees meet with their managers 

each year and discuss answers to the three questions. 
The result is a pay level that is not constrained by 
what others in the company are being paid. Company 
profits have no immediate effect on an individual’s 
pay.

Consistent with high base pay, the human resource 
system at Netflix places a great deal of trust in employ-
ees. Nobody keeps track of vacation time. Employees 
frequently refer their friends for positions at Netflix. 
But what happens when an employee does not meet 
expectations? Rather than lower his or her pay, the 
company gives a large severance bonus. CEO Reed 
Hastings advocates this approach as a way to over-
come a manager’s guilt for letting someone go. In 
the end, Netflix has a rather unorthodox approach to 
employee compensation, but the result is a workforce 
of highly committed employees who work hard.

Sources: www.netflix.com/jobs; Michelle Conlin, “Netflix: Flex 
to the Max; Surrounded by Fierce Rivals, Reed Hastings Keeps 
the Troops Motivated with Hefty Compensation and Luxe 
Perks, Including Lots of Time Off,” BusinessWeek, September 
24, 2007, p. 72.

Building Strength Through HR

?
CONCEPT CHECK
 1. How do the strategic pay-level concepts of lead-the-market 

and meet-the-market influence base pay decisions?
 2. How does the amount of base pay in organizations with a 

Loyal Soldier HR strategy compare with the amount of base 
pay in organizations with a Free Agent HR strategy?
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Common employee benefits include health insurance, retirement savings, and 
pay without work. Before the 1930s, employee benefits were rare. However, 
President Franklin D. Roosevelt’s New Deal legislation altered tax incentives 
in ways that encouraged organizations to provide employees with benefits. 
The overall objective was to increase the likelihood that individuals would 
receive basic services, such as healthcare. The percentage of total compensa-
tion provided through benefits grew steadily until the 1970s, when it reached 
approximately 25 percent. Over the past 30 years, the growth in benefits has 
leveled off, and benefits now represent approximately 30 percent of an orga-
nization’s labor costs.18

Favorable tax rules explain most of the trend toward increased employee 
benefits. Employees must pay taxes on the money they receive as wages and 
salary, but they are generally not required to pay taxes on the benefits they 
receive. This means that organizations can use benefits to provide more value 
to employees. For instance, assume an organization pays an employee a sal-
ary of $10,000 per month. If the employee pays a total of 25 percent of this 
amount in taxes, then the take-home value of the compensation is $7,500. 
However, suppose the compensation is provided as $3,000 worth of benefits 
and $7,000 worth of salary. Because benefits are not taxable, the total value 
of the compensation to the employee increases. With an average tax rate of 
25 percent, the additional value for the employee is $750 ($3,000 � 0.25). In 
addition, the cost of purchasing things like healthcare insurance is usually 
higher for individuals than for large organizations. Using benefits is thus a way 
for organizations to provide greater rewards to employees without increasing 
overall labor costs.

Providing good benefits is an important tool that helps an organization 
attract and retain quality employees.19 Unfortunately, many organizations fail 
to obtain the maximum value from employee benefits. Most employees sig-
nificantly underestimate the amount of money that organizations spend on 
benefits.20 Clearly communicating the monetary value of employee benefits 
is thus an important step toward maximizing the contribution of the benefits 
package to the overall compensation strategy.

Employee benefits can be placed into two broad categories. One category 
includes benefits that are required by law. The other category consists of ben-
efits that organizations voluntarily provide to employees.

LEGALLY REQUIRED BENEFITS
Legally required benefits are mandated by government regulations. The reg-
ulations are designed to protect people from hardship associated with not 
being able to work and earn a living. Protection is given to workers who are 
injured, laid off, or past the age when they might be expected to work. In 
most cases, legally required benefits must be given to all workers in specified 
amounts. This makes it difficult for an organization to use legally required 
benefits to create a workplace that is more attractive than those of competi-
tors. However, as we will discuss later, there are ways in which organizations 
can use some of these benefits strategically.

What Are Common Employee Benefit Plans?

LEARNING OBJECTIVE 3

c12.indd   463c12.indd   463 07/04/11   7:41 PM07/04/11   7:41 PM



464 Chapter 12 • Designing Compensation and Benefit Packages

Social Security
In the early days of the United States, most people lived together in extended 
families engaged in farming. Families worked together and helped indi-
viduals whose age or health prevented them from working. As more people 
moved into cities, this reliance on families became less common, creating a 
need for other sources of support for elderly and disabled people. The Great 
Depression that began in the late 1920s also created severe economic hard-
ship for many people. These needs resulted in the Social Security Act of 1935, 
which began the establishment of government programs aimed at providing 
financial security for retired and disabled workers. The Social Security Act 
created a social security system in which workers pay into a fund and then 
draw from the fund when they retire. With few exceptions, all U.S. workers 
are required to participate in social security. Approximately 98 percent of U.S. 
workers are now covered by social security.

Current regulations require both the employee and the organization 
to contribute 7.65 percent (15.3 percent total) of wages and salary up to a 
 certain amount to the social security fund. Upon retirement, participants in 
social security receive a monthly payment. The original age of eligibility for 
receiving social security was 65. A subsequent amendment made people eli-
gible for partial benefits at age 62. Recent changes gradually increased the age 
of eligibility for full retirement benefits, ending with a full retirement age of 
67 for people born in 1960 or later.21

Since its creation, social security has been altered so that spouses and 
dependent children receive benefits if a worker dies before the age of retire-
ment. Spouses and dependent children also continue to receive benefits if 
the worker dies after beginning to receive social security. A change in 1954 
extended benefits to include disability insurance. Individuals who are dis-
abled receive monthly payments similar to those received by retired workers. 
Other changes during the 1960s created Medicare, which provides health 
insurance to social security beneficiaries. Social security is thus a mandatory 
benefit provided to almost all retired and disabled individuals, as well as to 
surviving spouses and dependent children. Although the amount of benefit 
is not adequate to fully support many lifestyles, social security provides many 
retired workers with at least a minimum level of financial security.

Unemployment Insurance
The Social Security Act of 1935 also created incentives for states to provide 
workers with unemployment insurance. The act created a 3 percent tax on 
the payroll of organizations with eight or more employees. However, the act 
allowed the tax to be offset by contributions to state unemployment funds. 
This resulted in a system wherein each state has an unemployment insurance 
program that provides protection for workers who lose their jobs through no 
fault of their own.22

Although unemployment insurance differs somewhat from state to state, the 
presence of federal guidelines means that the state programs are highly similar. 
In general, to qualify for unemployment insurance, an individual must have 
been employed for a minimum amount of time (usually a year). In addition, 
the individual must have been discharged from the job for a reason that was 
outside his or her control. Unemployment insurance is not available to people 
who quit voluntarily or to people who are fired because of things such as theft 
or failure to follow organizational rules. In order to continue receiving ben-
efits, individuals must demonstrate that they are actively seeking employment.

Social security system
A federal program that requires 
workers to pay into a retirement 
fund, from which they will 
draw when they have reached a 
certain age.

Unemployment insurance
A network of state-mandated 
insurance plans that provide 
monetary assistance to workers 
who lose their jobs through no 
fault of their own.
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People receiving unemployment insurance normally receive a weekly sum 
equal to half the amount they were paid each week when they were employed. 
Recipients must file frequent claims that document any earnings or job offers. 
Unemployment benefits normally last 26 weeks but can be extended when the 
overall rate of unemployment is high enough to suggest that it is particularly 
difficult to find a job.23

With a few exceptions in states where employees pay a small portion, unem-
ployment insurance is funded entirely by contributions from employers. 
However, not every employer pays the same percentage. Organizations that 
have frequent layoffs are assessed a higher rate than organizations that pro-
vide stable employment. This provides an incentive that discourages employ-
ers from frequently laying off workers. Minimizing employee layoffs is thus 
one way that an organization can take a strategic approach to legally required 
benefits.

Workers’ Compensation
Chapter 3 discussed health and safety issues for workers. As explained in that 
chapter, all states have worker’s compensation programs, which provide work-
ers with compensation when they suffer work-related injuries. Because work-
er’s compensation is no-fault insurance, individuals receive benefits even if 
their own carelessness caused the accident. Worker’s compensation provides 
several specific benefits:

 • A percentage of weekly wages is paid to employees during the time 
when they are unable to work because of the accident.

 • Medical expenses and rehabilitation costs are paid to injured workers.
 • Money is paid to workers who are permanently disabled, or to families 

of workers who die because of a work-related accident.

The amount that organizations pay to obtain worker’s compensation insur-
ance depends on both the nature of the industry and the accident history of 
the employer. Organizations engaged in dangerous work, and those that have 
high accident rates, pay more than those that provide a work environment 
with little risk of accident or injury. This provides an incentive for organiza-
tions to take precautions to protect the safety of workers, which is once again 
a way for organizations to strategically benefit from legally required benefits.

DISCRETIONARY BENEFITS
Most organizations offer employees a benefit package that extends well 
beyond what is legally required. Offering more than what is legally required 
provides an opportunity for organizations to use benefits as a tool for attract-
ing and retaining employees. Common discretionary benefits include health-
care plans, supplemental insurance, retirement savings, and pay without work. 

Before discussing the various types of benefits, we should point out that 
even though they are discretionary, these benefits are subject to govern-
ment regulations. Organizations are not legally required to offer these ben-
efits. However, if they do, they must follow certain guidelines to ensure that 
good benefits are not being provided only to highly compensated employees. 
The amount of benefits provided as a percentage of compensation must be 
the same at the top and bottom of the pay scale.24 If an organization pro-
vides unequal benefits for high-paid and low-paid employees, the benefits 
will not qualify as tax-exempt compensation, which significantly reduces the 

Workers’ compensation
State programs that provide 
workers and families with 
compensation for work-related 
accidents and injuries.
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value of the benefits. A benefit plan that meets the regulations necessary for 
tax exemption status is thus known as a qualified benefit plan. Figure 12.2 
shows the percentage of employees who receive various types of discretionary 
benefits.

Healthcare Plans
Many of us have been enrolled in a healthcare plan since the day we were 
born. Most large organizations, and many small employers, offer some type 
of healthcare plan as part of their discretionary benefit package. These plans 
provide access to medical services from physicians, hospitals, and other pro-
viders. Expenditures on health insurance for employees can be beneficial for 
organizations. Indeed, a majority of company executives believe that a good 
healthcare plan improves employee health and in turn increases worker 
productivity.25

Approximately 70 percent of workers have access to healthcare through 
their employer, and over 50 percent are actually enrolled in a health plan.26 
As part of the average benefit plan, an organization pays about 80 percent of 
the cost of healthcare insurance,27 but the average employee still pays over 
$75 per month for individual coverage and nearly $300 for family coverage.28

Many years ago, healthcare plans provided only basic insurance that cov-
ered expenses for major medical conditions. For example, healthcare costs 
might have been paid for an employee who was diagnosed with cancer. The 
purpose of these plans was to protect employees from unexpected costs 
associated with major medical problems. Over time, these plans evolved to 
provide coverage not only for major medical conditions but also for rou-
tine healthcare. A typical plan requires the employee to pay 20 percent of 
the cost of doctor and hospital services, with the insurance company paying 
the remaining 80 percent. These insurance plans provide employees with 
increased access to medical services. However, over time such plans appear 
to have resulted in increasing healthcare costs. Employees who only pay a 

Qualified benefit plan
A benefit plan that meets 
federal guidelines so that 
the organization can provide 
nontaxable benefits to 
employees.

Healthcare plan
An insurance plan that provides 
workers with medical services.

Figure 12.2 Percentage 
of Workers Receiving 
Benefits. Note: The percentage 
of workers receiving benefits is 
smaller than the percentage with 
access, as some workers may 
not need benefits because they 
are covered through a spouse’s 
policy. In other cases workers 
may not elect to receive benefits 
because they are unwilling or 
unable to pay their portion of the 
cost. Information about percent 
of those eligible who actually 
receive sick leave and paid 
vacation not available. 
Source: www.bls.gov
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portion of the cost often purchase more services than they would if they were 
required to pay the full cost. Furthermore, patients and doctors have little 
incentive to control the cost of healthcare, as most of the expense is paid by 
the insurance company.

Escalating medical costs are a crucial concern of most modern organiza-
tions, as healthcare represents the largest benefit cost for most organizations, 
and recent estimates indicate that the cost of health insurance is growing 
twice as fast as inflation.29 Substantial effort thus goes into finding ways to 
decrease healthcare costs. Congress passed significant healthcare reform in 
early 2010. Several changes that affect businesses will be implemented in the 
next few years, suggesting that human resource departments will be key play-
ers in carrying out healthcare reform. One trend to reduce health costs has 
been the move to health maintenance organizations (HMOs). An HMO is a 
prepaid health plan with a specific healthcare provider that supplies health 
services to clients for a fixed rate. Approximately 30 percent of the U.S. popu-
lation is enrolled in some type of HMO.30 In most cases, the employer con-
tracts with the HMO to pay a fixed amount per person covered by the plan. 
Employees who are enrolled in the HMO plan then pay a small fee each time 
they receive health services. Covered employees must receive their healthcare 
from providers within the HMO. Because the HMO receives a fixed amount 
from the organization, it will not benefit from providing extra services. The 
HMOs thus have an incentive not to recommend or deliver unnecessary care. 
The downside to such a plan is that employees enrolled in HMOs are required 
to receive care only from approved providers, resulting in a perception that 
HMO plans are inflexible. HMOs are also sometimes accused of rationing 
services so that people do not receive the treatments they need. Many medical 
providers also refuse to participate in HMOs because they receive a lower rate 
of reimbursement for services.

A more recent trend in healthcare is to provide employees with health 
savings accounts (HSAs), which are personal accounts that people use to 
pay for health services. HSAs represent a new option for funding health-
care that began as part of the Medicare Prescription Drug Improvement and 
Modernization Act of 2003. Even though the employer may pay into the HSA, 
it is the employee who establishes and owns the account. An HSA can be set 
up with a bank, credit union, or insurance company. Money placed into the 
HSA is not subject to taxes and can be used only to pay for approved medical 
services. In many ways, HSAs are similar to flexible spending accounts—accounts 
into which an employer places tax-free money that an employee can use to 
pay for medical services received. The major difference is that money placed 
in an employer-sponsored flexible spending account must be spent during 
the year in which it is saved. With an HSA, the money can be carried over and 
used in subsequent years.31

HSAs are usually combined with high-deductible health insurance plans. A 
high-deductible insurance plan requires the employee to pay a relatively large 
sum before the insurance plan pays anything. This helps reduce overspend-
ing by providing an incentive to consumers to minimize costs. Government 
rules allow HSAs to be used when the insurance deductible is between $1,050 
and $5,250 for individuals and between $2,100 and $10,500 for families. For 
example, an organization may provide an individual employee with health-
care insurance that has a deductible of $3,000. Here, the employee must pay 
the first $3,000 of healthcare expense during a year. The money to pay for 
these expenses can come from an eligible HSA.32

Health maintenance 
organization (HMO)
A healthcare plan under which 
the provider receives a fixed 
amount for providing necessary 
services to individuals who are 
enrolled in the plan.

Health savings account 
(HSA)
A personal savings account that 
an employee can use to pay 
healthcare costs.
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Some argue that the combination of high-deductible insurance and HSAs 
could change the way people approach healthcare spending. Employees have 
an incentive to reduce the amount they spend on healthcare. In a given year, 
they need not make contributions to their HSAs if the accounts still contain 
money from the previous year. This means that employees who don’t spend 
their HSA money one year can increase their take-home pay in subsequent 
years by not having to pay money into the HSA. This helps alleviate the prob-
lem of employees paying little attention to the cost of health services. In the 
end, such plans become more like traditional insurance plans that provide 
coverage for major medical conditions while individuals pay for routine items 
such as visits to physicians. Although they are still new, HSA plans are increas-
ing in popularity. Companies such as Walmart and Target are adopting health 
plans with high-deductible insurance and HSAs.33 Over 60 percent of employ-
ers are using or planning to use HSAs.34

One concern associated with this new trend toward high-deductible insur-
ance plans and HSAs is that people who are generally healthy will move to 
these plans, leaving only those with severe medical problems in traditional 
insurance programs. If people who are relatively healthy do not enroll in tra-
ditional plans, then the cost per person enrolled in the traditional plan will 
increase, which in turn is likely to raise the cost of healthcare for people who 
have severe health problems. In the end, this could make it difficult for peo-
ple with severe health problems to obtain healthcare.35

In March 2010 legislation was passed to significantly alter healthcare. The 
overall objective of the legislation was to provide greater access to healthcare. 
Although the plan is complex and takes over 2,000 pages to present, there are 
a few key issues that will affect organizations and employees in the near future.

 1. By 2014 all individuals, except those with very low incomes, will be 
required to have health insurance or pay a fine.

 2. To help people obtain affordable coverage, healthcare exchanges will be 
established within states by 2014.

 3. Small businesses with fewer than 50 employees will receive tax credits 
when they provide health insurance coverage to their employees.

 4. Companies with more than 50 employees must pay a fine unless they 
 provide health insurance coverage to all.

 5. Insurance companies cannot cancel or deny coverage to someone who is ill.
 6. Children can remain on their parents’ health insurance policy until the 

age of 26.

Supplemental Insurance
Many employers supplement their benefits with additional types of insurance. 
The most common supplement is life insurance, which is provided to over 
50 percent of workers. Life insurance pays benefits to families or other ben-
eficiaries when the insured individual dies. Another common supplement is 
disability insurance, which provides benefits to individuals who have physical 
or mental disabilities that prevent them from being able to work. In most 
cases, disability insurance pays approximately 60 percent of the person’s typi-
cal wages.

Retirement Savings
The legally required benefit of social security provides a minimum level of sav-
ings for all employees. However, the amount received from social  security is 

Life insurance
A form of insurance that pays 
benefits to family members or 
other beneficiaries when an 
insured person dies.

Disability insurance
A form of insurance that 
provides benefits to individuals 
who develop mental or physical 
conditions that prevent them 
from working.
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not sufficient for most retirees. Many organizations supplement the required 
social security benefit with a discretionary retirement savings plan. Retirement 
saving programs can be placed into two broad categories: defined benefit 
plans and defined contribution plans.

A defined benefit plan guarantees that when employees retire, they will 
receive a certain level of income based on factors such as their salary and the 
number of years they worked for the organization. For instance, an employee 
who retires after 25 years with the company and who had an average annual 
salary of $100,000 over the final five years of employment might receive a 
monthly payment of $2,500. Employees must usually work for the organization 
for a period of time, such as five years, before they are eligible to participate 
in the defined benefit program. When they become eligible, they are said to 
be vested. With a defined benefit plan, risk is assumed by the organization. In 
essence, the organization defines a guaranteed level of monthly payment and 
then bears the burden of figuring out how to pay it. On the one hand, the pre-
dictability of these benefits is an advantage for employees. On the other hand, 
the fact that the benefits remain constant is also a disadvantage. Retirement 
income is fixed even though inflation may increase the cost of living. Today, 
only about 20 percent of employees participate in defined benefit plans, and 
most of them work for relatively large employers.36

The second type of voluntary retirement program is a defined  contribution 
plan. Here, the organization pays a certain amount each month into a retire-
ment savings account for each employee. The amount contributed each 
month during the worker’s career is fixed—or defined—by the organization. 
The amount an employee receives upon retirement is not fixed, however; it 
depends on how the money is invested. Investment decisions, such as which 
particular stocks and bonds to purchase, are made by individual employees. 
From the organization’s perspective, defined contribution plans shift risk to 
employees. The organization pays a certain amount into the retirement fund 
but is not obligated to provide a certain level of income during retirement. 
Low return rates for investments become the employee’s problem. In addi-
tion, defined contribution plans require much less paperwork than defined 
benefit plans. These factors make defined contribution plans more common 
than defined benefit plans. Nearly 90 percent of organizations with more than 
100 employees offer defined contribution plans, and over 40 percent of all 
employees participate in such plans.37

A common form of defined contribution plan is the 401(k), which is named 
after Section 401(k) of the federal tax code. The 401(k) plan allows employ-
ees to set up personal savings accounts to which they make tax-deferred con-
tributions. In most cases, the organization matches employee contributions 
to the plan. For instance, an employee may invest 3 percent in the savings 
account, which is matched by the organization providing another 3 percent. 
The individual decides how to invest the money in the account, and the 
account grows until retirement. Taxes are paid when money is taken from the 
account after retirement. As mentioned, this sort of plan places the burden 
of investment with individual employees. Employees who are willing to put 
money in riskier investments have the potential to earn higher rates of return. 
Of course, they also bear the risk of losing a substantial amount of their sav-
ings. Thus, employees who participate in defined contribution plans must 
become more educated about investment decisions. Perhaps the most impor-
tant lesson for employees is not to invest all their retirement savings in the 
stock of their employer. Unfortunately, many workers—such as the thousands 

Defined benefit plan
A retirement plan under which 
an organization provides retired 
individuals with a fixed amount 
of money each month; the 
amount is usually based on 
number of years employed and 
pay level at retirement.

Vested
Eligible to receive the benefits 
of a retirement plan; individual 
employees must often work a 
certain period of time before 
such eligibility is granted.

Defined contribution plan
A retirement plan under which 
the employer and/or the 
employee contribute to a fund 
for which only the contributions 
are defined and benefits vary 
according to the amount 
accumulated in the fund at 
retirement.
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of Enron employees whose retirement savings were lost when the company 
went  bankrupt—learned this lesson the hard way.

Young workers often make the mistake of not investing in retirement 
funds if they are not required to do so. They have a mistaken belief that they 
can delay retirement savings. However, Figure 12.3 shows that the sooner 
you start investing in retirement, the better off you will be. Money invested 
early earns interest for many more years, and the more interest it earns, the 
faster it grows.

Defined benefit and defined contribution plans result in different per-
ceptions of attachment to an organization. Defined contribution plans are 
highly portable. The employee owns the account, and in most cases leaving 
an organization has very little impact on the employee’s retirement savings. 
In contrast, defined benefit plans are associated with a particular employer, 
and savings are not portable. Employees often have to work for a certain 
period of time before they are eligible for the benefit. These plans are gen-
erally structured to reward people who stay with the organization for a long 
period of time. Defined benefit programs thus make the most sense for 
organizations with Loyal Soldier and Committed Expert HR strategies.

Pay Without Work
Pay without work is the most common employee benefit. It involves paying 
employees as if they worked during a certain period—for example, holidays 
and vacations—even though they were not actually working. Over 70 percent 
of employees receive paid holidays and vacations.38 The number of paid holi-
days and vacations generally increases with time in the organization, which 
makes pay without work an important motivator for organizations with Loyal 
Soldier and Committed Expert HR strategies. Most organizations also pro-
vide sick leave, which allows employees to receive pay when they cannot work 
because of illlness. In most cases employees can accrue, or build up, sick leave 
based on their length of time with the organization. In order to encourage 
employees not to take sick leave when they do not need it, organizations often 
allow employees to accrue sick leave over a number of years and to use this 
accrued sick leave as part of their retirement benefits.

Pay without work
Compensation paid for time off, 
such as holidays.

Sick leave
Compensation paid to employees 
who are unable to work because 
they are ill.

Figure 12.3 Accrual of Retirement Benefits.
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Lifestyle Benefits
Most of the benefits we have discussed so far focus on money. But money is 
not the most important consideration for many employees. Younger work-
ers in particular are interested in working for organizations that fit their life-
styles. Important lifestyle considerations include being able to do enjoyable 
work and balancing work responsibilities with other aspects of life, such as 
family and leisure time. Some organizations emphasize benefits that enhance 
employees’ lifestyles. Lifestyle benefits might include things such as con-
cierge services. Adventist Hospital in Colorado offers such services to nurses 
and other healthcare providers. The service performs errands such as gro-
cery shopping, car washing, and party planning. Many employees see the ser-
vice as a strong benefit that helps them balance the many demands on their 
time.39 As described in the “Building Strength Through HR” feature, Burton 
Snowboards also focuses on lifestyle benefits. Other common lifestyle ben-
efits include such diverse things as tuition for advanced education, help with 
weight management classes, and flexible schedules.

FLEXIBLE BENEFIT PROGRAMS
Of course, not every employee values the same benefits. A father with young 
children may be most interested in comprehensive health insurance. A 
middle-aged woman may want additional retirement benefits. A young sin-
gle worker might prefer additional vacation time for travel. A reward pack-
age that provides the same benefits to every employee fails to optimize the 
value of compensation expenditures. A potential solution is a  flexible  benefit 
program, which allows each employee to choose  customized  benefits from a 
menu of options. These benefits are sometimes known as cafeteria benefits.

Flexible benefit program, or 
cafeteria benefits
A benefit program that allows 
employees to choose the 
benefits they want from a list of 
available benefits.

BURTON SNOWBOARDS

Burton Snowboard is a privately held company with 
550 employees and approximately $200 million in 
annual sales. Burton pursues a competitive strat-
egy of differentiation. Part of this strategy involves 
hiring top associates to manufacture and sell 
high-quality snowboards. Young, knowledgeable 
employees are a valuable asset for satisfying custom-
ers. Lifestyle benefits are an important part of the 
compensation package at Burton. Providing a pro-
gressive work atmosphere that allows employees to 
express their individuality is a key part of Burton’s 
culture—and a feature that attracts workers who 
know snowboarding. The company philosophy is 
best captured by a quotation on the company web-
site: “Bringing your dog to the office and skipping 
work on those epic days when it snows more than 

two feet are two of the best benefits of working at 
Burton. Find your dream job here.”

Sources: Jennifer Reingold, “Burton Snowboards,” Fast Company, 
September 2006, p. 58; Josh Dean, “It Only Looks Easy,” Inc., 
March 2006, pp. 112–119; company website at www.burton.com.

Building Strength Through HR
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Most flexible benefit programs provide each employee with an account of 
dollar credits. A dollar cost is associated with each benefit. Health insurance 
might have a value of $400 per month, for example, and dental insurance 
might have a value of $75. Each employee then uses the allocated dollar cred-
its to purchase benefits he or she wants. Dollars that are not spent cannot 
be taken as cash, so each employee is encouraged to spend the total alloca-
tion. Employees who spend more than their allotment have the extra amount 
taken from their wage and salary earnings.

Employees often prefer flexible benefit programs over traditional benefit 
packages. When the global real estate advisory firm DTZ offered flexible ben-
efits in England, for example, almost half of the 2,000 staff members chose 
to adjust their benefits. Providing flexible benefits has decreased employee 
turnover at DTZ.40 This effect is consistent with other research that shows an 
increase in employee satisfaction with flexible benefits.41 Flexible programs 
thus provide a strategic method for customizing benefits to maximize the 
value of benefits for each employee.

?
CONCEPT CHECK
 1. What are common types of legally required benefits?
 2. What benefits are provided by worker’s compensation?
 3. How do HMOs and HSAs help control medical care 

expenses?
 4. What is the difference between defined contribution and 

defined benefit retirement plans?

What Are Common Individual Incentives?

LEARNING OBJECTIVE 4

In addition to base pay, most organizations offer at least some incentives to 
reward high performers. These incentives can be provided to groups or to 
individuals. In this section, we examine incentives for individual workers. 
Individual incentives are something almost everyone experiences at a very 
early age. Clean your room and you can go outside to play. Eat your carrots 
and you can have a cookie. Don’t run in the store and you can get a new toy. 
These are common incentives that many parents use to motivate the behavior 
of children.

Rewards in organizations are similar in many ways. Complete the project 
on time and you will get a bonus. Cooperate with coworkers and you will get 
a pay raise. Close the sale and you will receive a hefty commission. Each of 
these incentives is based on personal performance. Individuals who perform 
the required actions, or obtain the desired outcomes, are rewarded. To be 
effective, individual incentives should place a portion of compensation at risk 
and make those rewards dependent on performance, which is consistent with 
the motivational principle of contingency that we discussed in Chapter 11. 
Properly designed individual incentives also conform to the notion of line of 
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sight by linking rewards to actions and outcomes that employees believe they 
can influence. Common individual incentives include piece-rate incentives, 
commissions, merit pay increases, and merit bonuses.

PIECE-RATE INCENTIVES
Imagine you have been hired to install car stereos. A basic compensation plan 
might pay you an hourly rate. You would receive the hourly wage regardless of 
the number of stereos installed. None of your pay would be at risk. Another 
compensation option is to pay you a set amount for each stereo you install. If 
you install zero stereos, you earn nothing. All of your pay is at risk. This sec-
ond option is an example of a piece-rate incentive, where employees are paid 
a fixed amount for each piece of output they produce.

Perhaps the most famous example of an effective piece-rate system 
is Lincoln Electric. Lincoln manufactures and sells welding equipment. 
Most employees are paid on a piece-rate system. Each job is rated on skill, 
required effort, and responsibility. The company then assigns a base wage 
to each job. The base wage is the target compensation for the job, and it is 
set to be competitive with similar jobs in other organizations located in the 
same geographic area. Time studies are conducted to determine how many 
units an average person in each job can produce in an hour. The average 
number of units produced in an hour is called the standard rate. Employees 
are paid for each unit they produce, so an employee who produces the stan-
dard rate of units receives the equivalent of the base wage. An employee who 
produces more than the standard rate receives the equivalent of a higher 
hourly wage. An employee who produces fewer units receives the equiva-
lent of a lower hourly wage. Pay is thus contingent on the number of units 
produced.42

Piece-rate incentive systems can be powerful motivators. There is a strong 
pay-for-performance link. In fact, the strength of motivation with piece-rate 
systems can sometimes create problems. The strong incentive focuses employ-
ees’ attention and effort on the actions that are rewarded, which means that 
other important tasks might not get done. Workers may neglect safety prac-
tices, for example, and may work so fast that they produce goods of inferior 
quality. A number of years ago, a national automobile repair chain learned 
about another potential negative effect of piece-rate incentives. Mechanics 
were paid a fixed amount for each repair they made. Motivation increased. 
However, some mechanics also began to recommend repairs that were not 
really needed. The end result was negative publicity that significantly harmed 
the repair chain’s reputation.

Setting appropriate standards for the base wage rate and standard pro-
duction rate is difficult. Problems arise when managers and employees 
 disagree about the assumptions used to determine the appropriate stan-
dards. In some instances, workers deliberately work slowly when they know 
the standard rate is being computed. This allows them to easily produce at 
a rate higher than the standard rate once it has been set. In other instances, 
companies raise the standard rate when they feel that workers are exceeding 
the standard rate too much. Such practices destroy trust between managers 
and employees and often result in decreased motivation.43

Piece-rate incentive systems are most effective when the line of sight is such 
that an individual has sole responsibility for producing a measurable portion 

Piece-rate incentive
An individual incentive program 
in which each employee is paid 
a certain amount for each piece 
of output.

Base wage
Target compensation for a 
job, which is determined in 
comparison to the wage that 
similar employees are being paid 
by other organizations.

Standard rate
The rate of pay that an 
employee receives for producing 
an average number of output 
units.
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of a good or service. This is true at Lincoln Electric, mentioned earlier, where 
each worker can be given responsibility for a specific component of the overall 
machine. This clear identification of inputs allows Lincoln not only to clearly 
establish pay rates but also to track quality defects. Quality problems can 
be traced to individuals, who must fix the problems without additional pay. 
These conditions—clearly identifiable work and clear, objective performance 
measures—are often present in manufacturing facilities that pursue low-cost 
strategies. Piece-rate incentive systems are therefore most often observed in 
organizations with either Bargain Laborer or Loyal Solider HR strategies.

COMMISSIONS
Commissions represent a special form of piece-rate compensation that is most 
often associated with sales. For each sale obtained, a commission, or  percentage 
of the total amount received, is paid to the salesperson. Commission rates 
range from up to 50 percent of the sales total for things like novelty goods to 
3 percent for real estate. With a straight commission system, sales representa-
tives are only paid when they generate sales. Alternatively, sales representa-
tives may earn a base salary plus commissions.

From the organization’s point of view, commissions offer several advan-
tages. For one thing, they shift some of the risk associated with low sales from 
the organization to employees. Another advantage comes from the type of 
person who is attracted to a position with commission pay. People who are 
aggressive tend to favor commission-based pay, and these are the very people 
who excel as sales representatives.44 The process of calculating commissions 
can also be quite demanding for organizations, which has lead to the develop-
ment of new software products described in the “Technology in HR” feature.

From the employee’s point of view, a major advantage of commissions is 
the fact that the overall level of compensation is usually higher with commis-
sions than with salary. Consistent with agency theory, the employee receives 
greater rewards for assuming more of the risk of low sales.

Commission incentives present potential disadvantages as well. One prob-
lem is that people who are paid commissions may tend to think of themselves 
as free agents with little loyalty to the organization. Turnover can be high if 
alternative sales jobs are available. Another problem can arise if the desire to 
earn commissions drives sales representatives to focus on short-term results. 
Effort over a number of months to obtain a new account may not be imme-
diately rewarded, which may negatively impact long-term results. Sales repre-
sentatives paid with commissions may also be unwilling to perform activities 
that do not directly increase sales. From the individual sales representative’s 
perspective, a straight commission system can also present difficulties because 
income is uneven. Take-home pay can be very high in one month but virtually 
zero in the next month.

In most cases, sales personnel are compensated with a low base salary plus 
commissions. The low base salary provides a safety net so that sales representa-
tives can cover their living expenses when sales are low. This reduces some of 
the risk for sales representatives. The base compensation is not, however, high 
enough to sustain their normal standard of living, which provides a strong 
incentive to sell.

Of course, commission-based incentives are more appropriate for some 
organizations than for others. Commission-based compensation plans place 
compensation at risk and have the effect of creating pay systems where some 

Commission
An individual incentive program 
in which each employee is 
paid a percentage of the 
sales revenue that he or she 
generates.
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people receive much higher pay than others. These systems tend to be most 
appropriate for organizations that adopt Free Agent and Committed Expert 
HR strategies.

MERIT PAY INCREASES
Many employees, including university professors, expect an annual pay raise. 
One purpose of the annual pay raise is to ensure that an individual’s salary 
keeps pace with inflation. The cost of living generally increases each year, 
and a salary increase is needed so that employees are able to maintain their 
standard of living. In most organizations, though, employees do not receive 
equivalent raises. Some receive higher raises than others. Most annual raises 
contain a merit pay increase, which represents an increase in base salary or 
hourly rate that is linked to performance. Merit pay increases reward employ-
ees for ongoing individual contributions. Research suggests that organizations 
that provide merit pay increases do indeed have higher productivity.45

Recall that if a reward is going to result in high motivation, it must be seen 
as being based on performance. Thus, merit pay increases work best when 

Merit pay increase
An individual incentive program 
in which an employee’s 
salary increase is based on 
performance.

ENTERPRISE INCENTIVE MANAGEMENT

Enterprise incentive management (EIM) is a term 
used to describe computer software that helps 
organizations manage compensation systems. EIM 
is configured software, which means that a vendor 
uses a common platform to develop a partially 
customized product for each organization. The 
organization thus gets a customized solution at a 
relatively reasonable cost.

EIM programs are often Web-based and pull 
information from a large number of sources. The 
information is integrated into a series of “dash-
board gauges” that summarize performance out-
comes for individuals and groups of employees. 
Individual employees can update their informa-
tion and obtain real-time summaries of their 
performance results. The software can be easily 
updated to change how commission and other 
incentive forms of compensation are calculated. 
Organizations can also link incentive systems to 
strategic goals and objectives.

Substantial resources are being invested in EIM 
solutions, with expectations of rapid growth. The 
need for flexible and customer-friendly data man-
agement has thus created a new product that is 

helping business leaders and human resource pro-
fessionals make better compensation decisions.

Sources: Ken Sayles, “Enterprise Incentive Management: 
A Technological Approach,” LIMRA’s Market Facts 
Quarterly 25, no. 2 (2006): 4853; Ben Conlin, “Incentive 
Compensation in the Insurance Industry: Trend and 
Technologies,” Compensation and Benefits Review 36, no. 5 
(2004): 3338.

Technology in HR
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there are clear and accurate methods for assessing performance. In most 
cases, the source for the merit pay evaluation is the annual performance 
review. As described in Chapter 8, performance appraisal measures are often 
contaminated and deficient. For instance, in the case of a university profes-
sor, basing pay raises solely on number of research publications will not help 
motivate better teaching. Merit increases that are based on inadequate perfor-
mance measures do not increase motivation. A prerequisite for merit pay is 
thus a high-quality performance assessment.

Small differences among merit increases are another concern associated 
with merit pay increases. The principle of valence, which was discussed in 
Chapter 11, suggests that people are motivated only if they value the reward 
being offered. In many organizations, the merit pay increase for a high per-
former may be only 1 percent higher than the increases for average perform-
ers. To be truly motivational, the merit increase needs to be in the 5 to 10 
percent range.46 Unless there is adequate funding to provide meaningful 
raises, the difference between a high raise and a low raise may simply not have 
enough valence to motivate higher performance.

Yet another concern associated with merit pay increases is that they represent 
a very small proportion of total pay. Think again of the professor with an annual 
salary. The professor may do a poor job of teaching and research during a given 
year and as a result may receive no merit pay raise. However, in most cases, the 
professor’s salary, which was determined at the beginning of the year, is not 
reduced. That amount—by far the largest part of the professor’s  compensation—
is not at risk. The only part at risk is the small incremental merit increase, which 
as mentioned is often too small to motivate performance. In brief, there is some-
times little incentive for people receiving a comfortable salary, even professors, 
to continue providing maximum contributions to the organization.

How can organizations use merit pay increases effectively? Because these 
increases are most effective when they are based on accurate performance 
appraisal data, organizations that use them need to pay particular attention to 
the performance appraisal concepts discussed in Chapter 8. Linking raises to 
performance is critical because employees have been found to be happier with 
their pay raises when they perceive that the raise is a result of their high contri-
bution.47 Another key for maximizing the motivational potential of merit pay 
increases is to ensure that the size of the potential increase is large enough to 
have value. For merit pay increases to be truly motivational, employees must 
have the opportunity to earn pay increases of at least 5 percent.

An organization’s overall human resource strategy is also important in 
determining the value of merit pay increases. Merit pay increases are designed 
to recognize ongoing contributions to an organization. Workers become 
 eligible for a pay increase each year they stay employed. Merit pay increases 
are thus a long-term incentive designed to reward employees who continue to 
provide quality inputs over extended periods of time. This means that merit 
pay increase incentives are most common in organizations with a Committed 
Expert HR strategy.

MERIT BONUSES
A merit bonus is a sum of money given to an employee in addition to normal 
wages. It differs from a merit increase in that a merit pay increase becomes 
part of the base pay for the next year, whereas a merit bonus does not. 
In many cases, merit bonuses are given on a fixed schedule, such as at the 
end of the year. In other cases, bonuses are unplanned and given when high 

Merit bonus
A one-time payment made to an 
individual for high performance.
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 performance is observed. In either case, as you might expect from the discus-
sion of merit pay increases, motivation is maximized when the bonus is clearly 
tied to specific behaviors and outcomes.

Merit bonuses present a potentially useful alternative to merit pay increases. 
Think once again of the professor example. Instead of providing an annual 
salary increase, a university might decide to provide an annual bonus. Now, 
instead of receiving a salary increase that is guaranteed for future years, the 
professor will need to earn the bonus again each year. Such an arrangement 
places more of the salary at risk and clearly communicates an expectation for 
ongoing high performance.

Current trends suggest that merit bonuses are taking the place of merit 
raises in more and more organizations. Over the past 10 years, employers have 
tended to offer slightly lower bonuses, but the number of employees receiv-
ing bonuses has increased. For instance, Whirlpool Corporation, which makes 
household appliances, recently overhauled its entire pay-for-performance sys-
tem to increase the emphasis on bonuses and decrease the emphasis on raises. 
Such systems are designed to strengthen perceptions that pay truly depends 
on performance, which in turn increases motivation.48

?
CONCEPT CHECK
 1. What are some common problems associated with piece-rate 

incentive systems?
 2. How is a merit bonus different from a merit pay increase?

What Are Common Group and Organizational Incentives?

LEARNING OBJECTIVE 5

Most of us are familiar with group incentives. Think of siblings who are taken 
out to share a pizza when they work together to clean the house. How about 
members of a football team who must all run extra sprints because someone 
makes a mistake? Rewards in many organizations are similarly based on shared 
behaviors and outcomes.

As described in Chapter 4, work is increasingly being structured around 
teams rather than individuals. Because providing individual incentives often 
destroys teamwork, organizations are increasingly adopting group-based incen-
tives. Common group-based incentives include team bonuses and gain-sharing 
plans. Most businesses also use organizational incentives to encourage employ-
ees to develop a sense of ownership in the organization. Common organiza-
tional incentives include profit sharing and stock plans.

TEAM BONUSES AND INCENTIVES
In many ways, team incentives are similar to individual incentives. The main 
difference is that team incentives are linked to the collective performance 
of groups rather than to the performance of individuals. Rewards are given 
when the group as a whole demonstrates high performance. Team rewards 
work best when the size of the group being measured is relatively small, when 
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collective performance can be accurately measured, and when management 
support for the program is high.49 As explained in the “Building Strength 
Through HR” feature, John Deere is a company that has benefitted from team 
incentives.

One type of group incentive is the goal-based team reward, which provides 
a payment when a team reaches a specific goal. Following the principles of 
goal-setting theory that was introduced in Chapter 11, an incentive of this 
kind provides a team with a specific objective and rewards the team if the 
objective is achieved. Goal-based team rewards are thus a type of contract in 
which the organization agrees to provide a reward if the team meets a specific 
performance objective. Another type of team incentive is the  discretionary 
team bonus, which provides payment when high performance is observed. 
With discretionary rewards, no goal is set to achieve a specific outcome. 
Managers simply provide a reward whenever they think the team has per-
formed well. The frequency and size of the reward are at the discretion of the 
manager.50

When an award is given to a team, it can be divided among individual 
team members in two basic ways. One way is to divide it equally among team 
members. The other is to use some form of individual evaluation and pro-
vide higher-performing members with a greater portion of the reward. Each 
method of division has strengths and weaknesses.51 Giving team members 
equal shares of the reward builds a sense of unity and teamwork. Indeed, 
equal allocation among team members seems to be the most common way of 
dividing team bonuses.52 This allocation may, however, fail to motivate indi-
viduals to put forth their best effort. In contrast, dividing the reward based on 
performance recognizes high-achieving individuals but may undermine coop-
erative effort. Determining which individuals are top performers is also dif-
ficult. In some cases, team members provide peer assessments. In other cases, 
an outside observer, such as the supervisor, allocates the bonus. Regardless of 
who makes the allocation, an accurate appraisal of individual performance is 
essential when team rewards are divided equally.

Organizations can also reward employees for the contributions they make 
to teams. Rather than basing the reward on team performance, this method 
provides individual incentives for team contribution. In essence, then, this 
is an individual incentive specifically for people who offer valuable inputs to 
teams. Team members are rated on scales that measure their contributions 
to the team, and higher rewards are given to the highest-rated members. The 
U.S. Army Corps of Engineers Huntsville Center surveyed its employees and 
found strong support for this approach, which encourages both teamwork 
and individual effort.53

GAINSHARING
Who should reap the benefits when an organization reduces costs and 
increases production? One answer might be managers and owners. This 
seems reasonable if managers and owners are responsible for the improve-
ments. But what happens if regular employees take the primary responsibil-
ity for improvement? Shouldn’t these employees receive some of the reward? 
The question of sharing financial gains among owners, managers, and regu-
lar employees is the central issue of gainsharing. Gainsharing occurs when 
groups of workers receive a portion of the financial return from reducing 

Goal-based team reward
A group-level incentive provided 
to members of a team when the 
team meets or exceeds a specific 
goal.

Discretionary team bonus
A group-level incentive provided 
to members of a team when 
a supervisor observes high 
collective performance.

Gainsharing
A group-level incentive 
program that rewards groups of 
employees for working together 
to reduce costs and improve 
productivity.

c12.indd   478c12.indd   478 07/04/11   7:41 PM07/04/11   7:41 PM



What Are Common Group and Organizational Incentives? 479  

costs and improving productivity. In essence, gainsharing aligns the interests 
of workers with the interests of company owners.54

As many as 26 percent of U.S. companies use some form of gainsharing.55 

The practice is particularly common in manufacturing organizations, where 
costs and productivity gains can be objectively measured.56 In its most basic 
form, gainsharing establishes a benchmark for productivity. For instance, 
a tire manufacturer may examine current records and determine that pro-
ducing a particular tire costs $50. Once this cost has been established, the 
organization then agrees to share any future cost savings beyond $50 per 
tire with employees who are part of the manufacturing team. Limiting the 
gainsharing plan to only those employees who have a direct influence on 
the particular product is important for maintaining line of sight. After the 
gainsharing plan has been developed, employees become involved in a 
participative effort to make production more efficient. In the case of tire 
production, employees might work together by focusing on such things as 
reducing the number of defective tires, redesigning work processes, or sim-
ply working faster. If the process becomes more efficient, the amount of 
money saved is split between the organization and employees. A 50–50 split 
is common.

JOHN DEERE

John Deere is an equipment manufacturing and 
distribution organization with $15 billion in annual 
sales. Until 1997, John Deere’s compensation sys-
tem focused primarily on individual incentives. 
Jobs were classified into seven different pay grades, 
and employees with longer tenure received higher 
hourly wages. In addition, the company offered 
piece-rate incentives by paying more to employees 
who produced above a standard rate. This incen-
tive system discouraged employees from cooperat-
ing with each other. The cost of tracking various 
standards and pay rates was also quite high.

In 1997, John Deere changed its compensation 
plan to emphasize team rather than individual 
rewards. Now weekly benchmark standards for out-
put are established for teams rather than individu-
als. Teams that meet benchmark standards receive 
a 15 percent bonus. Teams with output below 
the benchmark are required to absorb two-thirds 
of the efficiency loss, while teams with output 
above the benchmark receive two-thirds of the cost 

savings. Products that do not meet quality standards 
are not included in the output measure used to 
assess team productivity. This new incentive system 
helps John Deere maximize the collective potential 
of employees in order to reduce costs and still main-
tain high quality.

Source: Information from Geoffrey B. Sprinkle and Michael 
G. Williamson, “The Evolution from Taylorism to Employee 
Gainsharing: A Case Study Examining John Deere’s 
Continuous Improvement Pay Plan,” Issues in Accounting 
Education 19 (2004): 487–503.

Building Strength Through HR
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Source: Information from Matthew H. Roy and Sanjiv S. Dugal, “Using Employee Gainsharing 
Plans to Improve Organizational Effectiveness,” Benchmarking 12 (2005): 250–259.

Rule Explanation

1.  Make sure the payout formula is 
understood by employees.

Motivation is increased when the rules by which 
the bonus is calculated are understood.

2.  Ensure a high level of employee 
involvement.

Involvement increases employee commitment and 
trust.

3.  Provide monetary rewards as close 
to the time of performance as 
possible.

Motivation is increased when rewards are clearly 
associated with actions and outcomes.

4.  Involve gainsharing specialists who 
provide valuable recommendations.

Each organizational setting is somewhat differ-
ent, and expert advice helps tailor the plan to 
the specific organization.

Table 12.1 Rules for Gainsharing Success

An example of a gainsharing plan is the compensation practice of a 
Verizon unit that produces telephone directories. Standards for budgets and 
production costs are established, and savings are split between the company 
and employees. Forty-five percent is reinvested in the general funds of the 
company. Ten percent is placed in an improvement fund specifically targeted 
for training, equipment, and other improvements that directly advance the 
telephone directory production process. Thirty-five percent is given back to 
employees in a quarterly payout. This payout is adjusted for quality of output; 
it is increased if quality is high and decreased if quality is low and corrections 
are required. The remaining 10 percent of the gain is saved in a reserve fund 
that is shared with employees a year later when costs resulting from custom-
ers’ claims of printing errors in the directories have been determined.57

Healthcare is a field that has shown increased interest in gainsharing 
in recent years. The costs of healthcare have been rising at a growing rate, 
and hospitals have begun to contract to share cost savings with physicians. 
Initially, the Office of Inspector General of the Department of Health and 
Human Services argued that such arrangements violated Medicare policies 
that guard against limiting services to patients. It was thought that offer-
ing physicians an incentive to reduce costs would result in lower quality of 
care. However, more recent decisions from the Office of Inspector General 
have allowed gainsharing.58 One example of successful gainsharing in a 
health setting is PinnacleHealth, a five-hospital system based in Harrisburg, 
Pennsylvania. The gainsharing program at PinnacleHealth encouraged car-
diac surgeons to reduce costs through standardizing supplies. The total sav-
ings amounted to $1 million, half of which was shared with the surgeons.59

Like other forms of incentive compensation, gainsharing is not equally 
effective for all organizations. Table 12.1 provides a list of issues that increase 
the likelihood of success for gainsharing programs. In general, gainsharing 
requires a great deal of cooperation and trust between managers and employ-
ees. Chances of success increase when employees are highly involved in devel-
oping and carrying out the plan. This makes gainsharing most  beneficial 
in organizations where employees expect to have long careers. Given that 
 gainsharing most frequently occurs in manufacturing settings emphasizing 
cost reduction, organizations pursuing Loyal Soldier HR strategies seem to be 
best suited for this type of group incentive.
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PROFIT SHARING
Profit sharing occurs when employees receive incentive payments based on 
overall organizational profits. As many as 70 percent of Fortune 1000 compa-
nies participate in some form of profit sharing.60 In most profit-sharing plans, 
the publicly reported earnings of an organization are shared with employees. 
Some organizations share the reward when the profit is reported, whereas 
others defer payment so that employees receive a share of the profit only if 
they remain employed for a number of years.

Earlier, we discussed the piece-rate incentives offered by Lincoln Electric. 
The company also places a large portion—frequently more than half—
of company profits in a bonus pool that is shared with employees.61 Every 
employee receives a portion of the bonus, but the size of each employee’s por-
tion depends in part on individual performance evaluations collected twice 
each year. In many instances, bonuses at Lincoln Electric can be as much as 
50 percent of the piece-rate total.62

Profit sharing has the potential to align the interests of employees with the 
interests of owners. However, a major problem with profit sharing is line of 
sight. In many organizations, employees simply don’t feel that their personal 
efforts will have an impact on organizational profits. This lack of a perceived 
link between personal effort and compensation means that profit sharing may 
not be a strong motivator for average employees. Another potential weakness 
of profit sharing is that employees come to expect bonuses and are dissatisfied 
in years when no bonus is available. Employees often express dissatisfaction in 
years when productivity is down and the bonus is not available. Many do not 
believe it is fair for their bonuses to be reduced by poor market conditions.63

Even though it has limitations, profit sharing can be an important part of 
an overall compensation package. Sharing profits with employees provides a 
strong motivator when employees perceive that their individual efforts truly 
influence overall profits. What about the issue of fit with the organization’s 
human resource strategy? Here, the main concern is the timing of the profit-
sharing payout. For organizations pursuing a Free Agent HR strategy, the 
payout should be made frequently. For organizations pursuing Committed 
Expert and Loyal Soldier HR strategies, it may make sense to delay the 
payout as part of a retirement package that builds a long-term bond with 
employees.

STOCK PLANS
One way to align the interests of employees and owners is by making employ-
ees owners. In corporations, this can be done through stock ownership. Stock 
plans transfer corporate stock to individual employees. In some cases, shares 
of stock are given directly to employees. However, most organizations instead 
provide stock options, which represent the right to buy company stock at a 
given price on a future date. Most stock options are granted at current stock 
prices. This means that the stock option has no value unless the stock price 
increases; after all, anyone can buy the stock at the current price. If the stock 
price does increase, an employee can buy the stock at the option price and 
reap a substantial reward. However, if the value of the stock falls below the 
option price, the employee can simply choose not to purchase the stock. This 
set of circumstances provides a long-term incentive that links an individual’s 
financial interests with the financial interests of others who own stock.

Profit sharing
An organization-wide incentive 
program under which a portion 
of organizational profits are 
shared with employees.

Stock plan
An incentive plan that gives 
employees company stock, 
providing the employees with 
an ownership interest in the 
organization.

Stock options
Rights to purchase stock at a 
specified price in the future.
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A number of years ago, stock options were primarily reserved for top exec-
utives. However, a majority of Fortune 1000 companies, including PepsiCo 
and Procter & Gamble, now provide stock plans for regular employees.64 
Top-performing small companies also provide employees with stock plans. 
For instance, Kyphon—a medical device manufacturer located in Sunnyvale, 
California—provides its 535 employees with stock options and a 15 percent 
discount on additional stock purchases. This incentive has helped the com-
pany to become known as one of the 25 best medium-sized companies to work 
for in the United States and has also been credited with helping to produce a 
63 percent annual increase in sales.65

In addition to stock options, many organizations offer employee stock 
ownership plans (ESOPs), in which the organization contributes stock shares 
to a tax-exempt trust that holds and manages the stock for employees. One 
advantage of ESOPs is favorable tax status, since organizations are allowed to 
exclude the portion of stock given to employees from taxation.

Although stock plans are increasingly popular and some evidence links 
their use to improved organizational performance, the extent to which they 
are effective in actually motivating individual employees is questionable. As 
with profit sharing, an employee’s line of sight is often far removed from the 
organization’s stock price. Even though CEOs and other top executives may 
have a clear line of sight in this area, most employees are not likely to per-
ceive that their efforts actually influence stock prices. Stock plans are thus not 
expected to increase motivation for most employees.

Stock plans have other potential problems. In some instances, CEOs have 
been found to manipulate earnings in order to maximize their personal stock 
return.66 Although widely accepted in the United States, stock plans have also 
met with resistance in other countries such as Germany.67 From employees’ 
point of view, another potential weakness of stock plans is that employees 
may have most of their financial investments tied up in the stock of a single 
 company—the one that employs them. Much of their financial security depends 
on the performance of this company. If the company’s stock performs poorly, 
their financial investments, such as retirement savings, can quickly disappear.

In most cases, stock options make the most sense in organizations with 
human resource strategies that encourage long-term employment. Stock 
options that require a waiting period before purchase align the long-term 
financial interests of employees with the financial interests of the organi-
zation. ESOP plans also create perceptions of a long-term commitment. 
Organizations with Loyal Soldier and Committed Expert HR strategies thus 
tend to incorporate stock plans into their compensation plans. Organizations 
with Free Agent HR strategies can also use stock plans to attract high perform-
ers, but in this case the period of time between receiving the stock award and 
owning the stock is usually minimized.

?
CONCEPT CHECK
 1. How does gainsharing determine the extent of a team’s 

bonus?
 2. What are some common problems associated with line 

of sight and organization-level incentives such as profit 
 sharing and ESOPs?

Employee stock ownership 
plan (ESOP)
A plan under which an 
organization sets up a trust fund 
to hold and manage company 
stock given to employees.
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Figure 12.4 Strategic Compensation Process.
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Creating a compensation package requires a number of important decisions. 
Figure 12.4 provides an overview of these decisions. As with other aspects of 
human resource management, the first task is to determine the organization’s 
overall competitive strategy. The competitive strategy then drives the broad 
human resource strategy. Once the human resource strategy is determined, a 
number of specific compensation decisions are made to align elements of the 
reward system with strategy. These decisions include setting a pay level and 
establishing a pay structure. One critical decision is how much at-risk com-
pensation to include in the package. Once the percentage of at-risk pay is 
determined, specific amounts of compensation must be allotted to base pay, 
benefits, individual incentives, and group incentives.

Figure 12.5 summarizes links between specific incentive elements and 
human resource strategies. As the figure suggests, the optimal percentage of 
at-risk compensation depends on overall strategy. Organizations with a com-
petitive strategy of differentiation seek innovation and recognition of top per-
formers. Placing a high percentage of compensation at risk is thus common 
in organizations pursuing Free Agent or Committed Expert HR strategies. In 
contrast, organizations with a cost-reduction strategy prefer to pay employees 
lower overall wages, which is at odds with the need to pay employees more 
when they assume the risk of receiving less compensation if performance is 
poor. Organizations with Bargain Laborer and Loyal Soldier HR strategies are 
therefore likely to have less at-risk compensation.

As explained in Chapter 11, human resource strategy also affects pay-level 
decisions. Meet-the-market pay-level strategies are most frequently adopted 
by organizations pursuing Bargain Laborer and Loyal Soldier HR strategies. 
Organizations with differentiation strategies rely on hiring and retaining 

How Do Strategic Decisions Influence 
a Compensation Package?

LEARNING OBJECTIVE 6
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highly talented employees. Therefore, Free Agent and Committed Expert HR 
strategies are more often closely aligned with lead-the-market pay strategies.

As shown in Figure 12.5, organizations with Bargain Laborer HR strategies 
tend to compensate their employees mostly in the form of base pay, usually 
minimum-wage compensation. Yet some organizations with this strategy do 
use piece-rate incentives that directly link production and labor costs.

Organizations with Loyal Soldier HR strategies also offer base pay as a 
high percentage of overall compensation, along with incentives that include 
piece-rate incentives, gainsharing, profit sharing, and stock options. These 
organizations also include a substantial number of employee benefits in their 
compensation packages.

The Committed Expert HR strategy fits with higher levels of at-risk compen-
sation. Individual incentives associated with the Committed Expert strategy 
include commissions and merit pay. Group incentives include profit sharing 
and stock plans that have fairly long time horizons. In addition, benefits are 
used to build long-term commitments.

At-risk pay is often highest in organizations with Free Agent HR strate-
gies. These organizations frequently use commission-based pay systems. Many 
organizations with Free Agent HR strategies offer merit bonuses to reward 
outstanding accomplishments. Profit sharing and stock plans that emphasize 
near immediate payouts are also common in these organizations.

?
CONCEPT CHECK
 1. What are some common compensation package characteris-

tics associated with each of the four basic HR strategies?

Bargain Laborer
External/Cost HR Strategy

Cost Leadership

In
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er
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nt
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Differentiation

Strategic Direction

High Percentage Base Pay
Minimum Wage

Piece-rate Systems

High Percentage At-Risk
Commisions

Merit Bonuses
Profit Sharing with Short Horizon

Stock Plan with Short Horizon
Piece-rate Systems

Free Agent
External/Differentiation HR Strategy

Loyal Soldier
Internal/Cost HR Strategy

Base Pay
Good Employee Benefit

Piece-rate Systems
Gainsharing

Profit Sharing with Long Horizon
Stock Plan with Long Horizon

At-Risk Compensation
Good Employee Benefits

Commissions
Merit Pay

Profit Sharing with Long Horizon
Stock Plan with Long Horizon

Committed Expert
Internal/Differentiation HR Strategy

Figure 12.5 Typical Compensation Elements.
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THE MANAGER’S PERSPECTIVE THAT OPENED THE CHAPTER HAD 
TOWANDA CONCERNED ABOUT COMPENSATION. SHE WONDERED 
WHETHER INDIVIDUAL INCENTIVES SHOULD BE REPLACED WITH 
GROUP INCENTIVES. SHE ALSO THOUGHT ABOUT THE ADVAN-
TAGES AND DISADVANTAGES OF CREATING A SERVICE CENTER 
TO HELP EMPLOYEES WITH PERSONAL TASKS. FOLLOWING ARE 
ANSWERS TO THE “WHAT DO YOU THINK?” QUIZ. WERE YOU 
ABLE TO CORRECTLY IDENTIFY THE TRUE STATEMENTS? CAN YOU 
DO BETTER NOW?

1. Organizations increase the value of overall compensa-

tion by providing benefits such as insurance and retire-

ment plans.  TRUE.  Tax incentives allow employers to 

provide greater total rewards when they include health 

and retirement benefits.

2. If all members of a team are paid the same amount, 

some individual team members will not work as hard.   

  TRUE.  Employees receiving group incentives may not 

maximize individual efforts. This is a disadvantage of 

group incentives.

3. Receiving an annual raise is a key motivator for most 

employees.  FALSE.  Annual raises in most organiza-

tions are not motivating because the value of the raise 

is not large enough to 

influence behavior.

4. Giving company stock to 

employees is a poor moti-

vational tool.  TRUE.  For 

most employees, line of sight is so distant that stock 

plans do not truly motivate behavior.

5. Most young people who are just graduating from col-

lege are willing to work long hours in boring jobs 

as long as they receive high wages.  FALSE.  Young 

employees are motivated by a number of alternative 

rewards, such as interesting work and flexibility.

Towanda’s concern about the value of benefits is well 

founded. Although organizations can use benefits to pro-

vide more value to employees, most organizations do a poor 

job communicating the cost of benefit plans. Shifting some 

compensation to group incentives might help Towanda 

increase cooperation and teamwork. However, eliminating 

individual incentives will likely decrease individual effort 

and could have a strong negative impact on overall per-

formance. The best approach for Towanda is to combine 

current individual incentives with group incentives.

  

  

  

  

  

A  M A N A G E R ’ S  P E R S P E C T I V E  R E V I S I T E D

SUMMARY

Compensation packages have four basic elements: 
base pay, employee benefits, individual incentives, and 
group incentives. Base pay and benefits foster a sense 
of security by providing consistent rewards. Individual 
and group incentives are forms of at-risk compensa-
tion that help motivate higher performance.

Base pay can be set according to either job-based 
analysis or skill-based analysis. Job-based analysis 
focuses on compensating employees for the tasks 
they do as part of a particular position. Skill-based 
analysis focuses on compensating employees for 
the skills they possess.

How do compensation packages align 
with strategy?

LEARNING OBJECTIVE 1

What are common approaches to base 
pay and employee benefit plans?

LEARNING OBJECTIVE 2
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Employee benefits can be either legally required 
or discretionary. Legally required benefits include 
social security, unemployment insurance, and work-
er’s compensation. Because most organizations are 
required to provide these benefits, organizations gen-
erally offer them but gain little competitive advan-
tage for doing so. Discretionary benefits include 
healthcare plans (although recent legislation makes 
this less discretionary), supplemental insurance, 
retirement savings, pay without work, and lifestyle 
benefits. Providing these benefits can be particularly 
helpful for creating long-term ties with employees.

Individual incentives reward employees for individ-
ual contributions. Piece-rate incentives are based on 
the quantity and quality of output produced by indi-
vidual employees. Commissions are common for 
sales representatives and place a high proportion 
of compensation at risk, creating a strong incen-
tive. Merit pay increases provide raises based on 
performance, but problems with contingency and 
the amount of the raise often make merit increases 
in effective motivators. In many cases, merit bonuses, 
which are one-time payments for particular contri-
butions, are more effective than merit pay increases.

Group incentives encourage cooperation and team-
work. Team bonuses and incentives can be offered 
as rewards when groups of employees achieve 

What are common employee benefit 
plans?

LEARNING OBJECTIVE 3

What are common individual incentives?

LEARNING OBJECTIVE 4

What are common group and 
organizational incentives?

LEARNING OBJECTIVE 5

specific objectives or when managers observe 
teams performing especially well. Gainsharing is 
an increasingly popular incentive that rewards 
small groups of employees for reducing costs and 
improving productivity. These programs establish a 
baseline for performance, and the cost savings of 
improving upon the baseline are shared between 
employees and owners.

Profit sharing provides employees with a por-
tion of the organization’s financial profits. Some 
plans share profits almost immediately, whereas 
others hold the profit until employees have been 
with the organization for a specified period of 
time. Stock plans provide an ownership stake 
for employees. Stock options give employees the 
opportunity to make future stock purchases at a 
given level and are a way of rewarding employees 
when stock prices rise. ESOPs provide tax advan-
tages that encourage employees to collectively 
purchase company stock. In many cases, profit 
sharing and stock plans fail to motivate employ-
ees because line of sight is too distant for employ-
ees to believe their actions really influence the 
outcomes.

Creating a compensation package involves making 
and implementing a number of important deci-
sions. Decision makers must first set the pay level 
and must then decide how much pay to place at 
risk. Organizations with differentiation strategies 
generally place a higher percentage of pay at risk 
than do organizations with cost reduction strate-
gies. Finally, the organization must decide how 
much compensation to allocate to base pay, ben-
efits, individual incentives, and group incentives. 
Specific forms of incentives are most effective when 
they are aligned with the organization’s broad HR 
strategy.

How do strategic decisions influence a 
compensation package?

LEARNING OBJECTIVE 6

At-risk pay 456
Base pay 459
Base wage 473
Cafeteria benefits 471

KEY TERMS

Commission 474
Compensation package 454
Defined benefit plan 469
Defined contribution plan 469
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Disability insurance 468
Discretionary team bonus 478
Employee benefits 460
Employee stock ownership plan (ESOP) 482
Flexible benefit program 471
Gainsharing 478
Goal-based team reward 478
Group incentive 460
Healthcare plan 466
Health maintenance organization (HMO) 467
Health savings account (HSA) 467
Individual incentive 460
Life insurance 468
Line of sight 457

Merit bonus 476
Merit pay increase 475
Pay without work 470
Piece-rate incentive 473
Profit sharing 481
Qualified benefit plan 466
Sick leave 470
Social security system 464
Standard rate 473
Stock options 481
Stock plans 481
Unemployment insurance 464
Vested 469
Workers’ compensation 465

DISCUSSION QUESTIONS

 1. What are some specific jobs in which you would 
be comfortable having a high percentage of pay 
at risk? What are some jobs in which you would 
prefer having guaranteed pay? What is the dif-
ference between the jobs on these two lists?

 2. What type of person do you think might 
be attracted to work in an organization that has 
relatively low wages but extensive benefits?

 3. Do you think social security has benefited or 
harmed workers? Do you think social security 
will be available when you retire?

 4. Is it a good idea for the government to give 
tax incentives to organizations for providing 
employee benefits? Why or why not?

 5. What makes piece-rate incentive systems such 
effective motivators? How does a piece-rate 
system meet the requirements of expectancy 
theory?

 6. What are some reasons why an organization 
might use incentives other than commissions 
to compensate a sales force?

 7. What principles of motivation make gain-
sharing such an effective motivational tool?

 8. Why do organizations continue to provide 
employees with stock plans even though evi-
dence suggests they have only limited effective-
ness for motivating most workers?

 9. Many news articles discuss high compensation for 
CEOs. What justification do organizations have 
for paying CEOs millions of dollars each year? 
Do you think CEOs are paid too much? Why?

 10. What are the specific elements of a compensa-
tion package that you would recommend for 
an organization with a Loyal Soldier HR strat-
egy? What are your recommendations for an 
organization with a Free Agent HR strategy?

EXAMPLE CASE Best Buy

Linda Herman joined Best Buy as senior manager, executive compensation, 
knowing that the pace was going to be faster than she was accustomed to at 
her old job in financial services.

“In retail, you need to be able to turn on a dime,” she says.
That’s why she shouldn’t have been surprised when she came back to work 

after a long weekend last July to a request, by CEO Brad Anderson, to be more 
creative with the 2006 long-term incentive program. Specifically, Anderson 
asked Herman and her staff why the company couldn’t offer employees a plan 
that provided an array of options.

Up until 2003, Best Buy relied primarily on stock options to retain and 
reward 2,600 managers and executives. But the Minneapolis-based  electronics 
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retailer, like many employers, realized that stock options aren’t always the best 
retention tool, particularly during times of market volatility, Herman says. 
And the company knew that accounting rule changes were looming. The rules 
have since come to pass, and they require companies to expense options.

With all that in mind, the firm wanted to try alternatives. So in 2003, the 
retailer replaced its stock option plan with a mix of performance shares, which 
employees would get if they reach specific performance criteria, and restricted 
stock, which are grants of shares that vest at the end of a given period if an 
employee remains on staff.

The final plan, introduced on September 30, 2005, offers participants four 
choices.

Choice 1 is 100 percent stock options with a four-year vesting schedule and 
a 10-year life. Choice 2 is 50 percent stock options and 50 percent perfor-
mance shares, which are based on the company’s total shareholder return 
compared with the S&P 500 over a three-year period.

“The first two choices are catering to people who are willing to roll the dice,” 
Herman says, adding that the payouts are vulnerable to market conditions.

The third and fourth choices are quite different. They are based on “eco-
nomic value added,” a metric devised by Best Buy that uses an internal for-
mula that changes from year to year. They involve the meeting of one-year 
performance targets, but employees can’t access the rewards for three years.

Choice 3 offers 50 percent stock options and 50 percent restricted stock, 
which is awarded at the end of three years for performance measured against 
the company’s economic-value-added goal at the end of 2007. Choice 4 offers 
50 percent restricted stock and 50 percent performance units, both earned at 
the end of three years, based on company performance against the economic-
value-added goal at the end of 2007.

A majority of eligible employees opted for Choice 1 or 2, while only 11 per-
cent took Choice 3 and 2 percent chose Choice 4. Herman attributes this imbal-
ance to the difficulty of explaining economic value added to its employees.

QUESTIONS
 1. Why do you think so many of Best Buy executives opted for Choice 1 or 2? 

What would you do to encourage more employees to adopt Choices 3 and 4?
 2. Does this Best Buy compensation program satisfy line of sight requirements? 

Which of the four choices do you think has the most direct line of sight?
 3. What additional compensation elements would you add to the Best Buy 

compensation package?

Source: Jessica Marquez, “Best Buy Offers Choice in Its Long-Term Incentive Program to Keep the 
Best and Brightest,” Workforce Management, April 24, 2006, pp. 42–43.

DISCUSSION CASE Collegiate Promotions

Collegiate Promotions distributes products that are marketed to students and 
alumni of major universities. High-selling products include coffee mugs and 
T-shirts that bear collegiate logos. In order to distribute its products, Collegiate 
Promotions has adopted an independent sales representative model. The 
sales representatives work for themselves and are not actual employees of 
Collegiate. They have independent contractor status.
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Interview two people in different career stages. 
One person should be recently graduated from col-
lege and just beginning a career. The other person 
should be near retirement age. Try to find out their 
perceptions about different elements of compensa-
tion packages. Use questions such as the following 
to guide your conversations.

 1. What types of compensation do you most value? 
Do you prefer high base pay and relatively low 
incentive pay, or do you prefer low base pay 
with high incentive pay?

 2. How important are employee benefits to you? 
What type of benefits do you value most?

 3. Do the compensation practices at your company 
increase your commitment to the organization? 
In what ways?

 4. Do you prefer incentives to be based on indi-
vidual performance or group performance?

 5. Do you receive any type of company stock? If 
so, do you think the stock motivates you to work 
harder?

 6. What would you change to make the compensa-
tion plan more effective for motivating you?

Using the information obtained from the inter-
views, do the following:

 1. Identify areas in which the perceptions of 
the person beginning a career are  different 
from the perceptions of the person near 
retirement.

 2. Analyze these differences. Are there consistent 
differences that might result from the fact that 
the individuals are in different career stages? Are 

Learning Through InterviewingEXPERIENTIAL 
EXERCISE

Becoming an independent sales representative is easy. An interested per-
son pays a $300 fee to obtain catalogs and other literature needed to advertise 
and sell the line of products. The sales representative then begins to write 
orders for products. A sales representative can sell to anyone through any 
channel. This means that there are no protected territories, so several sales 
representatives are often working in the same geographic location. Many rep-
resentatives also sell through Internet websites.

Collegiate Promotions does not set an absolute price for its products. 
Instead, it uses a wholesale plus pricing strategy that allows sales representa-
tives to sell within a relatively broad range. The range is normally 30 to 50 
percent higher than wholesale. For instance, if the wholesale price of a coffee 
mug is $10, then the representative can choose to sell the mug at a price any-
where between $13 and $15. The sales representative receives a commission 
of half the amount charged over the wholesale price. If the mug sells for $13, 
the representative receives $1.50. If the mug sells for $15, the representative 
receives $2.50. Because they are independent contractors, the sales represen-
tatives receive no other compensation.

QUESTIONS
 1. Do you think the compensation system at Collegiate Promotions is effective?
 2. Why would a sales representative try to sell at the top of the price range? 

Why at the bottom of the price range? Do you predict that most sales are 
made at the top or bottom of the range of possible prices?

 3. How does the lack of geographically protected sales areas affect salesper-
sons’ behavior?

 4. How committed do you think the independent contractors are to 
Collegiate Promotions? What are some positive features of the indepen-
dent contractor status for the organization? What might be some positive 
features for the independent representatives? Would you expect sales rep-
resentatives to have long-term associations with the company?
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 4. Evaluate whether differences in competi-
tive strategies might explain some of the 
differences suggested by the people you 
interviewed.

there differences that seem more individual and 
that might result from factors such as personality?

 3. Develop a list of specific compensation changes 
that might be made to increase motivation for 
each person.

INTERACTIVE
EXPERIENTIAL EXERCISE

Is It All about Base Salary? Explaining 
Compensation Issues at SuperFoods
http://www.wiley.com/college/sc/stewart

Access the companion website to test your knowledge by completing a 
SuperFoods interactive role-play.
In this exercise, one of the managers at SuperFoods informs you that, at least 
in her department, the main motivator for the employees is their base salary. 
The rest of the compensation package, she says, is “just details.” She insists 
that giving the employees in her department big pay increases will make all 
of them very happy, regardless of the rest of the compensation package. Your 
solid HR education and your years of diverse experience as a consultant, how-
ever, tell you that statement is likely not true, even though the company’s HR 
strategy has always been that of Bargain Laborer. How should you respond to 
the manager’s comments? •
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Working Effectively 
with Labor

C h a p t e r  1 3

A  M A N A G E R ’ S  P E R S P E C T I V E

JOSE SENSES A TIGHTENING IN HIS STOMACH AS HE 
PULLS INTO THE DRIVEWAY LEADING TO THE FURNI-
TURE MANUFACTURING PLANT WHERE HE HAS BEEN 
EMPLOYED AS A SUPERVISOR FOR THE PAST SIX 
YEARS. SEEING THE LINE OF WORKERS CARRYING 
PICKET SIGNS REMINDS HIM THAT THE DAY AHEAD 
WILL NOT BE EASY. MANY OF THE PEOPLE CAR-
RYING SIGNS ARE PERSONAL FRIENDS WHO BEGAN 
A LABOR STRIKE LAST WEEK. THE EMPLOYEES HE 
SUPERVISES ARE MEMBERS OF A LABOR UNION 
SEEKING INCREASED PAY AND BENEFITS. SO FAR, 
MANAGEMENT HAS REFUSED TO MEET THE UNION’S 
DEMANDS, AND THE TWO SIDES ARE STILL FAR 
APART IN AGREEING ON A NEW LABOR CONTRACT.

As he inches through the picket line, Jose won-
ders what the plant would be like without the 
union. He knows that the overall trend has been 
toward fewer and fewer employees being organized 
into unions. Jose wonders whether the union has 
really helped improve life for the plant employees. 
Are they treated better because of the union? 
Do they make more money? Does the union offer 

 protection from being fired 
without cause? Is Jose’s 
own situation better or 
worse because of unions? 
What would happen if the 
workers voted to get rid of the union?

Jose parks his car and walks to his office. As he 
listens to his telephone messages, he is surprised 
to hear a message from a newspaper reporter who 
wants to talk to him. The reporter is doing a story 
about a proposed change to the law that would 
make it easier to organize unions. Jose’s mind 
quickly races back to his early days with the furni-
ture manufacturer. Line employees had just begun 
to talk about forming a union. Jose and other 
supervisors learned about things they were prohib-
ited from saying and doing to resist the union 
efforts. In the end the employees voted to organize 
the union. Jose knows that the proposed legal 
change would make it so that a union would be 
recognized once a majority of employee had signed 
cards supporting it, and that elections would no 
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WHAT DO YOU THINK?
Suppose you are listening to a conversation between Jose 
and other supervisors at the furniture plant. The follow-
ing statements are made in the conversation. Which of the 
statements do you think are true?

Workers who are represented by unions 
usually make more money than workers 
who are not represented by unions.

Organizations with employees who are 
represented by a union invest less money 
in things like equipment and research.

Trends show that fewer and fewer employ-
ees in the United States are represented by 
labor unions.

Threatening to close the plant is an effec-
tive method for discouraging employees 
from voting to join a union.

Negotiations are most effective when they 
focus both parties on working together rather 
than each advocating only its own interests.

?

T OR F

T OR F

T OR F

T OR F

T OR F

THE BIG PICTURE Effective Organizations Manage Relationships with Organized 
Labor Unions to Ensure High Productivity and Fair Treatment of Workers

longer be needed. He is uncertain whether this 
would actually make it easier to form unions. 

Thinking about talking to a reporter makes Jose 
laugh. He has enough problems of his own today. 
The strike means that few of the employees in his 
part of the plant will come to work. How will he 
organize the work processes to get at least some-
thing done? He hopes the strike will end quickly. 
He wonders what is happening in the negotiations. 
Why do things become so heated and emotional? 
Shouldn’t there be a better way to arrive at a com-
pensation agreement that is fair to both the com-
pany and the employees? The day is just beginning, 
yet Jose looks forward to getting through it and 
moving on to future days where he will once again 
work with his friends who are standing in front of 
the plant holding picket signs.
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How Can Good Labor Relations Make 
an Organization Effective?

The most common employment relationship is between an individual employee 
and a large organization. The large organization, of course, has many more 
resources and much more power than a single individual employee. Through-
out history, this imbalance of power has at times led to abuses. Employees with 
no other work alternatives have sometimes been forced to accept dangerous 
work for low pay. Abusive managers have unfairly disciplined workers. In order 
to gain more power, workers have often joined together to form labor unions. 
A labor union is an organization of workers who work collectively to improve 
the conditions of their employment. Interactions between employing organi-
zations and labor unions are called labor relations. In many—in fact, most—
organizations, employees are not organized into labor unions. Nevertheless, 
the possibility that employees will organize into unions makes effective labor 
relations an essential part of almost every business operation.

Relationships between unions and employers are often adversarial. Each 
side focuses on getting what it feels it deserves from the other. Such rela-
tionships frequently prevent unions and employers from working together 
to improve overall productivity and customer service. The end result is that 
unions may be seen as harmful to overall productivity and organizational 
 success.1 A few exceptional organizations have, nevertheless, developed coop-
erative labor relations. Here, managers and union leaders work together to 
create high-performing organizations. One example of a company with an 
effective labor relations strategy is Kaiser Permanente.

Kaiser Permanente is the largest nonprofit health plan in the United States. 
The organization operates hospitals and medical clinics in various states, 
including California, Hawaii, Washington, and Maryland. Kaiser has annual 
revenues of $31 billion and employs over 135,000 people in roles that include 
physician, nurse, pharmacist, and lab technician.2

In the mid-1990s, Kaiser was faced with many union demands. Wage 
cuts and layoffs had created an adversarial relationship between the organi-
zation and as many as 33 different national, international, and local labor 

Labor union
An organization representing the 
collective interests of workers.

Labor relations
The dealings that result from 
interactions between a labor 
union and an employer.

After reading this chapter you should be able to:

Explain how unions and organized labor fit with human resource strategies.

Describe the history of organized labor in the United States, and explain how current 
trends are affecting labor unions.

Explain the steps that are involved in organizing a labor union, and describe 
managerial actions that are appropriate responses to unionization efforts.

Describe the collective bargaining process.

Explain the employee grievance process. 

LEARNING OBJECTIVE 1

LEARNING OBJECTIVE 2

LEARNING OBJECTIVE 3

LEARNING OBJECTIVE 4

LEARNING OBJECTIVE 5

L E A R N I N G  O B J E C T I V E S
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unions. Rather than continue fighting the various unions, Kaiser formed a 
co operative relationship with the American Federation of Labor and Congress 
of Industrial Organizations (AFLCIO), which is a federation—or alliance—of 
labor unions. The cooperative relationship, known as the Labor Management 
Partnership, represents a vision of union members and managers working 
together to improve healthcare delivery. A major feature of the program is 
frequent meetings between top executives and union officials.3

The Labor Management Partnership seeks to improve competitive perfor-
mance by making Kaiser a better place to work. In the early days of the part-
nership, union and management representatives began working together in 
bargaining task groups to solve problems. These groups focused on finding 
ways to increase profits rather than arguing about how the profits would be 
divided between management and employees. Creative resolutions to prob-
lems included such things as giving each union a sum of money that it could 
allocate among employees as it chose.4 Inviting the union to participate more 
fully in such decisions built a stronger sense of ownership in and loyalty to 
Kaiser. As a result of working together, managers and union members began 
to trust one another.

Bargaining groups have now evolved into a collective bargaining agreement 
that covers the employees who belong to the various unions. The agreement 
covers issues such as wage increases, work scheduling, and worker safety.5 In 
many organizations, arriving at a collective bargaining agreement involves 
argumentative and sometimes lengthy negotiations. Kaiser and its unions 
avoid this destructive situation by using interest-based negotiation. Rather 
than staking out claims regarding how money should be distributed, manage-
ment and unions both present the interests that are important to them. Both 
sides then work together to find solutions that meet the needs of each side. 
Important skills for interest-based negotiation include active listening, joint 
data collection, brainstorming, and facilitative problem solving. Both sides 
understand that even though their interests sometimes conflict (for example, 
higher wages might mean less profit to invest in research), they also depend 
on cooperation to create value that builds a competitive advantage (the abil-
ity to deliver quality health services at a good price).6 Strong leaders on both 
sides help those they represent understand the need for cooperation. Each 
side follows through on commitments, building a sense of trust that makes 
future negotiations easier.7 This trust led to the signing in 2005 of the second 
five-year collective bargaining agreement between Kaiser and the unions. In 
voting whether to accept the agreement, 92 percent of workers voted their 
support. The agreement includes specific guarantees, such as annual salary 
increases of 4.5 percent and increased money for employee training.8 In 2008 
the contract was reopened and mutually bargained to raise wages more in 
some areas and to improve medical benefits for some retirees. Union and 
management officials also agreed to form teams to help foster cooperation 
and performance improvement. Once again the overall tone of interaction 
between management and unions was positive.9

The cooperative atmosphere created by the bargaining agreement helps 
Kaiser focus on innovations that improve its services. For instance, Kaiser is 
installing computer terminals in each exam room that can be used to show 
patients such things as X rays and trends in health status, which dramatically 
improves patient satisfaction.10 The company also has a massive database that 
efficiently tracks patient treatments.11 Since the cooperative agreement was 
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put into place, workplace injuries have fallen by over 20 percent, employee 
satisfaction has increased 15 percentage points, and Kaiser has achieved cost 
savings estimated at over $100 million.12

KAISER 
PERMANENTE

Kaiser Permanente is a health-
care delivery organization that 
operates over 30 hospitals and 
more than 400 medical office 
buildings. Human resource 
management at Kaiser builds 
competitive strength by

 • Adopting a cooperative 
approach to labor relations that seeks to treat union members as part-
ners rather than adversaries.

 • Providing open communication channels so that union members and 
leaders can make suggestions for improvement.

 • Using interest-based negotiation strategies that focus on identifying 
ways for unions and management to work together to increase profits.

Building Strength 
Through HR

Not all organizations can be expected to benefit as much from cooperative 
labor relations as Kaiser Permanente. For one thing, unions are more preva-
lent in some industries than in others. For another, the benefits of working 
with a union depend to some extent on an organization’s competitive strategy. 
The effects of union representation on organizational success thus depend on 
human resource strategy. In general, organizations gain from partnering with 
unions when their human resource practices have the overall objective of cre-
ating a stable workforce where all employees are treated similarly.

A primary objective of unions is to provide employment security and long-
term employment. In most cases, a powerful labor union makes it difficult 
for an organization to dismiss workers.13 Unions also encourage organiza-
tions to provide training and better develop the specific skills of employees.14 
Organizations lose their investments in training when workers leave to work 
for competitors. Unions also tend to oppose workers taking on additional 
responsibility unless they believe that employees have secure, long-term jobs.15 
Unions are thus more compatible with organizations that seek to develop 
long-term relationships with workers.

How Are Labor Relations Strategic?

LEARNING OBJECTIVE 1
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Another primary objective of unions is to secure fair wages and benefits for 
all workers. This practice reduces pay differences between workers with differ-
ent skill levels. The gap between high- and low-performing employees is thus 
not as high in unionized organizations as in organizations without unions.16 
Organizations with labor unions also tend to provide more extensive benefits 
to a greater number of employees.17 In short, unions have the effect of creat-
ing equality among workers. This means that labor unions fit best with human 
resource strategies that seek to build solidarity among workers and minimize 
differences between high and low performers.

Combining differences in terms of employment with differences in equality 
results in the grid in Figure 13.1. Organizations seeking long-term employ-
ment relationships and high levels of equality among workers are most 
compatible with labor unions. Unions thus seem to be most prevalent, and 
potentially most beneficial, in organizations pursuing a Loyal Soldier HR 
strategy. In contrast, unions tend to be incompatible with organizations that 
combine a desire for short-term relationships with an emphasis on recogniz-
ing performance differences. Organizations with a Free Agent HR strategy 
thus seem to have the most difficulty working cooperatively with labor unions.

An example of the difficulty with a Free Agent HR strategy occurred a few 
years ago at Nordstrom. The fashion retailer has a competitive strategy of dif-
ferentiation, which it pursues by providing quality clothing and outstanding, 
personalized service. Great service comes from hiring high-performing sales 
representatives who act as entrepreneurs to build personal relationships with 
customers. The work environment at Nordstrom provides high incentives for 
top performers. However, some Nordstrom employees were covered by the 
United Food and Commercial Worker Union, and the union asserted that 
sales representatives were being pressured not to record all hours worked.18 
This meant that the sales representatives were often not receiving hourly 
compensation for the time that they worked to make deliveries and service 
the requests of loyal customers. Many representatives were willing to do this 
because incentives made their overall level of pay higher than that paid by 
competing retailers. Nevertheless, the union filed complaints of unfair 
labor practices and forced the company to change some of its timekeeping 

Figure 13.1 Human Resource Strategy and Labor Unions.
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and compensation practices.19 The changes made in response to the union 
complaint minimized some of the variation in pay between high- and low- 
performing employees and made it more difficult for Nordstrom to carry out 
its Free Agent HR strategy.

Unions can create problems for organizations pursuing Committed Expert 
HR strategies as well. Organizations with unionized employees tend to invest 
less of their profits back into the business, because a higher percentage of the 
profit goes to employees in the form of higher wages.20 Unionized organizations 
generally spend less on constructing new buildings, for example.21 They also 
tend to spend less on research and development,22 which can be a particular 
problem for organizations seeking to innovate and differentiate products and 
services. Such reductions in investment may not be universal, as research found 
that the presence of unions in Germany does not correspond with decreased 
investment.23 Nevertheless, evidence suggests that investment decreases with 
the type of union most frequently organized in the United States. Thus, even 
though companies using Committed Expert HR strategies emphasize long-
term relationships, this strategy is not altogether compatible with unions.

Labor unions do have the potential to make a positive contribution to 
organizations pursuing Loyal Soldier HR strategies. Even though labor costs 

MIDSTATE MEDICAL CENTER

MidState Medical Center is a 130-bed hospital 
located in central Connecticut that employs 926 
workers. Approximately 30 percent of the employ-
ees are nurses who are represented by the National 
Union of Hospital and Health Care Employees/
AFSCME (American Federation of State, County and 
Municipal Employees). MidState works with union 
members to provide excellent healthcare and has 
been ranked nationally as a “Great Place to Work.” 
Nurse turnover at MidState is less than half the state-
wide average. Specific actions that help MidState 
excel with a unionized workforce are the following:

 • Top management respects union leaders and 
seeks to develop a sense of trust.

 • Grievances are addressed quickly to resolve 
employee concerns.

 • Cooperative negotiations have included 
reopening a contract to increase pay when 
it became apparent that wage rates were 
 lagging behind competitors.

 • Nurses are treated as contributing individuals 
who have access to information and participate 
in decision making.

Building Strength Through HR

 • Management meets its obligations to the 
union but in some instances operates by 
bypassing the union and directly meeting the 
needs of employees.

Source: Information from Robert Grossman, “A Tale of 
Two (Unionized) Companies,” HR Magazine 50, no. 9 
(2005): 70–78.

c13.indd   498c13.indd   498 07/04/11   7:43 PM07/04/11   7:43 PM



How Has Organized Labor Evolved over Time? 499  

tend to be higher for unionized organizations,24 the benefits of a stable work-
force help maintain quality. For instance, having unionized nurses helps 
hospitals in California save the lives of heart attack victims.25 An example of 
an organization that benefits from cooperative union interactions is United 
Parcel Service (UPS). UPS employees are represented by the International 
Brotherhood of Teamsters, which represents workers in the transportation 
and freight industries. Although at times, relations between UPS and the 
Teamsters Union have been strained, the union has helped influence the 
company to provide high pay and benefits, which in turn help the company 
hire and retain good employees.26 In the end, then, the Teamsters Union 
supports human resource practices that help UPS achieve its Loyal Soldier 
HR strategy. Because of increased quality, along with savings in other areas, 
the higher labor rates for unionized workers do not compromise the ability 
to competitively produce goods and services.27 Cost-focused organizations can 
thus achieve higher productivity by working with unions to reduce costs and 
create more efficient processes to better satisfy customer needs.28

Finally, the lack of focus on long-term employment relationships makes 
labor unions somewhat incompatible with Bargain Laborer HR strategies. 
Employees who expect to be employed for only a short period of time are less 
likely to form unions.29

To sum up, as shown in Figure 13.1, labor unions encourage long-term 
employment, making their interests most similar to the interests of organiza-
tions emphasizing internal labor strategies. Unions also tend to emphasize 
equal treatment for all, which aligns with efforts to retain quality workers but 
not star performers. As described in the “Building Strength Through HR” fea-
ture, simply having a union can improve how the organization treats employ-
ees. Working together with labor unions is therefore most compatible with 
a Loyal Soldier HR strategy, as mentioned earlier, and least compatible with 
a Free Agent HR strategy. Nevertheless, as we will illustrate throughout this 
chapter, the nature of the relationship with the labor union is much more 
critical than the simple existence—or lack of existence—of the union.

?
CONCEPT CHECK
 1. Which HR strategy is most compatible with labor unions?
 2. What problems do labor unions pose for organizations with 

a Free Agent HR strategy?

As a student, you may feel powerless to create changes at the institution where 
you study. Taking concerns or ideas to faculty and administrators doesn’t usu-
ally lead to change. Complaints and suggestions are frequently seen as the 
views of a single student who doesn’t understand the big picture. However, 
change efforts can sometimes be effective when students bond together and 
work as a collective group. Complaints about the fairness of an exam or the 

How Has Organized Labor Evolved over Time?

LEARNING OBJECTIVE 2
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need for additional recreational facilities can have a much greater impact 
when they come from a large group than when they come from a single stu-
dent. In the workplace, similar attempts to work together and improve work-
ing conditions often result in the formation of a labor union.

The rise of labor unions in the United States is a relatively recent event. 
Until the early 1900s, the court system generally saw employment relation-
ships as private agreements between an employer and an individual laborer. 
Unfortunately, many large employers took advantage of this relationship and 
forced employees to work in unsafe conditions for long hours at minimal 
wages. Gradually, labor unions formed and gained strength, and the federal 
government responded with laws and regulations that significantly influenced 
the evolution of organized labor in the United States.

THE INFLUENCE OF GOVERNMENT 
REGULATIONS
An early federal law related to labor unions is the Railway Labor Act (RLA), 
passed in 1926. The RLA regulated relationships between railroads and 
unions and still regulates labor relations in the railroad and airline industries. 
The RLA was the first of a series of laws passed to recognize and regulate labor 
unions. The main pieces of legislation in this series are known by the names 
of the legislators who sponsored them and include the Wagner Act, the Taft-
Hartley Act, and the Landrum-Griffin Act.

Wagner Act
The most important legislation related to unions is the Wagner Act, which is 
actually titled the National Labor Relations Act. This federal law was passed 
in 1935 against a background of conflict over union activities that sometimes 
escalated to physical violence. Union organizers were trying to convince 
employees to join unions, and management was resisting these attempts vigor-
ously. Congress took an active role in the labor debate by passing the Wagner 
Act, which has the central purpose of ensuring that employees have the right 
to participate in labor unions.30

The Wagner Act specifically gives employees the right to form and join 
unions and to assist unions in recruiting members. Employees also have the 
right to bargain collectively, which usually means electing representatives who 
bargain for the interests of the group. In addition, employees have the right 
to strike, or collectively refuse to work, to protest unfair labor practices, or to 
seek higher economic rewards. When they strike, employees have the right to 
form picket lines. However, employees engaging in a labor strike cannot phys-
ically block access to business plants, threaten violence against nonstriking 
employees, or attack management representatives.

The Wagner Act prohibits management from engaging in a number of 
specific actions, which are labeled unfair labor practices. Some frequently 
observed unfair practices are shown in Table 13.1. The bottom line is that 
businesses cannot punish employees who engage in union activities. Business 
organizations are also prohibited from dominating or illegally assisting unions. 
In essence, this provision prevents management from helping to create a weak 
union that it can easily coerce into complying with management requests. 
Domination is assumed when the business organization takes an active part 
in organizing the union, or supports the union financially. In addition, all 
unions trying to organize workers must have equal access to an organization’s 

Railway Labor Act (RLA)
A federal law passed in 1926 to 
regulate relationships between 
railroad companies and unions.

Wagner Act
A federal law passed in 1935 
that created the National Labor 
Relations Board and provided 
employees with the express right 
to organize unions; formally 
known as the National Labor 
Relations Act.

Unfair labor practices
Labor practices on the part of 
employers or unions that are 
prohibited by federal law.
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employees. It is unfair for the organization to allow representatives of one 
union to meet with employees on work premises but deny the same privilege 
to other unions, for example.

Under the Wagner Act, employers are required to bargain with unions in 
good faith. This does not mean that they must accept union demands. Rather, 
it means that they must make efforts to work with the union to form an agree-
ment outlining relationships between management and workers. Violations 
of this requirement occur when management refuses to meet with union rep-
resentatives to discuss issues or refuses to provide information to the union.

A central feature of the Wagner Act was the creation of the National Labor 
Relations Board (NLRB), which has the duty of enforcing the Wagner Act. 
The board now consists of five members who are appointed by the president 
of the United States, subject to Senate approval, to serve five-year terms. As 
part of a later provision, the president also appoints a General Counsel. In 
essence, the General Counsel serves as a prosecutor, and the NLRB serves as 
the judge. The NLRB has two specific purposes. The first is to organize and 
oversee employee elections that determine whether a union will be formed in 
a particular workplace. The second is to investigate allegations of unfair labor 
practices and to provide remedies, if necessary. Currently, 33 regional offices 
located in major cities across the country carry out the work of the NLRB and 
the General Counsel.

The Wagner Act is seen primarily as pro-union legislation. It gives unions a 
right to organize employees and prohibits businesses from retaliating against 
employees who become involved in unions. It also requires businesses to bar-
gain with unions in good faith.

Taft-Hartley Act
Labor unions formed at a rapid pace after the Wagner Act became law. 
However, many business organizations argued that the Wagner Act had 
shifted power too far toward unions. In 1947, the Taft-Hartley Act, formally 
known as the Labor-Management Relations Act, was passed. Taft-Hartley 
shifted power back toward management interests by creating a list of unfair 
labor practices for unions. Some of these practices are listed in Table 13.2. 

National Labor Relations 
Board (NLRB)
A board of five members 
appointed by the president of 
the United States to enforce the 
Wagner Act.

Taft-Hartley Act
A federal law passed in 1947 
that regulates union activities 
and requires unions to bargain in 
good faith; formally known as the 
Labor-Management Relations Act.

Threatening employees with loss of jobs or benefits if they join a union

Threatening to close a plant if a union is organized

Questioning employees about union activities or membership

Spying on union gatherings

Granting wage increases deliberately timed to discourage employees from forming a union

Table 13.1 Unfair Labor Practices for Management

Mass picketing in numbers that physically bar others from entering the plant

Threatening bodily injury to other employees

Threatening that employees will lose their jobs unless they support the union

Entering a contract with an employer when a majority of employees have not chosen the union

Fining or expelling members for filing unfair labor charges with the NLRB

Table 13.2 Unfair Labor Practices for Labor Unions
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The act  prohibits labor unions from coercing employees to join and requires 
unions, like management, to bargain in good faith. And whereas the Wagner 
Act created guidelines for elections to organize unions, the Taft-Hartley Act 
describes procedures for removing a union once it is in existence.

The Taft-Hartley Act makes several union practices illegal. One such 
practice is the secondary boycott, which occurs when a labor union pres-
sures other businesses to stop purchasing goods and services from a business 
with which the union has a dispute. The act also prohibits “featherbedding,” 
which occurs when the union requires a business organization to pay employ-
ees wages even though the employees are not performing any services.31

Perhaps the most significant issue associated with the Taft-Hartley Act was 
the prohibition of the closed shop. To clarify this, we need to make the follow-
ing distinctions:

 • A closed shop hires only individuals who are members of a particular 
labor union.

 • A union shop does not require union membership as a condition of hiring 
but does require employees to join the union once they are on the job.

 • An agency shop does not require employees to join the union but 
requires them to pay service fees to the union.

 • An open shop does not require employees to have any relationship with 
the union.

The Taft-Hartley Act specifically made closed shops illegal. In addition, it 
provided states with the authority to enact right-to-work laws—laws allowing 
open-shop arrangements. In essence, right-to-work laws create open shops 
where employees are not required to join or contribute to a union. As shown 
in Figure 13.2, currently, 22 states have right-to-work laws.32 Needless to say, 
unions are not in favor of right-to-work laws. They argue that unions provide 
many benefits for employees and that nonunion employees who receive these 
benefits without paying are getting a “free ride.”

The Taft-Hartley Act also created the Federal Mediation and Conciliation 
Service (FMCS), which is an independent agency of the U.S. government. 
The agency has the mission of preventing or minimizing the impact of labor 
disputes. The FMCS cannot enforce laws or regulations but acts as a neutral 
party and independent mediator. Businesses and unions that are having dif-
ficulty negotiating a labor contract can ask the FMCS for mediation assistance. 
An important part of mediation is making sure that the parties communicate 
openly with each other.33

Landrum-Griffin Act
As labor unions continued to grow and gain power, corrupt leadership 
became a problem in some unions. Union leaders used their power in unethi-
cal ways that denied union members simple rights such as the right to elect 
union representatives. The Landrum-Griffin Act, formally known as the 
Labor-Management Reporting and Disclosure Act, was passed in 1959. This 
act regulates the internal workings of unions and protects union members 
from abuse by corrupt leaders.34

A major part of the Landrum-Griffin Act is a bill of rights for union mem-
bers. These rights include the following:

 1. All members must have equal rights to nominate and vote for union leaders.
 2. The union can only impose fees through democratic procedures.
 3. All members must have the right to participate in union meetings.

Secondary boycott
A boycott by unionized 
employees that is meant to 
pressure a company not to 
purchase goods and services 
from another company that is 
engaged in a labor dispute with 
a union; defined as an unfair 
labor practice.

Featherbedding
A practice in which a union 
requires a company to pay 
employees wages for work that 
is not performed; defined as an 
unfair labor practice.

Closed shop
An organization that hires only 
workers who belong to a certain 
union.

Union shop
An organization that requires 
workers to join a union as soon 
as they are hired.

Agency shop
An organization that requires 
employees to pay the equivalent 
of union dues even if they are 
not union members.

Open shop
An organization that does not 
require employees to affiliate 
with or pay dues to the union 
elected to represent the 
organization’s employees.

Right-to-work laws
State laws that require open- 
shop labor agreements.

Landrum-Griffin Act
A federal law passed in 1959 to 
prevent corruption and regulate 
internal union affairs; formally 
known as the Labor-Management 
Reporting and Disclosure Act.
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Union members who feel that their individual rights are being violated by the 
union must first try to resolve their complaints by working with the union. 
However, individuals who are not satisfied with a union’s responses to their 
claims can eventually bring lawsuits against the union.

The Landrum-Griffin Act also requires unions to report on several 
aspects of their inner workings. Unions must file copies of their constitu-
tions and bylaws, for example, and must report their financial activities to 
the Department of Labor. The act also makes it clear that union funds can 
be used only for the benefit of the union and not for the benefit of individual 
leaders. Union officials who have been convicted of certain crimes are forbid-
den from handling money for the union. Misuse of union funds by union 
leaders is a federal crime.

CURRENT TRENDS IN ORGANIZED LABOR
Figure 13.3 shows how the percentage of workers who belong to unions 
changed between 1950 and 2010. As we previously noted rapid growth in 
unions followed passage of the Wagner Act. Yet today, only a small fraction 
of workers in the United States are represented by labor unions. Declining 
membership is an important current trend in organized labor.

Declining Union Membership
As shown in Figure 13.3, in 1950 over one-third of all workers belonged to 
unions. After that, the percentage steadily declined, reaching only 12 percent 
in 2010.35 This trend is probably obvious if you think about the people you 
know. How many of your friends and acquaintances belong to a labor union? 
How likely is it that you will join a union when you graduate and accept a job?

Figure 13.2  Right-to-Work States. Note: Notice that most states that do not have right-to-
work laws are located in the Northeast and on the West Coast. Source: Information from U.S. 
Department of Labor at www.dol.gov/esa/programs/whd/state/righttowork.htm.
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There are several explanations for the continuing decline in union mem-
bership. Manufacturing, which is a sector with historically highly union-
ization, has replaced workers with automated processes. In many cases, 
organizations have moved their manufacturing facilities to foreign countries 
where labor costs are lower. Jobs remaining in the United States are those 
that have not traditionally been unionized. Business organizations have also 
become increasingly hostile toward unions and more sophisticated at fighting 
attempts to unionize.36 All of these factors make it more difficult for unions 
to organize workers, which in turn has led to the substantial decline of union 
membership.

Declines in union membership are not consistent across all jobs. The most 
noticeable difference in union representation is between public- and private-
sector employees. Figure 13.4 shows that the percentage of unionized employ-
ees in the private sector declined from 35 percent in 1950 to about 7 percent 
in 2010; this drop mirrors the overall decline shown in Figure 13.3. In con-
trast, the percentage of unionized employees in the public sector grew over 
the same period. In 2010, over 37 percent of pubic sector workers were union 
members. Public-sector jobs with high union representation include teacher, 
postal worker, bus driver, air traffic controller, police officer, and firefighter.

Unions in the Public Sector
The role of labor unions in the public sector is often quite different from 
the role of unions in the private sector. The Wagner Act, which created a 
legitimate role for unions in the private sector, does not apply to most pub-
lic employees. Instead, public-sector union activity is regulated primarily by 
the laws of the individual states. Many states limit the right of public-sector 
employees to engage in strikes. Some states prohibit collective bargaining for 
public-sector employees.37

In spite of the limitations imposed on unions in the public sector, a number 
of factors support the organizing of public workers. Foremost among these 
factors is the general desire for voice among public-sector employees. That is, 
these employees want a communication channel where their ideas and input 
can be used to improve their work lives. Improving their current work situation 
is particularly important for public-sector employees, who often have special-
ized skills that are not easily transferred to other organizations. For example, 

Figure 13.3 Union 
Membership in the United 
States 1950–2010. Sources: 
Information from Labor 
Research Association, 
accessed online at http://
workinglife.org/wiki/
index.php?page=
Union+Membership%3A+ 
Overall+%281948-2004%29; 
Kris Maher, “U.S. News: 
Unions See Members Fall 
by 10%,” Wall Street Journal, 
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Figure 13.4 Union Membership in U.S Public and Private Sectors, 1950–
2010. Source : Information from Labor Research Association, accessed online 
at http://workinglife.org/wiki/index.php?page=Union+Membership%3A+ 
Overall+%281948-2004%29; Kris Maher, “U.S. News: Unions See Members Fall 
by 10%,” Wall Street Journal, January 23, 2010, p. A3.
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where would a firefighter work other than in a fire department? Because pub-
lic-sector employees have fewer alternative jobs, they are more likely to orga-
nize unions to improve their current work situation. Furthermore, because 
they see themselves as public servants, they are less likely to leave their jobs 
when they feel dissatisfied.

Another factor is the high profile of many public employees. Citizens are 
very aware of what, say, firefighters do. Furthermore, they may see themselves 
as the ultimate employers of firefighters and may be uncomfortable with 
active efforts to deny them union organization. The result is that public-sector 
unions experience less resistance. Yet another factor is the exclusive domain 
of many public-sector endeavors. A school district doesn’t face competition 
in the same way that a global manufacturer does. Differences in labor costs 
between unionized and nonunionized workers may thus not be a major issue 
in the public sector.38 We should note that many public-sector organizations 
pursue Loyal Soldier HR strategies; given that fact, the high rate of unioniza-
tion suggests that these organizations match their labor relations strategy to 
their competitive strategy.

Nevertheless, some trends suggest that public-sector unions are currently fac-
ing many of the obstacles that caused the decline of unions in the private sec-
tor. Increased pressure to control service costs is pressuring many governments 
to curtail wage growth. Public sentiment also seems to be shifting toward a less 
favorable opinion of unions. Many public services are becoming privatized. In 
sum, although the public sector is still more receptive to unions than the private 
sector, many trends suggest that even unions representing public employees will 
need to innovate and find additional ways to contribute and grow in the future.39

Union Responses to Current Trends
Declines in membership have led unions to rethink many of their strategies. In 
order for unions to continue, they must find new ways of attracting and retain-
ing members. In order to do this many unions are focusing on  organizing 
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part-time and professional workers. For example, medical doctors are increas-
ingly becoming interested in joining labor unions. Unions have also made 
greater efforts to organize historically disadvantaged workers, such as employ-
ees who work in temporary jobs that may last only a single day.40 An example 
of potential benefits from unionization of daycare workers is discussed in the 
“How Do We Know?” feature.

Union responses to current trends suggest that organizations pursuing 
Committed Expert and Bargain Laborer HR strategies may face more union 
organization in the future. Nevertheless, in order to be successful in the future, 
unions will need to innovate. Much of this innovation will likely require more 
cooperative relationships with organizations. Union leaders must also balance 
their efforts to not only meet the needs of members but also engage in external 
activities such as building public political support and making long-term stra-
tegic plans.41 Today though, strategic planning and cooperative relationships 
between organizations and unions are still the exception rather than the rule.42

INTERNATIONAL DIFFERENCES IN ORGANIZED 
LABOR
Another key for understanding the role of unions is to explore how unions in 
the United States differ from unions in other countries. Would you be more 
likely to join a union if you lived in a country other than the United States? 
Are unions in other countries the same as U.S. unions? Unionization around 
the world will become increasingly relevant for U.S. organizations as global-
ization continues and more and more U.S. companies establish workplaces 
abroad.

CAN UNIONS MAKE LIFE BETTER FOR CHILDCARE WORKERS?
Some observers wonder what unions contribute to 
society today. Do unions really make things better 
for employees? Or do they make things worse—
for example, increasing wages to the point where 
employers replace union workers with nonunion 
workers? Gordon Cleveland, Morley Gunderson, 
and Douglas Hyatt sought answers to these ques-
tions. They conducted a survey of 2,062 workers in 
licensed group childcare centers in Canada. They 
compared work-life characteristics and rewards 
for unionized and nonunionized workers.

Childcare workers who were members of a 
labor union received wages that were 15  percent 
higher on average than workers who did not 
belong to unions. They also received better 
benefits, such as paid vacations and job protec-
tion for parental leave. Providers with better 

 qualifications and more skills received higher 
pay regardless of whether they were members of 
a union.

The Bottom Line. Unionization in the child-
care industry can improve working conditions and 
provide greater economic rewards for employees. 
The demand for childcare is sufficient that many 
consumers appear willing to pay a higher wage 
rate to union members. The authors conclude that 
childcare workers represent a group of historically 
low-paid employees who should respond positively 
to union organizing attempts.

Source. Gordon Cleveland, Morley Gunderson, and Douglas 
Hyatt, “Union Effects in Low-Wage Services: Evidence 
from Canadian Childcare,” Industrial Relations 41 (2002): 
110–158.

How Do We Know?
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Union Membership Around the World
Table 13.3 shows the percentage of the work force organized into labor 
unions, as well as trends in union membership, for a number of countries. 
The overall percentage ranges from a high of 78 percent in Sweden to a low 
of 8 percent in France. As you can see, the 12 percent figure for the United 
States is lower than the percentages for many other countries. Looking at the  
third column, you can see that the overall percentage of workers organized 
into labor unions is generally declining throughout the world. The largest 
decline over the past 35 years was in New Zealand, with consistent declines 
occurring in Australia, Japan, Ireland, and Austria. The prevalence of unions 
has substantially increased in Finland, Belgium, Denmark, and Sweden.43

Differences Among Countries
Labor unions in the United States have the overall goal of increasing the 
economic well-being of workers. U.S. unions thus tend to focus on what are 
known as “bread-and-butter” issues, such as wages, benefits, and job security. 
The system of unions is modeled after the court system, with both unions and 
management striving to represent the rights of their constituents. Although 
unions in the United States often support specific political candidates, politi-
cal activism is not their primary purpose. They simply favor candidates who 
advance their interests in securing economic benefits for laborers.

Unions in some countries are similar to unions in the United States, but 
unions in other countries are very different. There are two major dimensions 

Country Percent Unionized Percent Change Since 1970

United States 12 –11

Canada 28 –7

Australia 23 –27

New Zealand 22 –33

Japan 20 –15

Korea 11 –2

Germany 23 –10

France 8 –13

Italy 34 –3

United Kingdom 29 –16

Ireland 35 –18

Finland 74 +23

Sweden 78 +10

Norway 53 –4

Denmark 70 +10

Netherlands 22 –14

Belgium 55 +13

Spain 16 +3

Switzerland 18 –11

Austria 35 –27

Table 13.3 Unions Around the World

Source: From Jelle Visser, “Union Membership Statistics in 24 Countries,” Monthly Labor Review, 
January 2006.
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on which unions differ.44 One way unions differ is in their focus on economic 
interests. Unions in some countries are organized with the primary purpose of 
increasing the wealth of the employees they represent. As we’ve already men-
tioned, U.S. unions fall into this category. Unions in other countries place 
only limited emphasis on advancing employees’ financial interests. A second 
way unions vary across countries is in their focus on political activities. Unions 
in many European nations are closely aligned with political parties. A good 
example is the United Kingdom, where the labor party represents a specific 
political orientation. The main emphasis of affiliated unions is promoting a 
social agenda that advances the broad interests of workers. Increased wages 
and benefits are not the primary focus of many union activities. Figure 13.5 
summarizes these two dimensions.

Unions in some countries emphasize both economic and political perspec-
tives. In Sweden, for example, labor unions not only represent a major politi-
cal force but also advance the economic interests of workers. Labor union 
power is centralized, and strong national unions work closely with government 
to establish wage rates across entire industries.45 This combination seems to 
work well for ensuring the place of unions. As shown in Table 13.3, Sweden 
has not only a relatively high percentage of workers organized into unions but 
also positive growth trends in unionization. Current trends, then, seem to sug-
gest that unions have their strongest impact when they combine the economic 
and political approaches.

The greater acceptance of unions in many foreign countries may affect 
the United States as businesses become more global. As an example, consider 
companies headquartered in other countries that have subsidiaries in the 
United States. In such cases, organizational leaders in countries with opinions 
more favorable to unions may pressure management in the U.S. subsidiaries 
to allow and even encourage union organization. These foreign executives 
can actually be important allies for union organizers.46

Figure 13.5 Points of Emphasis for Unions. Source : Information from Joseph 
Ofori-Dankwa, “Murray and Reshef Revisited: Toward a Typology/Theory of 
Paradigms of National Trade Union Movements,” Academy of Management Review 
18 (1993): 269–292.
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THE EFFECT OF LABOR UNIONS ON NONUNION 
WORKERS
Only a small percentage of the U.S. workforce is organized into labor unions, 
but most employees benefit from the existence of unions. Evidence shows 
that unionized workers have higher salaries than nonunionized workers per-
forming similar jobs.47 Union employees working for organizations that are 
acquired by nonunion organizations lose as much as 8 percent of their annual 
earnings.48 In many cases unionized workers also report increased job security 
and autonomy.49 However, unionization can also increase wages and improve 
working conditions for nonunionized workers. 

The relatively high prevalence of unions in the public sector has helped 
increase wages for all employees, for example, even for employees who are 
not represented by a union.50 Furthermore, industries with a higher percent-
age of workers who are union members tend to pay their nonunion employ-
ees higher wages than they would earn in nonunionized industries.51 Thus, 
the overall effect of unions is to transfer a larger portion of profits from own-
ers to employees, even when employees are not organized into unions. The 
threat of having employees join a union is sufficient to increase wages.

The threat of unionization also appears to improve working conditions. 
Many organizations pursue a strategy of union avoidance. These organizations 
recognize that dissatisfied employees are more likely to join a labor union, 
so they work to implement human resource practices that meet employees’ 
needs. Communicating a sense of care and trust for employees is an impor-
tant part of avoiding union organization.52 The end result is that satisfac-
tion may be equally high in unionized and nonunionized firms.53 The mere 
opportunity for employees to unionize, or to leave to join a unionized firm 
where they perceive that they will be treated better, appears to help ensure 
that employees are treated fairly, even if those employees are not themselves 
union members.

?
CONCEPT CHECK
 1. What major laws regulate labor unions?
 2. What are some current trends that are influencing labor 

unions?
 3. How do labor unions in the United States differ from labor 

unions in other parts of the world?

How Do Workers Become Part of a Union?

LEARNING OBJECTIVE 3

Suppose you want to organize employees where you work into a labor union. 
What would you need to do? Would all employees be required to join the 
union? What if a few didn’t want to have the union? Could organizational 
leaders try to convince employees not to organize a union? We address these 
questions next.
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UNION ORGANIZING CAMPAIGNS
The Wagner Act established procedures for organizing workers into labor 
unions, and the NLRB oversees such efforts. This legislation provided unions 
with legitimacy and created a way for the government to oversee the fairness 
of union organization efforts. The general procedure for organizing a labor 
union begins with a campaign to determine whether employees have suffi-
cient interest in forming a union. If they do, an election is held to determine 
whether a majority of workers want the union. Although lawmakers have 
recently debated changes to the process, the steps for organizing a union are 
shown in Figure 13.6.54

Authorization Card Campaign
The first step in organizing a union is to demonstrate that a sufficient number 
of employees are interested in joining. This is done through an authorization 
card campaign, in which employees sign cards stating that they wish to hold a 
secret-ballot election to determine whether a union will be formed. Signature 
sheets can be used in place of cards. Signing an authorization card or sheet 
does not necessarily mean that an employee supports the union. The signa-
ture just means that the employee supports holding an election. The mean-
ing of the card campaign is, nevertheless, the key focus of many proposed 
changes to the union certification process. Legislators have introduced bills 
that would essentially forego elections and recognize unions once a majority 
of workers have signed authorization cards. This is widely seen as a method of 
making it easier to organize unions, yet research suggests this may not be true, 
as workers might be less likely to sign cards if they know that the outcome 
might be actual adoption of the union rather than just an election.55

An authorization card campaign can be initiated by current employees or 
by an existing union that is seeking to represent the employees at the particu-
lar workplace. For instance, the United Auto Workers might initiate a card 
campaign to organize employees at an automobile parts manufacturing plant. 
Or the employees themselves might initiate the campaign. In either case, the 
cards must identify a specific union, and if an election is held, that election 
asks whether that particular union should represent the employees.

Representation Petition
Once at least 30 percent of eligible workers have signed authorization cards, a 
petition to hold an election can be made to the NLRB. However, in many cases, 
union organizers do not file the petition until they have obtained  signatures 

Authorization card campaign
A campaign in which employees 
or labor union representatives 
seek signatures from employees 
requesting a vote on union 
representation.

Figure 13.6  Steps Organizing a Union.
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from at least 50 percent of eligible workers. They do this in hopes that the 
strong showing of support will convince the business organization to acknowl-
edge the union without an election.

There are some restrictions concerning when representation petitions can 
be filed. When employees are already represented by a recognized union, and 
when they are working under a collective agreement that has a total duration 
of three years or less, a petition for representation by a different union cannot 
be filed until the period 60 to 90 days preceding the expiration of the agree-
ment. In addition, a representation petition cannot be filed if a representa-
tion petition has been filed during the preceding 12 months.

An important consideration in representation petitions is what constitutes 
a bargaining unit. A bargaining unit is defined as two or more employees who 
share a “community of interest” and may be reasonably grouped together 
for collective bargaining purposes. The appropriateness of a bargaining 
unit is often determined by examining job descriptions. For instance, all 
production employees at a manufacturing plant might be seen as a collec-
tive bargaining unit. Because large groups of employees are often difficult 
to organize, labor unions often prefer small bargaining units. Management 
may also attempt to thwart unionization by combining employees who are 
sympathetic to a union with a larger group who are not. The determina-
tion of an appropriate bargaining unit can thus be a source of contention 
between management and the union. Disagreements are heard and settled 
by the NLRB. Once the bargaining unit has been determined, then a check 
is made to make sure that at least 30 percent of eligible employees in the 
unit have signed authorization cards.

Certification Election
After receiving a petition for representation, the NLRB conducts a union cer-
tification vote. Usually the election is held within 50 days of the petition filing. 
Managers and supervisors cannot vote in a union election. Security guards are 
also prohibited from voting, unless the election is for a union to specifically 
represent security guards as a bargaining unit.

Most elections are held at the work site, but elections can be conducted by 
mail when employees are spread out geographically. The NLRB conducts the 
election to make sure that every employee has the opportunity to cast a secret 
ballot. Union organizers and management are prohibited from campaigning 
during the election and during the 24-hour period preceding the election. 
NLRB officials normally count votes in the presence of designated observers 
from both management and the union.

Union Certification
Either management or the union can file an objection within seven days of an 
election. Objections concern allegations of unfair labor practices committed 
by the other side to unduly influence employees. A union might be accused of 
physically intimidating voters, for example, or management might be accused 
of threatening to close a plant if the union wins the election. 

Evidence supporting and refuting objections to the election is heard by 
the NLRB, which issues a final ruling concerning the validity of the election 
results. The union is certified if the NLRB determines that at least 50 percent 
of employees in the bargaining unit voted in favor of the union. The business 
organization is then obligated by law to bargain in good faith with the union 
to arrive at a contract that defines conditions of employment for the repre-
sented workers.

Bargaining unit
A group of employees within 
an organization who are 
represented by a particular 
labor union; these employees 
generally work in similar jobs 
and therefore represent a 
community of interest.

c13.indd   511c13.indd   511 07/04/11   7:43 PM07/04/11   7:43 PM



512 Chapter 13 • Working Effectively with Labor

DECERTIFICATION CAMPAIGNS
The Taft-Hartley Act provides guidelines for employees to end their affilia-
tion with the union. A vote to remove a union is known as a decertification 
 election. In general, the procedures are similar to the procedures for certify-
ing a union. Individuals seeking to get rid of the union must obtain signatures 
of support from at least 30 percent of employees in the bargaining unit. Once 
enough signatures have been obtained, a petition is filed with the NLRB. The 
NLRB then holds a secret-ballot election to determine if a majority of bargain-
ing unit employees agree that they should no longer be represented by the 
labor union.

FACTORS INFLUENCING UNION CAMPAIGNS
Of course, not all union campaigns are successful. In the 1950s, approximately 
75 percent of elections supported unionization. This percentage has steadily 
decreased, and now only about 50 percent of elections result in union certifi-
cation.56 In a broader sense only about 16 percent of card campaigns end up 
with an uncontested contract.57 

Most employers generally would prefer not to have an election in the first 
place. What can they do to make it less likely that employees will support initial 
unionizing attempts? Employees are most likely to support unionizing when 
they feel that the actions of management leave them powerless. Company 
policies that don’t show respect for employees, along with ineffective manage-
ment, frequently lead to union organizing campaigns.58 Organizations can 
thus reduce the chance of a union election by instituting effective human 
resource practices that treat employees fairly.

From the union’s point of view, a number of actions have been shown to 
increase the likelihood of success in organizing. In general, union organiza-
tion efforts are more effective when the union clearly seeks to meet the needs 
of employees rather than pursuing national political agendas.59 Employees 
support unions when they feel that the union cares about them and values 
their contributions.60 Less centralized control and more supportive relation-
ships are particularly important for women who are deciding whether to 
support the union.61 In contrast to men, who focus more on money, women 
support unions when they have confidence that their efforts with the union 
will truly be effective in making the organization a better place to work.62 
Women are also more likely to join and support unions when union leader-
ship includes women.63

A union that has a record of delivering on promises and leaders who are 
seen as being in touch with the interests of laborers is more likely to succeed in 
an organizing campaign.64 Effective union organizing campaigns also tend to 
emphasize dignity and fairness rather than simply better wages and benefits. 
In addition, they often use person-to-person contacting, whereby employees 
who support the union personally share the message with their friends.65 The 
sense of solidarity that comes from joining with people similar in race, gen-
der, and religious identification may also increase the likelihood that employ-
ees will support organizing a union.66

Another tactic that increases the likelihood that a union campaign will 
succeed involves convincing management to recognize the union based on 
authorization cards rather than a secret-ballot election. A union that has 
obtained signatures of support from at least 50 percent of eligible workers can 

Decertification election
An election to remove a union’s 
authorization to represent 
employees.
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directly ask an organization to recognize its right to bargain for employees. 
A common union strategy is thus to obtain a large number of signatures and 
then to try to convince the organization that there is enough support to recog-
nize the union without a formal vote. So far an organization is not required to 
accept the union without a formal vote, but as noted earlier, this is a change 
being frequently discussed by legislators. 

Regardless of union organizing strategies, individual employees differ in 
their willingness to support and join labor unions. Workers with parents who 
are more supportive of unions are more likely to support unions themselves.67 
Employees who have had positive experiences with unions are also more likely 
to vote to participate in a union.68

?
CONCEPT CHECK
 1. What steps are required for employees to be organized into a 

union?
 2. How can employees remove a union once it is in place?
 3. What factors influence whether a union organizing cam-

paign will be effective?

Once a union has been recognized to represent a group of employees, the next 
step is to agree on a contract that spells out terms of the relationship between 
the organization and the workers. The process of agreeing on a labor contract 
is known as collective bargaining, and it is not always easy. Professional sports 
represent some of the most high-profile examples of failures in  collective 
 bargaining. For instance, the 2004–2005 season of the National Hockey 
League (NHL) never occurred. Labor negotiations between team owners and 
the National Hockey League Players’ Association (NHLPA) broke down, and 
the owners prohibited members of the union—the players—from participat-
ing in games. The result was the longest work stoppage in sports history. The 
labor disagreement lasted 310 days, and a total of 1,230 professional hockey 
games were canceled. The NHL experience illustrates many of the core activi-
ties of collective bargaining, which we examine next.69

BARGAINING TOPICS
Negotiations between NHL owners and the players’ union sought agreement 
on a number of issues, such as fines for player misbehavior, playoff bonuses, 
free agency, and the salary arbitration process. However, the major source of 
contention was the owners’ proposal for a salary cap that limited the amount 
any team could pay players. The owners also sought to impose conditions under 
which no more than a set percentage of league revenues could be spent on 

Collective bargaining 
The process in which labor 
unions and employers negotiate 
contracts defining the terms and 
conditions under which union 
members will work.

What Happens During Labor Negotiations 
and Collective Bargaining?

LEARNING OBJECTIVE 4
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player salaries. League owners argued that the cost of operating the league was 
higher than revenues, which would prevent the league from succeeding finan-
cially in the long term. Player salaries represented as much as 75 percent of 
league expenses,70 and owners in effect asked players to agree to lower pay. The 
major sticking point of the 2004–2005 NHL negotiations was therefore wages.

Wages are a mandatory topic for labor negotiations. Mandatory bargaining 
topics represent issues that the NLRB classifies as fundamental. The NLRB 
requires management and unions to discuss these issues as part of the col-
lective bargaining process. Wages include things such as minimum salary, 
bonus payments, and benefits. Other mandatory bargaining topics are hours 
and working conditions. The topic of hours focuses on work scheduling and 
includes holidays, vacation time, and shifts. Working conditions encompass 
safety rules, promotions, layoffs, and grievance procedures. A labor negoti-
ation such as the NHL discussions must thus address the three mandatory 
 topics: wages, hours, and working conditions.

Management and a labor union may choose to discuss some issues that are 
not related to wages, hours, and working conditions. Issues that parties are 
allowed but are not obligated to discuss are labeled permissive bargaining top-
ics. For instance, an item of negotiation might be involvement of union mem-
bers in strategic planning. The union might also wish to negotiate the right 
to have one of its representatives serve on the company’s board of directors. 
The “Technology in HR” feature illustrates how the adoption of computer-
ized processes became a permissive bargaining topic in negotiations with the 
International Longshore and Warehouse Union.

A few topics cannot be discussed in the negotiation process. These illegal 
bargaining topics include plans to discriminate against employees because of 
factors such as race and gender. It is also illegal for unions and management 
to discuss the formation of a closed shop, which would require the company 
to hire only employees who are already members of the union.

WORK STOPPAGES
The NHL example illustrates a case in which the sides did not come to agree-
ment during bargaining. In most cases, failure to reach agreement results in a 
work stoppage. The work stoppage can be initiated by either the employer or 
the union. In the first situation, the work stoppage is a lockout; in the second, 
it is a strike.

Lockouts
A lockout occurs when an employer shuts down operations during a labor dis-
pute. Members of the union are prohibited from working and are not paid. The 
NHL owners used a lockout to prevent union members from playing. In the 
case of the NHL, this had the effect of canceling the games. A lockout can be 
devastating to a company that is unable to identify and hire workers who are not 
union members. A lockout also creates financial hardship for employees who 
are not being paid. During the hockey lockout, as many as 380 players accepted 
offers to play for lower wages in other leagues located around the world.

Strikes
A strike occurs when union members collectively refuse to perform their jobs. 
A well-known strike in sports happened when Major League Baseball (MLB) 
players refused to play during a period in 1994 and 1995. The core issues 

Mandatory bargaining topics
Issues, such as wages, hours, 
and working conditions, that 
must be discussed as part of 
collective bargaining.

Permissive bargaining topics
Issues, such as employee 
involvement and strategic 
direction, that are not required 
but are allowed to be discussed 
as part of collective bargaining.

Illegal bargaining topics 
Issues, such as planning to 
engage in race or gender 
discrimination, that are 
prohibited from being discussed 
as part of collective bargaining.

Lockout
An action in which an employer 
closes a workplace or otherwise 
prevents union members from 
working as a result of a labor 
dispute.

Strike
An action in which union 
members refuse to perform their 
job duties as a result of a labor 
dispute.
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REPLACING LABORERS WITH COMPUTERS

The industrial revolution of the late 1800s and 
early 1900s began a movement to automate pro-
duction processes for manufactured goods, such 
as automobiles. The resulting processes empha-
sized narrow jobs with specific duties and helped 
create a role for labor unions. Unions protected 
the interests of workers by promoting job security, 
fair treatment, and safety. However, recent trends 
toward automated processes and computerized 
production are increasingly threatening to replace 
unionized workers with technology. This situa-
tion often creates tension between labor unions 
and organizations seeking to increase their use of 
technology.

An example of tension over technology is the 
International Longshore and Warehouse Union 
(ILWU). For many years, the ILWU saw the use 
of computers at marine terminals as a threat to 
employees’ job security. What would happen to 
the jobs of marine clerks if technology enabled 
companies to directly input data into computer 
systems? The adoption of computerized systems 
became a critical point in labor negotiations. The 
ILWU finally agreed to allow more technology in 
exchange for higher wages, benefits, and pensions.

As expected, a number of marine clerk posi-
tions are being replaced by technology. The 
upside, however, is an increase in other positions. 
Improved efficiency from computerization has 
helped increase the number of containers moved 

at each location. The greater number of containers 
has in turn created a need for additional manual 
labor. In addition, the new systems require highly 
sophisticated inputs from people doing computer 
programming and maintenance. The end result is 
that overall union membership has actually grown. 
Adopting computerized processes has led not to 
a decline in union members but rather to a shift 
in work processes. Jobs that were once completed 
by marine clerks have been replaced by jobs that 
range from manual to intellectual.

Sources: Richard Cardinali, “The Cyberknights vs. Trade 
Unions: Determining Workplace Futures,” Work Study 49, 
no. 6 (2000): 223; Bill Mongelluzzo, “New Place at the 
Table,” Journal of Commerce, June 6, 2005, p. 1.

Technology in HR

were very similar to the issues surrounding the NHL lockout. Team owners 
sought to impose a salary cap. Union members rejected the cap. The union 
and the owners could not arrive at an agreement, which created an impasse. 
The previous collective bargaining agreement was set to expire, and owners 
planned to implement the salary cap even though no new agreement had 
been reached. The players went on strike to prevent the owners from imple-
menting the cap. The strike began in August and caused the cancellation of 
postseason play, including the World Series. Even President Bill Clinton tried 
to help negotiate an end to the strike. However, neither side was willing to 
compromise. Finally, the NLRB ruled that team owners had engaged in an 
unfair labor practice when they failed to negotiate in good faith. The players 
then went back to work and started a belated 1995 season.71
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A strike is the union action that can be most damaging to an organiza-
tion. A company without workers is unable to produce goods or services. Of 
course, a strike is most effective when the work cannot be done by others, 
such as managers or replacement workers. Striking workers may also take 
a number of additional actions to pressure the company to agree to their 
conditions. Workers who are on strike often form picket lines that publicly 
demonstrate their displeasure with the company. In some cases, members of 
other unions refuse to cross a picket line. Thus, for example, a company with 
striking employees may have difficulty receiving and shipping goods, because 
transportation workers may support the employees’ strike by refusing to cross 
the picket line to pick up goods or make deliveries. Striking employees may 
also encourage consumers or other companies not to purchase the company’s 
goods or services, which is known as a boycott.

A strike can impose hardships on workers as well as employers. Striking 
workers are not paid, which of course can create financial difficulties. Most 
unions thus save part of their dues to create a strike fund that can be used to 
cover living expenses for workers who are participating in a strike.

THE BARGAINING ATMOSPHERE
Effective negotiations involve cooperative attempts to understand and resolve 
issues from both parties. The NHL and MLB examples both represent rela-
tively poor bargaining atmospheres in which unions and management took 
adversarial positions instead of working together. The NHL agreement failed 
to resolve most of the issues brought forth by the players. The labor contract 
that was finally agreed on included almost all the concessions requested by 
management.72 In addition, the overall process did not identify and imple-
ment new practices to help management and union members work together 
to solve revenue problems. Concessions from only one side—the employees 
in the NHL example—create dissatisfaction with the process73 and will likely 
result in conflict and continued disagreement in the next set of negotiations.

MLB labor relations offer an example of what happens when management 
and a union interact in a negative manner over time. Under NLRB guide-
lines, management and a union must negotiate to create a new collective bar-
gaining agreement each time the previous agreement expires. Since 1972, 
professional baseball has had nine collective bargaining agreements expire, 
and in eight of those cases, a work stoppage occurred. Players have gone on 
strike five times, and owners have used a lockout three times. The negative 
relationship between owners and the players’ union stems from mistrust and 
personality conflicts among lead negotiators from each side.74 Over the years, 
negotiators and leaders have allowed their personal dislike for one another 
get in the way of effective labor relations.75 As you can imagine, anger is counter-
productive in negotiations and reduces the likelihood that an agreement will 
be reached.76 MLB’s negative labor relations atmosphere illustrates how nega-
tive interactions compound over years to the point where management and a 
union become competitive and unable to cooperate with each other.

Truly effective labor relations require the creation of a positive bargaining 
atmosphere. Table 13.4 provides a list of conditions that have been shown 
to influence cooperation during collective bargaining.77 The first condition 
concerns the degree of trust developed during previous negotiations. Trust is 
built when each party perceives the other as having honest and moral inten-
tions. In addition, the parties trust one another more when they do not feel 

Boycott
An organized action in which 
consumers refuse to purchase 
goods or services from a 
company; unions engaged in 
labor disputes may support 
boycotts of the companies 
involved in the disputes.
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they have been unfairly taken advantage of in past negotiations. The history 
of fair treatment in past negotiations is thus an important factor in the success 
of future negotiations.78 A second important condition of cooperation is the 
expertise and style of the negotiators. Negotiators who believe that the labor-
management relationship can be a win–win association are more cooperative. 
As described in the “How Do We Know?” feature, cooperative labor relations 
can be helpful to both employees and organizations.

DOES COOPERATING WITH UNIONS HELP ORGANIZATIONS 
SUCCEED?
Should businesses and organizations really cooper-
ate? Can a cooperative approach promote success 
without compromising the position of either man-
agement or the union? Stephen Deery and Roderick 
Iverson sought to investigate this issue by assess-
ing labor relations in 305 bank branches located 
in Australia. They first surveyed management and 
unions to learn about their practices in such areas 
as information sharing and bargaining approaches. 
A year later, they assessed cooperation between 
management and the union. They also measured 
employees’ commitment to the organization and 
loyalty to the union. Performance measures, includ-
ing quality of service and employee absenteeism, 
were then tracked for a six-month period.

Results showed that labor relations are more 
cooperative when management shares information 
with the union and has practices that are seen as 
fair. A union adds to the cooperative relationship 

by adopting an integrative approach to bargaining. 
More cooperative relationships increased employ-
ees’ commitment and loyalty to both the union and 
the bank. Commitment in turn was associated with 
increased productivity, including better service for 
customers and lower absenteeism.

The Bottom Line. Relationships between 
management and unions are enhanced by sharing 
information and adopting a cooperative approach 
to negotiations. More cooperation is good for 
both the union and the organization. The authors 
conclude that cooperative labor–management 
relations do indeed contribute to improved organi-
zational performance.

Source: Stephen J. Deery and Roderick D. Iverson, “Labor-
Management Cooperation: Antecedents and Impact on 
Organizational Performance,” Industrial & Labor Relations 
Review 58 (2005): 588–609.

How Do We Know?

Degree of Trust Developed During Previous Negotiations Clarity of Bargaining Issues

 • Are intentions honest and moral?  • Which issues are distributive in nature?

 • Have there been instances of past unfairness?  • Which issues are integrative?

Expertise and Style of Negotiators Ability to Use Problem-Solving Techniques

 •  Is there an expectation of a win–win 
relationship?

 •  Are both sides motivated to find 
a solution?

 • Are noncompeting interests acknowledged?  • Is there social support?

Table 13.4 Conditions Influencing Cooperation in Negotiations

Source: Information from Natasha Caverley, Bart Cunningham, and Lari Mitchell, “Reflections 
on Public Sector-Based Integrative Collective Bargaining,” Employee Relations 28 (2006): 62–75.
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Another condition necessary for cooperation is the ability to clearly distin-
guish distributive and integrative issues. Distributive issues cover areas where 
rewards and benefits must be divided among parties. Dividing current profits 
between employees and owners is a distributive issue, for example. In labor 
negotiations, distributive issues involve competing interests. Here, gains for 
one party usually come at the expense of the other. Integrative issues, in 
contrast, can result in mutual gains, increasing the overall level of rewards 
and benefits for everyone. Improving employee safety, for instance, can 
result in greater benefits for both management and employees. Adopting 
new work methods to raise productivity can also increase the overall amount 
of rewards, benefiting both management and workers. Clearly separating dis-
tributive and integrative issues allows negotiators to match their bargaining 
strategies with the nature of the issue, which in turn can reduce conflict and 
tension.

A final condition that facilitates cooperation is adopting problem-solving 
techniques. One such technique is for leaders and mediators to ensure mutual 
motivation, which exists when both sides see the importance of arriving at 
a cooperative resolution. Another technique is to create a sense of equality 
so that neither side is allowed to dominate the other. Leaders and external 
consultants can also provide social support to reduce negative emotions and 
enhance discussions.

Developing a sense of trust, choosing skilled negotiators, clarifying bar-
gaining issues, and adopting problem-solving techniques are critical ways to 
increase cooperation. Such cooperation is often essential for quality labor 
relations. In many cases, the nature of the interaction is more important than 
the outcome of the negotiation. Managers and unions that adopt a coopera-
tive approach to negotiation are more likely to work together and identify 
methods of increasing organizational productivity.

INTEREST-BASED NEGOTIATION
Interest-based negotiation represents an innovative strategy for collective bar-
gaining. Table 13.5 lists some of the common differences between interest-
based and traditional approaches to negotiation. In traditional negotiation, 
each side stakes out a claim and then pursues the solution that best satisfies 
its position. Interest-based negotiation is different in that each side explains 
to the other the factors that are of most interest. The two parties then work 
together to find the solution that best satisfies the interests of both parties. 
Interest-based negotiation is an important part of successful labor relations 
for Kaiser Permanente, described at the beginning of this chapter.

Distributive issues
Issues, such as distribution of 
rewards and benefits, whose 
resolution provides value to 
one party at the expense of the 
other party.

Integrative issues
Issues, such as safety 
improvement, whose resolution 
can provide more value to both 
parties.

Traditional Negotiation Interest-Based Negotiation

Discredit and attack opponent 
Present and support a position

Address mutual concerns; focus 
on issues not past conflicts

Pursue a specific bargaining position Explore interests of joint concern

Use power and pressure to obtain a desired 
solution

Remain open-minded to possibilities 
Define solutions acceptable to both parties

Table 13.5 Approaches to Collective Bargaining

Source: Information from Federal Mediation and Conciliation Service, Interest-Based Negotiation: 
Participants’ Guidebook.
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Figure 13.7 shows four steps to interest-based negotiation: preparing for 
negotiations, opening negotiations, using integrative principles, and commu-
nicating the bargaining results. Following these four steps can help manage-
ment and unions develop more effective labor relations. For example, these 
principles formed the basis for negotiations between the Salt River Project, 
which is a major utility provider in Phoenix, Arizona, and IBEW Local 266, 
which is part of the International Brotherhood of Electrical Workers. The 
process has opened lines of communication and fostered a sense of partner-
ship and mutual respect.79

Step 1: Prepare for Negotiations
Interest-based negotiations use data to identify key concerns. Thus, an impor-
tant part of the preparation stage is for each side to collect as much data as 
possible. Data should include information about the interests of both sides 
in the negotiation. Data can be gathered through formal surveys or informal 
conversations. The data should be framed in a way that illustrates key interests 
rather than demands made on the other side.

Once data have been gathered, information is shared with the other side. 
Openly communicating in this way builds trust and is essential to bargaining 
that focuses on mutual gains. After each party has examined the data provided 
by the other side, the parties come together to develop a list of rules that they 
will follow when negotiating. These rules might include such practices as mov-
ing away from demands toward discussions of interests.

Step 2: Open Negotiations
Negotiations start with each side presenting an opening statement that lists 
its major interests. This helps negotiators understand what issues are most 
important. It also clarifies the scope of problems that need to be addressed 
in the negotiation. An important part of this stage is clearly defining issues so 
that both sides are assured that they understand one another and are talking 
about the same concepts.

Figure 13.7 Interest-Based Negotiation Process.

Step 1: Prepare for Negotiations
• Educate both sides about interest-based process
• Gather information from constituents

Step 4: Communicate Results
• Prepare a joint statement of process and outcomes
• Share the statement with everyone affected

Step 3: Negotiate
• Focus on interests behind an issue
• Generate and evaluate options

Step 2: Open Negotiations
• Develop and share opening statements
• Redefine and combine issues
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A labor contract formally defines much of the relationship between employ-
ees and the organization. As might be expected, there are times when one 
side feels that the behavior of the other violates the agreement. One such 
situation may arise as a result of discipline procedures. Managers discipline 
employees for various reasons, including excessive absence or tardiness, viola-
tion of safety rules, and failure to perform basic job duties. Employees who 
feel that they have been unfairly disciplined—or who believe management 
has violated some other term of the labor contract—can file a grievance. A 
grievance is a dispute that arises between an employer and employee over the 
terms of the employment agreement. When a union represents workers, griev-
ance procedures are clearly stated in the formal contract that is negotiated 
and accepted during collective bargaining.

GRIEVANCE PROCEDURES
Grievance procedures generally follow a multistep process. The number of 
steps, and the actions associated with each step, vary across organizations. 
In general, however, the steps move from informal discussions to formal 

Grievance
A complaint filed by an 
employee who perceives that he 
or she has been unfairly treated 
by an organization.

Step 3: Negotiate Using Interest-Based Principles
Once issues have been identified, the next step is to mutually arrive at a reso-
lution for each issue. To do this, negotiators discuss the interests behind the 
issues. Part of the discussion includes brainstorming, in which the negotiators 
work together to create a list of potential solutions. They then identify a set of 
standards that they can use to evaluate the quality of each solution. The stan-
dards help the negotiators to determine which of the options best meets the 
interests of the two parties. Once the negotiators arrive at a consensus deci-
sion about what should be done, they clarify the option chosen and acknowl-
edge its choice by writing it down.

Step 4: Communicate Bargaining Results
Once the issues have been identified and solutions have been negotiated, the 
final step is for management and union representatives to work together to 
create a joint statement that describes the negotiation process and outcome. 
The statement acknowledges the important interests that have been addressed 
from both perspectives. Publicly disseminating the solution increases the 
 parties’ commitment to follow through and implement solutions.

?
CONCEPT CHECK
 1. What topics are negotiated during collective bargaining?
 2. How is a lockout different from a strike?
 3. What steps are associated with interest-based negotiation?

What Is the Grievance Process?

LEARNING OBJECTIVE 5
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 mediation. The grievance process normally begins when an employee feels 
that he or she has been treated unfairly and goes to a supervisor with this 
complaint. In some cases, the initial complaint is made in writing, but often 
the first step is simply a verbal statement that informs the supervisor of the 
concern. A majority of grievances are resolved at this first stage.

If the grievance is not resolved at the first step, the employee then moves 
to a step that involves more people. The employee often obtains help at 
this point from the union steward, who is a representative of the union that 
advocates for employees. Many unions also have a grievance committee and 
national representatives who get involved if a resolution is difficult. From 
management’s side, additional steps in the grievance process usually involve 
leaders higher in the organizational hierarchy. Department or division man-
agers listen to appeals, and human resource representatives often play a sup-
porting role.

The final step in most grievance procedures is arbitration, which is a type 
of judicial process. Although arbitration is not carried out in the court system, 
the process is very similar to court proceedings. Management and union rep-
resentatives act much like attorneys to present facts and arguments support-
ing their side of the disagreement. The arguments are heard by an arbitrator, 
a neutral third party who has a role similar to that of a judge. After hear-
ing the arguments, the arbitrator makes a ruling, which is usually binding on 
both parties. Only about 2 percent of grievances actually reach the arbitration 
stage.80

DETERMINANTS OF GRIEVANCE FILING
A number of issues influence whether employees file grievances. One factor is 
the characteristics of the individual worker. As you might expect, people who 
file grievances have higher rates of absenteeism and more insurance claims. 
Workers who are younger, male, educated, and working in skilled jobs are 
also more likely to file grievances.81

Characteristics of the work environment also influence grievance filing 
rates. Grievance rates are higher when supervisors emphasize production 
rather than friendly relationships.82 In addition, the perceived fairness of 
supervisors has an effect. Organizations with procedures that are seen as fairer 
have lower grievance rates.83 Thus, training to help supervisors learn how to 
administer discipline in a fair and consistent manner can lower grievance 
rates.84

A final influence on grievance filing is union characteristics. Unions tend 
to initiate grievances that focus on defining the actions associated with par-
ticular jobs.85 For instance, a grievance might be filed if an employee is asked 
to complete tasks that are outside the scope of his or her job.

GRIEVANCE MEDIATION
Many organizations have adopted mediation as a step in the grievance pro-
cess. When mediation is part of the process, it occurs just before arbitration. 
Mediation is similar in some respects to interest-based negotiation. In most 
organizations, mediation involves a third party—a mediator—who helps the 
parties work together to arrive at a mutually beneficial resolution. The process 
is more informal than arbitration. Each side presents facts, but there are no 
witnesses or cross-examination, and the mediator does not make a binding 

Union steward
A representative of the union 
who acts as an advocate for 
employees.

Arbitration
A process in which a neutral 
third party resolves a dispute by 
issuing a binding decision; in 
the context of labor relations, 
arbitration is generally the last 
step in the grievance process.

Mediation
A process in which a neutral 
third party attempts to help 
the parties reach an agreement 
but does not issue a binding 
decision to resolve the dispute; 
in the context of labor relations, 
mediation is sometimes 
available as part of the 
grievance resolution process.
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decision. If the parties do not resolve the conflict with the mediator’s help, 
the issue goes on to arbitration.

Evidence suggests that mediation has long-term benefits. Most organiza-
tions see mediation techniques as an effective way to resolve disputes such as 
grievances.86 Conflict is generally decreased with mediation, and managers, 
union leaders, and employees learn effective methods of resolving disagree-
ments that make future disagreements easier to resolve.87

?
CONCEPT CHECK
 1. What are the common steps associated with filing a 

grievance?
 2. Why do some organizations experience more grievances than 

others?

  

IN THE MANAGER’S PERSPECTIVE THAT OPENED THE CHAPTER, 
JOSE WAS THINKING ABOUT UNION ISSUES. HE WAS CONCERNED 
ABOUT THE STRIKE THAT WAS TAKING PLACE AT THE PLANT WHERE 
HE WORKED AS A SUPERVISOR. HE HAD ALSO RECEIVED A PHONE 
CALL FROM A REPORTER WHO WAS SEEKING AN ANSWER ABOUT 
UNION ORGANIZING ISSUES. FOLLOWING ARE THE ANSWERS 
TO THE “WHAT DO YOU THINK?” QUIZ THAT FOLLOWED THE 
MANAGER’S PERSPECTIVE. WERE YOU ABLE TO CORRECTLY IDEN-
TIFY THE TRUE STATEMENTS? COULD YOU DO BETTER NOW?

1. Workers who are represented by unions usually make 

more money than workers who are not represented by 

unions.   TRUE.   Union workers on average make more 

money than nonunion workers doing the same job.

2. Organizations with employees who are represented by 

a union invest less money in things like equipment and 

research.  TRUE.   Unionized firms tend to spend less 

money on things that support innovation.

3. Trends show that fewer and fewer employees in the 

United States are represented by labor unions.   TRUE.   
Union membership rates have been steadily declining 

over the past 50 years or so.

4. Threatening to close the 

plant is an effective method 

for discouraging employees 

from voting to join a union.  

FALSE.  Threatening to close a plant is an example of an 

unfair labor practice.

5. Negotiations are most effective when they focus both 

parties on working together rather than on advocating 

only their own interests.   TRUE.   Interest-based nego-

tiation is often more effective than traditional adver-

sarial methods.

Even though union influence is weaker than it has 

been in the past, Jose’s concerns are experienced by 

many supervisors. A series of laws provide unions with 

a legitimate role in labor relations. The threat of union 

organization encourages many other businesses to treat 

employees more fairly. Understanding important practices 

associated with union organization, collective bargain-

ing, and grievance procedures is an essential skill for 

many managers.

  

  

  

  

  

A  M A N A G E R ’ S  P E R S P E C T I V E  R E V I S I T E D
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SUMMARY

How are labor unions strategic?

LEARNING OBJECTIVE 1

Unions fit best with organizations that seek a stable 
workforce. The emphasis on long-term employ-
ment and equal treatment of employees makes 
unions most compatible with organizations pur-
suing a Loyal Soldier HR strategy. Organizations 
with a Free Agent HR strategy often encounter 
difficulties when their employees are unionized. 
Union representation is rare in organizations with 
a Bargain Laborer HR strategy. Lower investment 
of profits back into the organization can also create 
problems when employees of organizations pursu-
ing a Committed Expert HR strategy are unionized.

Many workers who are not union members bene-
fit from union activities. Wages are higher in indus-
tries that are highly unionized. Threats of union 
organization also encourage many businesses to 
treat employees fairly so that they will not vote to 
join a union.

Labor unions became much more common in the 
United States beginning in the 1930s. The Wagner 
Act, which was passed in 1935, recognized the right 
of employees to organize unions. The act created 
the NLRB, which oversees union election cam-
paigns and allegations of unfair labor practices. 
The Taft-Hartley Act shifted power back toward 
businesses by making it illegal for unions to engage 
in unfair labor practices. The Landrum-Griffin Act 
regulates internal governance of unions.

Union membership in the United States has 
been decreasing steadily since the 1950s. Overall, 
only about 12 percent of U.S. workers are cur-
rently organized into unions. Representation is sig-
nificantly higher in the public sector, with almost 
40 percent of the workforce organized into labor 
unions.

The role of unions in some countries is very dif-
ferent from the role of unions in the United States. 
U.S. unions focus on bread-and-butter issues, such 
as wages and working conditions. Unions in many 
European countries focus more on political activ-
ism. Union growth is currently highest in countries, 
such as Sweden, that focus on both economic issues 
and political activism.

How has organized labor evolved over 
time?

LEARNING OBJECTIVE 2

How do workers become part 
of a union?

LEARNING OBJECTIVE 3

The NLRB oversees union elections. The first step 
is to obtain signatures from at least 30 percent of 
eligible workers. Once the signatures have been 
obtained, a petition for an election is filed with the 
NLRB. A certification election then takes place. 
The union is recognized as the official represen-
tative of employees if it receives the support of 
at least 50 percent of employees in the election. 
A decertification election can be used to remove a 
union. The process is very similar to the process for 
organizing a union.

What happens during labor negotiations 
and collective bargaining?

LEARNING OBJECTIVE 4

Collecting bargaining occurs when a union repre-
senting employees negotiates terms of the labor 
relationship with management. The NLRB requires 
unions and management to negotiate mandatory 
issues, which include wages, hours, and working 
conditions. Negotiations can also include permis-
sive topics but not illegal topics. Work stoppages 
often occur when unions and management fail 
to reach agreement. A business can create a work 
stoppage by using a lockout, while a union can 
organize a strike.

Collective bargaining is most effective when 
there is an atmosphere of trust between manage-
ment and the union. Interest-based negotiation 
helps build trust and cooperative relationships. 
This process uses problem-solving techniques to 
arrive at solutions that are acceptable to both par-
ties. Rather than pursue their own interests, the two 
sides work together to make real improvements.
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Employees may file grievances when they feel they 
are treated unfairly. Grievance procedures gener-
ally follow a series of progressive steps. The first 

What is the grievance process?

LEARNING OBJECTIVE 5 step is an informal discussion with a supervisor. In 
the next step, union stewards and managers with 
more authority become involved. The final step 
is arbitration, in which evidence is heard and an 
arbitrator makes a binding decision. Some organi-
zations encourage mediation as a nonbinding step 
right before arbitration.

KEY TERMS

Agency shop 502
Arbitration 521
Authorization card campaign 510
Bargaining unit 511
Boycott 516
Closed shop 502
Collective bargaining 513
Decertification election 512
Distributive issues 518
Featherbedding 502
Grievance 520
Illegal bargaining topics 514
Integrative issues 518
Labor relations 494
Labor union 494
Landrum-Griffin Act 502

Lockout 514
Mandatory bargaining topics 514
Mediation 521
National Labor Relations Board (NLRB) 501
Open shop 502
Permissive bargaining topics 514
Railway Labor Act (RLA) 500
Right-to-work laws 502
Secondary boycott 502
Strike 514
Taft-Hartley Act 501
Unfair labor practices 500
Union shop 502
Union steward 521
Wagner Act 500

DISCUSSION QUESTIONS

 1. If you were a union organizer, where would 
you focus your efforts? What type of people do 
you think are most likely to join a union today?

 2. Why have U.S. labor unions and businesses 
adopted an adversarial approach to labor rela-
tions? Why might it be difficult for many to 
accept and pursue a cooperative relationship?

 3. Why do unions pose problems for organiza-
tions pursuing Free Agent HR strategies?

 4. What issues do you think are responsible for 
declining union membership? Do you believe 
membership will increase in the future? Why 
or why not?

 5. Is new legislation needed to better regulate 
relationships between organizations and labor 
unions? What legal reforms do you think 
might be helpful?

 6. Do you think union membership will decrease 
in the public sector? Why or why not?

 7. Why do you think fewer union organizing cam-
paigns are successful today than in the past?

 8. Although you are probably not a union mem-
ber, think about ways in which unions have 
influenced your life. What have unions done 
to improve your life? What have they done to 
make your life worse?

 9. What do you think causes younger male 
workers who are highly skilled to file more 
grievances?

 10. What issues make some labor strikes more 
successful than others? What factors do you 
think make it difficult for the National Hockey 
League players’ union to be effective in advo-
cating the interests of players?
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EXAMPLE CASE Energy Co.

Energy Co. is a pseudo name for an actual utility company with operations 
in the UK and overseas. In total, Energy Co. employs around 16,000 people. 
Energy Company is widely recognized as an innovator in several personnel 
practices.

The workforce at Alpha Plant is predominantly male, and most have worked 
for Energy Co. for over 20 years. Union membership is around 90 percent, 
and the division entered a partnership with the Engineers’ and Managers’ 
Association (EMA), Amalgamated Engineering and Electrical Union, GMB, 
and UNISON. Partnership was “agreed” in the Generation Business in 1995, 
two years prior to the election of New Labour in May 1997. Interestingly, the 
agreement was only signed in one division, and this remains the case today. 
Following privatization, industrial relations in this division were extremely 
poor, characterized by protracted pay negotiations and a major disagreement 
over the introduction of annual hours for power station personnel. It was also 
suggested that the generation business has always been the most progressive 
in relation to HR policy. Though employees in other divisions with a more 
stable industrial relation climate were not affected, for the ailing generation 
business it was hailed as “a new approach to relationships at work which rec-
ognizes that all parties—management, staff and trade unions—have many 
 common interests.”

It was based upon 13 founding principles:

 1. Legitimate role of trade unions
 2. Joint commitment to success, prosperity, and shared goals
 3. Best in class
 4. Fair treatment, mutual respect, and single status
 5. Employment security
 6. Flexibility
 7. Opportunities for training and personal development
 8. Response to change
 9. Sharing in success
 10. Safety, health, and welfare
 11. Environment
 12. Community relations
 13. Information, consultation, and participation

There was a consensus that partnership was borne out of a poor industrial 
relations climate following privatization in 1991. Indeed, several privatized 
utilities used the opportunity to encourage culture change towards a spirit 
of working together. Given ambiguity of definition, an attempt was made to 
understand what the partnership meant to different actors, and to uncover 
the rationale behind the approach.

According to managers partnership was more than just a formal agreement 
as it affected day-to-day working relationships:

Partnership in its purest form within the business is a written agreement 
between unions and management about how we manage industrial rela-
tions, while in a broader sense it is about empowering staff and how we 
work on a day-to-day basis (Compliance manager).
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Where management set the goals but how we achieve these goals is very 
much driven by employees (Production manager).

Union representatives explained that the partnership meant trying to work 
together rather than against each other as the case with the earlier head-to-
head approach:

Partnership is a group of people working together for the betterment of 
the company and its employees (Amicus representative).

In terms of rationale, managers offered various explanations:

Employees that aren’t very involved get very cynical and pissed off and 
aren’t particularly driven, I don’t believe. We don’t live in a military envi-
ronment (Compliance manager).

For one representative it was about giving employees a say in the workplace: 

We wanted to be part of the decision-making process, rather than sit back 
and let management take all the decisions, and we appreciate manage-
ment’s right to manage but at the end of the day the more influence we 
can have on decisions... it can only be to the good (Amicus representative).

In sum, management drivers appeared to be improving industrial relations, 
fostering employee commitment, informing employees and tapping into 
employee knowledge. From the trade union perspective, it was more about 
developing channels for employees’ voices to be heard, and engaging in more 
constructive relations with management.

QUESTIONS
 1. How did the existence of very poor labor relations encourage the partnership?
 2. What competitive strategy do you think is most appropriate for Energy Co.? 

How do unions fit with this strategy?
 3. How does a cooperative relationship with labor unions influence worker 

autonomy?
 4. Which of the 13 principles do you think was most difficult for manage-

ment to accept? Which principles do you think are most critical for mak-
ing the partnership work?

Source: Stewart Johnstone, Adrian Wilkinson, and Peter Ackers, “Partnership Paradoxes: A Case 
Study of an Energy Company,” Employee Relations 26 (2004): 353–376. Used with permission from 
Emerald Group Publishing Limited.

DISCUSSION CASE
Teaching Assistants at State 
University

State University employs a large number of graduate students to work as teach-
ing assistants. The teaching assistants often complain about their work. They 
feel that faculty and administrators demand too much. A common complaint 
is their low wages. The graduate students frequently point out that they do 
much the same work as faculty members, yet they receive only a very small per-
centage of the pay that faculty members receive. They also claim that faculty 
members frequently treat them unfairly. Teaching assistants are often asked 
to do large amounts of grading in very short time periods. Many also feel that 
faculty members are not very good at communicating expectations.

In response to the dissatisfaction of the teaching assistants, a local union 
representing public workers has begun efforts to organize a labor union. Union 
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representatives have obtained campaign card signatures from 40 percent of the 
teaching assistants. An election is scheduled for next month. Union representa-
tives have been busy making a case that the union can help ensure that teach-
ing assistants are treated more fairly. They have publicized statistics showing 
that unionized workers make significantly more than nonunionized workers. 
University administrators have decided not to actively oppose union organiza-
tion. They have simply stated that it is important for teaching assistants to have 
the opportunity to decide whether they should be represented by a labor union.

Some faculty members are sympathetic to the concerns voiced by graduate 
students. They publicly state their concern that wages are too low. They also 
express frustration when they see some of their colleagues take advantage of stu-
dents by assigning them large amounts of work to complete in short time peri-
ods. Other faculty members are less sympathetic. These professors talk about 
how they were treated even worse when they were graduate assistants. They seem 
to find joy in looking back and telling war stories about “the old days.” They 
seem to think that working hard for little pay is a right-of-passage that helps 
prepare students for future careers. Overall, the faculty at State University thus 
seems to be about evenly split in their support for student efforts to unionize.

A majority of the undergraduate students at State University don’t seem to 
know anything about the unionization efforts. A few politically active students 
have joined public rallies supporting the unionization efforts. Others seem to 
have used the unionization issue to complain about the quality of teaching 
provided by graduate students. These students recently met with administra-
tors to complain about having too many graduate students as instructors. Just 
last week the local newspaper printed an article detailing some of the prob-
lems experienced when courses are taught by graduate students.

As a community, State University thus seems to be quite divided over the 
unionization issue. No matter who prevails in the election, it seems likely that 
a large number of people will be unhappy with the result.

QUESTIONS
 1. Do you think a union would help resolve the complaints of the teaching 

assistants?
 2. What makes the position of teaching assistant different from many jobs 

frequently represented by unions?
 3. Do you think the administration’s response is appropriate?
 4. If you were a graduate student at State University, would you vote for the 

union? Why?

EXPERIENTIAL 
EXERCISE

Investigating the Labor-Management 
Partnership

Visit the website that describes the Labor 
Management Partnership at Kaiser Permanente 
(www.lmpartnership.org/). Read the following:

 1. The history of the partnership.
 2. The key issues the partnership emphasizes.
 3. The contracts and agreements that have been 

reached through collective bargaining.

 1. Are the outcomes of this agreement different from 
the outcomes of most other labor negotiations?

 2. Why do you think Kaiser and the AFL-CIO are 
so willing to make this agreement public?

 3. Do you think this agreement would improve the 
quality of your worklife if you were employed at 
Kaiser Permanente?
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INTERACTIVE
EXPERIENTIAL EXERCISE

Unions: Negotiating a New Labor Contract 
for Mega Manufacturing
http://www.wiley.com/college/sc/stewart

Access the companion website to test your knowledge by completing a 
Mega Manufacturing interactive role play.
The collective bargaining agreement at one of Mega Manufacturing’s plants 
will expire soon, and in this exercise you’ve been hired to help with the con-
tract negotiations. Recall that Mega follows a Free Agent HR strategy with 
an external labor orientation and a focus on differentiation. Mega’s manage-
ment has several concerns about the upcoming negotiations. For one thing, a 
major increase in healthcare costs needs to be passed along to employees, at 
least to some extent. In addition, the union and its members will expect big-
ger raises in this contract because of current conditions in the labor market. 
Both sides have traditionally bargained in good faith, but these contract nego-
tiations will be especially challenging, and rumblings of strike have already 
surfaced. To make matters worse, the employees at another of Mega’s plants 
are starting a union organizing campaign. What bargaining approach will you 
recommend that Mega follow in the contract negotiations? •
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Aligning Strategy 
with Practice

C h a p t e r  1 4

A  M A N A G E R ’ S  P E R S P E C T I V E

TAKASHI LEAVES HIS OFFICE AND WALKS ACROSS THE 
COURTYARD TO THE CORPORATE BUILDING. TODAY 
HE IS MEETING WITH A GROUP OF TOP EXECUTIVES 
TO EXPLAIN PROPOSED CHANGES TO THE PERFOR-
MANCE APPRAISAL PROCESS. FROM PAST EXPERIENCE 
TAKASHI KNOWS THAT THE PROPOSAL WILL BE MET 
WITH SKEPTICISM BY SOME, BUT ENTHUSIASTI-
CALLY ACCEPTED BY OTHERS. DURING HIS 10-YEAR 
CAREER AS A HUMAN RESOURCE SPECIALIST HE HAS 
BEEN PART OF MORE THAN 30 INITIATIVES TO ALTER 
PERFORMANCE MANAGEMENT PRACTICES, YET EACH 
TIME HE IS AMAZED AT THE EMOTIONS GENERATED BY 
CHANGE. THIS TIME HE IS PARTICULARLY NERVOUS 
BECAUSE HE PERSONALLY HAS CONCERNS ABOUT THE 
PROPOSAL THAT IS BEING PUT FORTH.

One of Takashi’s main concerns is that hiring 
practices over the past few years have been geared 
toward selecting star performers. Recruits were 
promised high pay and rapid advancement. For 
the most part, these promises have been kept. 
The highest performers have been recognized and 
rewarded. However, the new performance manage-
ment program puts less emphasis on identifying top 
performers and seeks to treat everyone similarly. 

Managers will no longer be 
required to rate employees in 
comparison to each other, 
and everyone in a work group 
can receive the same rating. Takashi worries that 
these changes to the performance management sys-
tem will send a signal that is not consistent with 
other human resource practices.

Takashi recently read an article, written by an 
experienced human resource professional, who 
argued that human resource practices—including 
work design, recruiting, selection, training, and 
compensation—should fit together to create a 
consistent set of procedures for attracting and 
motivating workers. When he read the article, he 
thought it made a lot of sense. If the company goes 
ahead with the proposed performance management 
changes, shouldn’t it also alter the hiring process to 
focus on bringing in employees who are comfortable 
working in groups rather than being star performers? 
Shouldn’t they change compensation to reward 
consistent effort rather than short-term exceptional 
performance? In fact, Takashi really wonders how 
they will be able to make compensation decisions 
once the new performance ratings make it more 
difficult to identify top performers. He is just not 
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WHAT DO YOU THINK?
As Takashi makes his presentation, the executives make 
the following remarks. Which of the statements do you 
think are true?

Effective human resource management 
can be a source of competitive advantage 
for an organization.

Human resource practices are most effec-
tive when they align with an organization’s 
competitive business strategy.

The best way to choose a method of per-
formance management is to identify and 
copy a practice that is successful at another 
organization.

Human resource policies and practices are 
not as important in smaller companies.

Future trends and technological advances 
will likely decrease the importance of 
human resource management.

?

T OR F

T OR F

T OR F

T OR F

T OR F

THE BIG PICTURE Human Resource Management Is Most Effective When Human 
Resource Practices Complement Each Other and Align with Competitive Strategy

sure that all the potential consequences of the new 
 performance system have been considered.

As he nears the corporate building, Takashi 
greets Dave, who has been the top sales represen-
tative for the past four years. Dave tells Takashi a 
quick joke and then asks if the rumors about a per-
formance management change are true. As Takashi 
evades the question, Dave states that he will accept 
a position with a competitor if things change and 
his excellent contributions are not recognized.

Takashi leaves Dave and lets out a sigh of frus-
tration. He suspects that Dave will really leave the 
company. Experience has taught him to think care-
fully about how a change in one human resource 
practice can affect others. In the current case he 
believes that the shift away from identifying top 
performers will be a big problem. The next few 
months will be challenging. The role of an HR 
 specialist just seems to get harder each year.

c14.indd   533c14.indd   533 07/04/11   7:44 PM07/04/11   7:44 PM



534 Chapter 14 • Aligning Strategy with Practice 

Congratulations, you made it to the last chapter! At this point, you should 
be able to identify many benefits of effective human resource management. 
You should also be able to describe the processes associated with a number 
of human resource practices. Hopefully, you answered “true” to the first two 
“What Do You Think?” questions. You have missed some important concepts 
if you don’t know the answer to these questions by now. Attracting and hiring 
the right people, and then properly training and motivating them, is critical 
for building a successful organization. As we have discussed in each chapter, 
these efforts are most beneficial when they fit with the organization’s strategy.

One of the strategic issues we discussed back in Chapter 2 was the impor-
tance of bundling human resource practices. Human resource management 
is most effective when various practices work together to create an overall 
culture of excellence. Combinations, or bundles, of practices are more valu-
able than a single good practice in isolation.1 A set of good human resource 
practices builds a strong culture. A good example of a company with a strong 
culture shaped by effective human resource management is Walt Disney 
Company. Most of us have childhood memories of Disney movies, vacations, 
and products. What may not be obvious is the role of human resource prac-
tices in creating such memories.

Worldwide, Disney has more than 150,000 employees and revenues exceed-
ing $37 billion. Walt Disney World in Florida is the largest single-site employer in 
the United States, with over 54,000 employees.2 Disney has a clear strategy of 
differentiation, with an emphasis on creativity and family entertainment. The 
effective execution of this strategy is seen at Disney World, where success is 
measured by the creation of magical experiences. Great customer service and 
friendly interactions between customers and employees, who are referred to as 
cast members, set Disney World apart from competitors. The role of employ-
ees in assuring high-quality customer service was captured by the founder—
Walt Disney himself—when he stated, “You can dream, create, design, and 

After reading this chapter you should be able to:

Explain the concepts of vertical and horizontal alignment.

Identify the specific human resource practices that fit within each of the basic HR 
strategies.

Understand how basic competitive and HR strategies can vary, what role human 
resources can play in strategy formulation, and why human resource management is 
important for small organizations.

Describe how the field of human resource management is likely to change in 
upcoming years.

LEARNING OBJECTIVE 1

LEARNING OBJECTIVE 2

LEARNING OBJECTIVE 3

LEARNING OBJECTIVE 4

L E A R N I N G  O B J E C T I V E S

How Can Alignment of HR Practices Make 
an Organization Effective?
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build the most wonderful place in the world, but it requires  people to make 
the dream a reality.”3

Although it pursues a differentiation strategy, success for Walt Disney 
World does not depend on employees with specialized skills. Most of the jobs 
in the theme park are made up of relatively simple tasks, such as food ser-
vice and ticket taking. Instead, the key to success is friendly employees who 
work together to create a fun atmosphere. Although different from the basic 
model, Disney World uses an HR strategy that most resembles the Loyal 
Soldier model to carry out its differentiation strategy. Human resource prac-
tices are designed to build a culture of cooperation and customer service. The 
unique experience of working for Disney, rather than the performance of a 
specific job, is emphasized in every aspect of human resource management.

Work tasks at Disney World are designed around standardized procedures. 
Employees are told that they have three major tasks:4

  To keep the park clean.
  To create happiness.
  To do their specific jobs.

Everyone is expected to follow company procedures, and an extensive system 
of standard operating procedures is in place. Standardization helps to ensure 
that employees know how to interact with guests in the way Disney wants. 
For example, employees learn that they are always “on stage,” and they are 
encouraged to do specific things, such as maintain eye contact with guests, 
that will help them to create positive social encounters. Standardization also 
ensures that employees are treated the same no matter where they work in 
the park. Work design at Disney World is thus aimed at creating an atmo-
sphere in which each employee feels responsible for making sure that guests 
are highly satisfied and in which teamwork is emphasized over high individual 
achievement.5

Recruiting processes help Disney World attract a sufficient number of 
employees who fit the company culture. Disney, which takes a flow approach 
to recruiting, is always looking to hire people who fit the culture. Because the 
demand for entry-level workers at Disney World is often greater than the num-
ber of workers available in the Orlando area, the company conducts ongoing 
recruiting in other locations, such as Puerto Rico and New York.

Early in the recruiting process, potential hires are shown a video that pro-
vides a realistic picture of what it is like to work at Disney. Time off on holidays 
is rare, since the park is always open. Strict codes regulate employees’ appear-
ance and prohibit such things as visible tattoos. This realistic approach saves 
time and effort by quickly encouraging around 10 percent of applicants to 
decide on their own that they do not fit with the Disney culture. Those who do 
fit may be offered as much as $1,500 in relocation assistance.6

The selection process at Disney World is captured by the phrase “hire for 
attitude; train for skills.” Managers focus on selecting employees with friendly 
personalities and good customer service skills. Once the company has hired 
the kind of employees it wants, it makes extensive efforts to retain them. The 
annual turnover rate is below 20 percent, which is outstanding for the indus-
try. One practice that encourages loyalty is a high rate of internal promotions; 
approximately 80 percent of jobs are filled by internal candidates.7

Training begins as soon as employees enter the organization. New hires are 
taught about the Disney culture through examples and stories that emphasize 
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the value of family-friendly entertainment and high levels of customer service. 
Employees learn core values such as respect, integrity, and appreciation of 
diversity. Everyone, including the employee who sweeps up trash in the park, 
is taught to smile and greet guests in a friendly manner. Classes focus on using 
humor to entertain guests and taking time to engage people in conversation. 
Managers receive ongoing training to improve their skills for creating a posi-
tive work environment that motivates and retains employees.8

Rewards and recognition are also an important part of the human resource 
package at Disney World. High-performing employees are recognized at din-
ner parties and celebrations. Employees receive awards when they reach mile-
stones for years of employment at the park. This public recognition builds 
loyalty and sends a clear signal that employees will be rewarded for having 
consistent attendance and providing quality service. Loyalty is also encouraged 
by providing employees with discounts and invitations to exclusive parties.9

Each of the human resource practices at Walt Disney World contributes 
to the success of the theme park. However, the true value of human resource 
management comes from the entire package of practices. Work tasks are 
designed to encourage cooperation and compliance with standard operat-
ing procedures that promote high levels of customer service. Recruiting and 
selection practices ensure that the people hired have personality traits that fit 
Disney’s values. Training, as well as rewards and incentives, further empha-
size the Disney culture and encourage actions that ensure good customer 
service. The incentive system encourages and motivates people who have the 
characteristics identified in the selection and recruiting process. Competitive 

WALT DISNEY 
WORLD

Walt Disney World is a theme 
park located in Orlando, Florida, 
that employs more than 55,000 
people. It is owned by Walt Disney 
Company, an organization with 
over $37 billion in annual rev-
enue. Human resource man-
agement at Walt Disney World 
builds competitive strength by

 • Ensuring consistently high customer satisfaction by adopting 
 standardized procedures to maintain consistently high service

 • Recruiting and selecting employees who have outgoing personalities 
that fit with organizational culture

 • Providing training and rewards that encourage loyalty and a focus on 
doing whatever it takes to meet the needs of guests

 • Creating a consistent bundle of human resource practices that work 
together to create a culture of customer service

Building Strength 
Through HR
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 advantage through people, then, comes not so much from any particular 
practice but from alignment of the various practices. The overall package is 
recognized as valuable enough that companies in other industries have come 
to Disney for human resource training and consultation. The bundle of prac-
tices that has helped make Disney a great place to work—and therefore a 
 successful organization—is in essence sold to other companies.

In earlier chapters, we often talked about aligning practices with strategies. 
Think for a minute about the concept of alignment. A dictionary definition 
of the term might involve the proper positioning of parts. For instance, an 
automobile works best when the tires are in alignment—in other words, when 
each tire is in the proper position in relation to the other tires and the rest of 
the automobile. This same concept applies to human resource practices. Each 
human resource practice is in alignment when it is in its proper place rela-
tive to other practices and strategic objectives. A compensation system that 
emphasizes and rewards loyalty and longevity, for example, is in alignment 
when it fits with other human resource practices and with the overall strategic 
objectives of the organization, as in the case of Disney.

Alignment comes in several different forms. Figure 14.1 illustrates two 
basic forms of alignment that are commonly discussed as part of strategic 

Alignment
The state in which 
organizational practices are in 
their proper place relative to 
other practices.

What Are Two Basic Forms of Strategic Alignment?

LEARNING OBJECTIVE 1

Figure 14.1 Vertical 
and Horizontal Alignment

Retention and Separation

Work Design Performance
Management

Training and
Development

Compensation

Labor Relations

Human
Resource
Strategy

Vertical Alignment
Fit between Competitive

Strategy and Human
Resource Strategy

Horizontal
Alignment

Fit Among the
Human Resource

Practices

Competitive
Business
Strategy

Recruiting

Selection
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management. The first form, vertical alignment, refers to the positioning 
of an organization’s human resource management strategy in relation to 
other organizational strategies.10 The fundamental issue here is whether an 
organization’s human resource strategy fits with its competitive strategy. An 
organization might be out of vertical alignment if it seeks to differentiate its 
products through innovation but adopts a Bargain Laborer HR strategy, for 
example. A Free Agent or Committed Expert HR strategy would more closely 
align with the competitive strategy of differentiation through innovation. As 
we have seen, the contingency perspective of human resource management 
suggests that organizations are more effective when their approach to human 
resource management fits—or aligns—with their competitive approach.

Research studies do support the value of vertical alignment. Successful 
organizations pursuing a specific organizational strategy usually have an 
appropriately aligned HR strategy.11 For instance, organizations with human 
resource strategies that emphasize developing long-term relationships 
with highly skilled employees—what we have referred to as the Committed 
Expert HR strategy—have been shown to be more effective than their com-
petitors because they create more new products and services. In essence, the 
Committed Expert HR strategy develops a climate of trust and cooperation 
that helps employees share knowledge and work together to innovate.12

The other form of fit, known as horizontal alignment, concerns the 
co ordination of parts within the organization.13 In the specific case of human 
resource management, horizontal alignment refers to the fit of specific prac-
tices with other practices.14 The selection practice of seeking employees who 
are likely to be team players aligns with the performance appraisal practice of 
reducing competition among employees, for example. In contrast, practices 
would not be horizontally aligned if the selection practice focused on hiring 
team players but the performance appraisal practice emphasized competition 
and individual achievement.

Research studies also support the benefits of horizontal alignment. Firms 
with consistent bundles of human resource practices have been found to be 
more effective than firms without consistent practices.15 The benefits of hiring 
highly skilled workers, for example, are greatest when work tasks are designed 
to encourage collaboration and innovation.16 Organizations that send incon-
sistent messages about the value of human resources are also less effective. For 
instance, organizations that develop long-term relationships with a select group 
of employees and treat other workers as replaceable have lower performance 
than organizations showing commitment to all employees.17 This problem of 
sending mixed signals about human resource practices is highlighted in the 
accompanying “How Do We Know?” feature, which describes problems that 
arise when organizations with an internal labor orientation lay off employees.

Throughout this book we have emphasized vertical alignment—the align-
ing of human resource practices with competitive strategy. Now that we have 
discussed a number of different human resource practices, we are ready to 
take a closer look at the concept of horizontal fit—the aligning of the various 
human resource practices with one another. One way to illustrate horizontal 
alignment is to examine how each of the practices fits within the framework 
of overall HR strategy. In the next section, we do this by examining the align-
ment of practices within each of the four HR strategies. Notice that, in each 
case, the concept of vertical alignment still holds. The specific human resource 
practices that we have discussed throughout the book work together through 
horizontal alignment to support the organization’s competitive strategy.

Vertical alignment
The state in which an 
organization’s human 
resource strategy supports its 
competitive business strategy.

Horizontal alignment
The state in which individual 
human resource practices fit 
together and support each other.
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WHAT HAPPENS WHEN ORGANIZATIONS SEND MIXED 
SIGNALS ABOUT THE VALUE OF EMPLOYEES?
What happens when an organization doesn’t treat 
employees as they expect to be treated? Will an 
organization that has used human resource prac-
tices to develop close relationships with employ-
ees suffer when it adopts a contrary practice? 
Christopher Zatzick and Roderick Iverson sought 
to answer this question by examining whether 
the effects of employee layoffs on organizational 
productivity depend on an organization’s general 
approach to managing employees.

Approximately 3,000 Canadian workplaces pro-
vided reports about their human resource practices, 
employee layoff rates, and productivity. Employee 
layoffs were found to have a negative effect on pro-
ductivity when organizations had human resource 
policies that communicated high commitment. In 
particular, layoffs harmed the productivity of orga-
nizations with flexible work arrangements, high 

empowerment, teams, cooperative compensation, 
and formal training. Some of this effect was over-
come, however, if the firm continued to show com-
mitment after the layoffs.

The Bottom Line. Productivity suffers when 
an organization engages in a human resource 
practice that is not aligned with its other human 
resource practices. The authors conclude that 
layoffs can erode the competitive advantage that 
a firm achieves through adopting a set of human 
resource practices that demonstrate high commit-
ment to employees.

Source: Information from Christopher D. Zatzick and 
Roderick D. Iverson, “High-Involvement Management 
and Workforce Reduction: Competitive Advantage or 
Disadvantage,” Academy of Management Journal 49 (2006): 
999–1015.

How Do We Know?

?
CONCEPT CHECK
 1. How do the concepts of vertical and horizontal alignment 

differ?
 2. What happens when a human resource practice is not in 

horizontal alignment with other practices?

Most chapters in this book have included a strategic framework describing 
how specific human resource practices fit with an overall HR strategy. Now 
that we have separately discussed all these practices, we are ready to integrate 
them to describe how human resource management should operate within 
each of the broad HR strategies. Examining practices from the perspective of 
each HR strategy also provides a good review of the strategic concepts we have 
discussed in earlier chapters.

How Do HR Practices Align with One Another?

LEARNING OBJECTIVE 2
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EXTERNAL/COST: ALIGNMENT FOR BARGAIN 
LABORERS
The Bargain Laborer HR strategy focuses on creating efficiency with talent 
obtained from external labor markets. Such an approach is adopted by many 
fast-food restaurants and hotels. Human resource practices focus on mini-
mizing labor costs. Most employees work in entry-level positions that require 
few specialized skills. Few workers feel strong commitment to the organiza-
tion, and quitting to accept a better job in another organization is common. 
Table 14.1 lists core human resource practices associated with the Bargain 
Laborer HR strategy.

Work Design
Organizations that pursue a Bargain Laborer HR strategy make work as sim-
ple as possible so that employees with little skill can quickly learn their jobs. 
Work is structured according to concepts from the mechanistic approach 
to job design, and tasks are similar to machine parts—each with a specific, 
limited purpose. Work is broken into simple tasks that can be easily learned. 
Goods and services are produced by assembly lines that represent sequential 
processing. Autonomy is low. Employees are expected to complete specific 
tasks in the prescribed way, which helps ensure coordination.

Recruiting and Selection
Recruiting within the Bargain Laborer HR strategy is designed to identify a 
large number of candidates. An approach using a broad skill scope with exter-
nal sourcing, as described in Chapter 5, is appropriate. High turnover cre-
ates a need for ongoing applications from people willing to work in relatively 
low-skilled positions. The lack of need for specific skills allows organizations 
to cast a wide net to identify potential workers. Positive aspects of the job are 
highlighted to encourage applicants to accept positions. Common recruiting 
methods include referrals, print advertising in newspapers, electronic adver-
tising on commercial websites, and public employment agencies.

After recruiting comes selection. Organizations pursuing the Bargain 
Laborer HR strategy constantly hire new employees. Because the jobs they 
will be performing are relatively simple, selection practices need not identify 
specific skills and abilities. And since no one expects employees to have a long 

Practice Emphasis on . . . .

Work Design • Simplified tasks

Recruiting and Selection • Having numerous job applicants

• Predicting dependability

Retention • Accepting some employee turnover

Performance Management • Assuring minimally acceptable contribution

Training and Development • Learning specific job duties

• Reducing training costs

Compensation • Minimizing labor costs

• Limiting pay differences among employees

Labor Relations • Labor union incompatibility with short-term employment

Table 14.1 Practices Aligning with Bargain Laborer HR Strategy
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career with the organization, there is little need to assess organizational fit. 
In most cases, employees are hired because they are dependable and willing 
to follow instructions. Common selection methods include cognitive ability 
testing, physical ability testing, integrity testing, drug testing, and application 
forms.

Retention
Frequent turnover of employees is common with the Bargain Laborer HR 
strategy, since low-paid workers in relatively unskilled jobs often switch 
employers. Good employees are encouraged to stay as long as they will, but 
the emphasis on cost reduction often makes it difficult to retain high perform-
ers. In addition, given the ongoing need to attract workers, low-performing 
employees are usually allowed to stay employed as long as they meet minimum 
requirements. The Bargain Laborer HR strategy and its focus on cost reduc-
tion thus accepts some employee turnover and does not strongly emphasize 
either retention or forced separation.

Performance Management
Performance management within the Bargain Labor HR Strategy focuses on 
ensuring that employees are performing above a minimally acceptable level. 
This means that assessments are based on absolute standards that do not com-
pare employees with each other. Little emphasis is placed on identifying high 
performers.

Training and Development
Teaching employees how to perform specific job duties, with an emphasis on 
efficient operations, is the key focus of training for the Bargain Laborer HR 
strategy. Training focuses not only on learning how to do things but also on 
communicating the importance of following company procedures. Because 
of the emphasis on efficiency, training effectiveness is often assessed in terms 
of the costs associated with helping employees learn. Costs can be reduced 
by purchasing off-the-shelf training packages, reducing travel, and using cur-
rent employees as part-time trainers. Long-term employee development is not 
common in organizations with a Bargain Laborer HR strategy, as few employ-
ees stay with the company long enough to benefit from learning skills that 
would be beneficial in future jobs.

Compensation
In accordance with the goal of minimizing labor costs, compensation levels 
tend to be relatively low in organizations using the Bargain Laborer HR strat-
egy. These organizations set wage rates at the point necessary to attract workers 
but do not offer premium wages to attract and retain highly skilled employ-
ees. The level of compensation for each job depends largely on what individu-
als can earn in similar jobs at other organizations. Organizations that follow 
the Bargain Laborer strategy often use uniform transactional compensation, 
described in Chapter 11, which minimizes pay differences among employees 
and acknowledges that most employees do not have a strong commitment to 
the organization. The desire to reduce labor costs means that most such orga-
nizations avoid making pay contingent on performance. Employees are usu-
ally paid an hourly wage for doing what they are asked to do. In some cases, 
however, employees receive piece-rate compensation that ties their wages to 
individual productivity.
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Labor Relations
A major objective of most labor unions is ensuring job security. Unions are 
therefore somewhat at odds with the Bargain Laborer HR strategy. Employees 
are less likely to organize or join unions, since they usually do not expect to 
have a long-term relationship with the organization.

INTERNAL/COST: ALIGNMENT 
FOR LOYAL SOLDIERS
The Loyal Soldier HR strategy focuses on internal talent development and 
efficiency. An earlier discussion illustrated how United Parcel Service has 
benefited from the Loyal Soldier strategy. Government offices, such as motor 
vehicle departments, also frequently adopt this strategy. Organizations fol-
lowing such an approach seek to develop a strong culture of commitment. 
Human resource practices encourage long careers within the organization. 
Work is facilitated when employees do whatever is asked of them, with a focus 
on reducing costs. Even organizations that require employees to perform rela-
tively mundane work can benefit from human resource practices that engage 
employees and provide them with an opportunity to participate.18 The U.S. 
Navy, which is profiled in the “Building Strength Through HR” feature, pro-
vides an example of an organization that is aligned around the Loyal Soldier 
HR strategy. Table 14.2 lists core human resource practices associated with 
the Loyal Soldier HR strategy.

Work Design
Organizations pursuing a Loyal Soldier HR strategy adopt standardization as a 
core principle of work design. As with the Bargain Labor HR strategy, work is 
structured according to the mechanistic approach for job design, which seeks 
to create an efficient machine for producing goods and services. Employees 
learn and carry out efficient processes and have little power to change how 
work is completed. Assembly lines are common, and each employee performs 
a limited number of tasks. The focus is on determining efficient production 
processes and then encouraging employees to follow prescribed methods of 
doing things.

Practice Emphasis on . . . .

Work Design • Standardized procedures

Recruiting and Selection • Internal promotions

• Organizational fit

Retention • Keeping loyal workers

Performance Management • Parity-based assessments that encourage cooperation

Training and Development • Teaching specific skills

• Continual learning

Compensation • Rewarding long-term contribution

• Limiting pay differences among employees

Labor Relations • Labor unions supplementing a culture of solidarity

Table 14.2 Practices Aligning with Loyal Soldier HR Strategy
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U.S. NAVY

The U.S. Navy has the difficult task of recruiting 
and managing over 330,000 active-duty personnel, 
as well as 66,000 reservists. The overall HR strategy 
aligns closely with the Loyal Soldier perspective. 
Sailors are expected to perform a variety of tasks, 
and effort is continually directed toward encourag-
ing reenlistment.

Each year the Navy must recruit over 40,000 
new workers. Positions range from basic recruit 
to nuclear operator and doctor. Most recruits are 
young. Recruiting relationships are formed with 
school counselors and advisors. Advertising is also 
directed toward parents, with a message of the 
opportunity and benefits that come with a Navy 
career. Once a sailor is recruited, a relationship is 
developed to make him or her feel a part of the 
large organization. This long-term commitment is 
summarized by Vice Admiral Mark Ferguson who 
states, “That bond with them, where they feel that 
we’re going to invest in them and take care of them 
and their families, is the strongest component.”

A specific staffing practice that is consistent 
with building a long-term employment relation-
ship is a recent program that allows sailors to bid 
for jobs that pay them extra. For example, jobs at 
Guantanamo Bay were avoided by many sailors, but 
a program that allowed sailors to set their price for 
accepting the assignment resulted in sailors will-
ingly taking the jobs. Paying them a premium fit 
with a low-cost strategy in that significant savings 
were realized from not having to compensate the 
sailors in other ways such as with extra leave time.

Training and career development are key com-
ponents of human resource management within 
the Navy. A model called the 5 Vector Model 
identifies milestones for career paths from recruit 
all the way to admiral. The first vector is profes-
sional development and emphasizes technical 

Building Strength Through HR

skills. Qualifications and certifications, which make 
up the second vector, provide credentials that go 
beyond a sailor’s specific job. For instance, many 
receive certification in firefighting. The third 
vector, personal development, emphasizes life-
long learning, wellness, and interpersonal skills. 
Leadership skills are emphasized as the fourth vec-
tor, and performance accomplishments are the 
fifth vector. Taken together these five vectors, or 
areas of development, help assure that Navy per-
sonnel advance through the ranks and develop a 
diverse set of skills.

Human resource practices are also tracked and 
coordinated with an objective measurement sys-
tem. Data are collected to capture both efficiency 
of operation and satisfaction of managers. These 
data help reduce costs and standardize proce-
dures. This helps the Navy become more effective 
as it works to recruit, develop, and retain a loyal 
workforce.

Sources: Information from Mark Schoeff, Jr., “U.S. Navy: 
Optimas Award Winner for General Excellence,” Workforce 
Management (December 14, 2009): 14–15; Gary Kirchner, 
“The Navy’s New War,” Training 42, no. 7 (2005): 30–36; 
F. Sharkey, S. Rosenberg, K. Marti, and T.E. Winchell, 
Sr., “A New Model for Human Resources Performance 
Measurement,” Public Manager 33, no. 3 (2004): 26–32.

Recruiting and Selection
Recruiting strategies linked to the Loyal Soldier HR strategy are designed 
to identify current employees who can be promoted and transferred. Using 
a broad skill scope with internal sourcing, the strategy focuses on getting 
employees to move within the organization so that they can engage in new 
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 experiences and develop broad skills. The key to success for internal recruit-
ing is to identify people who are willing to change positions and who can 
benefit from new job opportunities. Applicants receive a realistic recruiting 
message that provides information about all aspects of the job and orga-
nization. Specific recruiting methods include job posting and electronic 
 advertising within the company.

Recruiting for entry-level positions emphasizes locating and gaining the 
attention of job applicants who will become loyal employees committed to the 
organization. External efforts to locate entry-level employees focus on obtain-
ing job applications from people who have personality characteristics that fit 
with organizational values. Common methods include employee referrals, 
electronic advertising, public employment agencies, and campus recruiting.

The next step is to hire people from the pool of job applicants. The empha-
sis is on identifying people who will fit with the organizational culture. Since 
employees will rotate among numerous jobs during their careers, identifying 
specific skills and interests is not critical. General aptitude and motivation are 
more important. Employees are hired more for their potential than for what 
they have already achieved. Common selection methods associated with the 
Loyal Soldier HR strategy include cognitive ability testing, personality testing, 
physical ability testing, drug testing, application forms, and interviewing.

Retention
Employees who fit the organization are encouraged to stay. Employee reten-
tion is thus a major part of the Loyal Soldier HR strategy. When an individual 
is not performing well in a particular job, he or she will likely be placed in a 
different position within the organization. The organization continually mon-
itors employee satisfaction and implements programs to improve working 
conditions. To create a bond with employees, the organization communicates 
support and care about their well-being. Workers are embedded by relation-
ships with others throughout the organization.

Performance Management
Performance management is used to motivate employees working in organi-
zations that use the Loyal Soldier HR strategy. Employee contributions are 
assessed, and feedback provides guidance for improvement. Given the need 
for standardization, measurement focuses on how well employees follow 
standard operating procedures. Cooperation and teamwork are emphasized 
over high individual performance. Parity-based assessments compare perfor-
mance against absolute standards and allow everyone to be classified as a high 
performer.

Training and Development
Training is critical for success with the Loyal Soldier HR strategy. As we have 
seen, employees are selected mostly for fit with the organization rather than 
with a particular job. This often makes it necessary for them to develop skills 
after they have been hired. Indeed, because many of these skills will be spe-
cific to how things are done in the organization, people can only learn what 
they need to know after they have become employees. Training is often done 
on the job and focuses on specific procedures for completing tasks. This 
helps to minimize costs and ensure standardization of operating procedures. 
Ongoing training is also important, since employees will rotate through a 
number of jobs during their careers with the organization. Training helps 
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these  employees learn new skills each time they are transferred to positions 
that are very different from their past positions.

Compensation
Consistent with the Loyal Soldier HR strategy, compensation focuses on pro-
viding rewards for long-term contributions. Workers who have been with the 
organization for more time earn higher wages. Uniform relational compensa-
tion strives to provide similar rewards to all employees. Good benefits help 
strengthen the bond between employees and the organization. Health insur-
ance and retirement plans, for example, help employees meet basic needs 
and make it difficult for them to change employers. Most compensation takes 
the form of base pay, and little is placed at risk from pay period to pay period. 
The organization may use group incentives to encourage cooperation among 
workers and may offer profit-sharing and stock plans to link employee behav-
ior with long-term organizational interests. Overall compensation under the 
Loyal Soldier HR strategy is designed to reward employees who are team play-
ers and who commit to long careers with the organization.

Labor Relations
We frequently see labor unions in organizations pursuing a Loyal Soldier HR 
strategy. The focus on ensuring long-term employment and equality among 
workers is compatible with this strategy. The sense of solidarity that comes 
from the union adds to the organizational culture of cooperation. In addi-
tion, the sense of stability that usually develops among union workers can 
benefit an organization that is trying to achieve efficiency through long-term 
relationships with employees.

INTERNAL/DIFFERENTIATION: ALIGNMENT 
FOR COMMITTED EXPERTS
The Committed Expert HR strategy focuses on creating distinctive products 
and services with talent developed internally. Pharmaceutical firms such 
as Merck and consumer product firms such as Procter and Gamble often 
adopt this strategy. Human resource practices are designed to form a strong 
bond between the organization and its employees. Workers are encour-
aged to pursue long careers within the organization, and each employee is 
expected to become an expert in his or her chosen field. Ideally, workers 
will use their expertise to innovate and create unique outputs. 

Work Design
Organizations pursuing a Committed Expert HR strategy emphasize high 
worker autonomy and reciprocal processing. In other words, such organiza-
tions give employees broad responsibilities and expect them to continually 
coordinate their efforts with those of others. Skilled employees have freedom 
to adjust their work to fit with changing demands, and they are encouraged to 
experiment to learn new ways to approach tasks. Groups of workers continu-
ally coordinate their efforts and adapt to changing technological innovations 
and shifting market conditions. Work is designed around the motivational 
approach to job design, which seeks to ensure that each employee knows the 
results of his or her activities and perceives work tasks as meaningful. The 
focus is on designing work in ways that provide employees with opportunities 
to innovate and develop ongoing relationships with others.
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Recruiting and Selection
As shown in Table 14.3, recruiting strategies associated with the Committed 
Expert HR strategy focus first on internal candidates. The targeted skills 
approach, combined with internal sourcing, seeks to identify current employ-
ees with skills that have been developed through training and experience 
in the organization. Because of the emphasis on long careers, recruiting for 
entry-level positions communicates a realistic message that clearly describes 
the good and bad aspects of the job and organization. The key to successful 
recruiting of employees with the required expertise is identifying people who 
have specific skills and who are committed to advancing through the ranks 
within the organization. Common recruiting sources to identify applicants 
already working for the company include job posting and electronic adver-
tising in areas of the company website that are accessible only to employees. 
Sources for recruiting outside the organization include employee referrals 
and campus recruiting.

The next decision concerns whom to select from the pool of job applicants 
generated from internal and external sources. With the Committed Expert 
HR strategy, the goal is to identify individuals with potential to develop spe-
cific expertise over time. Employees don’t necessarily need advanced skills 
before they are hired, but they should have the ability and interest necessary 
to develop specific skills during their careers. They also need characteristics 
that fit the culture of the organization. Employees should thus be selected 
because of fit not only with specific tasks to be performed but also with orga-
nizational culture. Common selection methods used to assess potential and fit 
include cognitive ability testing, personality testing, assessment centers, bio-
data, and interviewing.

Retention
Once employees have been hired, the emphasis of the Committed Expert 
HR strategy is on retention of high performers and dismissal of low perform-
ers. Organizational efforts focus on creating a desirable workplace with satis-
fied employees. Effective discipline is used to encourage low performers to 
improve. The employment of those who don’t improve is terminated so that 
the ability of the organization to produce quality goods and services is not 

Practice Emphasis on . . . .

Work Design • Broad work responsibilities

Recruiting and Selection • Predicting high potential

• Organizational and job fit

Retention • Retaining high performers

• Dismissing low performers

Performance Management • Merit-based assessments that encourage good outcomes

Training and Development • Skill training for current job

• Development for future jobs

Compensation • Using variable pay to reward high performers

• Long-term benefits and employee ownership

Labor Relations • Potential negative impact of labor unions on innovation

Table 14.3 Practices Aligning with Committed Expert HR Strategy
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compromised. Fortunately, if recruiting and selection methods are operating 
as they should, instances of discipline and dismissal are rare.

Performance Management
Performance management is a critical part of the Committed Expert HR strat-
egy. Success depends on having employees who far exceed minimum expec-
tations. Organizations use competition to encourage employees to stretch 
their efforts. Competition comes from merit-based performance appraisal, 
which allows high performers to stand out. Employees are compared with 
each other, and forced distributions ensure that only a few receive the high-
est rating. This approach strengthens the culture of innovation and creativity.

Training and Development
Training and development are essential for the Committed Expert HR strat-
egy. Training teaches specific skills that employees need to perform their 
current jobs. Continuous improvement of employees’ skills is a key to pro-
ducing goods and services superior to those produced by competitors. Given 
that employees are expected to stay with the organization for long careers, 
development activities are also beneficial. Assessment and feedback programs 
help employees see areas where they need improvement. Developmental rela-
tionships also provide guidance and support for employees who are advanc-
ing through the organizational ranks. Training and development thus work 
together to help employees develop superior skills, which enable them to per-
form well not only in their current positions but also in future positions in the 
organization.

Compensation
Effective compensation is another critical element of the Committed Expert 
HR strategy. Because organizations using this strategy seek to hire and retain 
the best workers, the overall level of pay is usually higher than the level at 
other organizations. In addition, variable relational compensation is used to 
provide extra incentives for high performance. High performers are acknowl-
edged and paid more than average performers. A substantial amount of pay 
is put at risk during each pay period, and high performers are paid a risk pre-
mium. Long-term incentives such as profit sharing and stock options align the 
monetary interests of employees with the long-term interests of the organiza-
tion. Merit pay increases provide higher pay for more years of contribution, 
and team-based incentives encourage cooperation among employees. Good 
benefits strengthen ties between the organization and employees by commu-
nicating a sense of caring and by making it somewhat costly for employees to 
change employers. Overall compensation within the Committed Expert HR 
strategy is designed to provide high incentives to top performers who pursue 
long careers with the organization.

Labor Relations
The long-term emphasis of the Committed Expert HR strategy is compatible 
with labor unions. However, unions are often incompatible with the focus on 
innovation—recall that in unionized companies, money that might otherwise 
be spent on research and development often is diverted to higher pay for 
employees. The practice of giving more favorable treatment to high perform-
ers is also sometimes at odds with union interests.
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EXTERNAL/DIFFERENTIATION: ALIGNMENT 
FOR FREE AGENTS
The Free Agent HR strategy is aimed at obtaining the input of experts to 
create distinct products and services. Information technology firms fre-
quently adopt this strategy. Many investment banking firms also fit with the 
Free Agent model. Human resource practices focus on locating external tal-
ent. Employees normally enter the organization with the skills they need to 
perform their work tasks. Organizations acknowledge that these employees 
develop careers within occupations rather than specific organizations. As 
a result, they are more loyal to a particular profession, such as investment 
banking, than to the organization. Strong bonds between the organization 
and employees are not encouraged. Workers are frequently replaced by new 
employees who have up-to-date skills. Table 14.4 summarizes HR practices 
that are common with the Free Agent strategy.

Work Design
Organizations pursuing a Free Agent HR strategy focus on creating a work 
environment in which skilled employees have the freedom and opportunity 
to innovate and create unique outputs. Autonomy is high, and tasks are com-
plex. Workers are expected to apply their expertise and to contribute in ways 
that are seldom fully understood by others in the organization. Adaptation is 
encouraged, and rules for accomplishing work are rare. The focus is on giv-
ing highly skilled workers freedom to accomplish the tasks they are uniquely 
qualified to perform.

Recruiting and Selection
Recruiting practices for the Free Agent HR strategy are designed to locate 
and gain the attention of skilled workers who are capable of contributing in 
a relatively unstructured work environment. Using a targeted skill scope and 
external sourcing, the approach focuses on locating specific talent outside the 
organization. Because only a limited number of people possess the desired 
skills, targeted recruiting seeks applications from a select few. Common 
recruiting sources include employee referrals, print advertising in specialized 
journals, targeted Internet sites, and private employment agencies.

Selection practices identify the individuals in the recruiting pool who are 
most likely to succeed. For organizations pursuing Free Agent HR strategies, 

Practice Emphasis on . . . .

Work Design • Complex tasks

Recruiting and Selection • Assessing achievement and specific skills

• Job fit

Retention • Dismissing low performers

Performance Management • Merit-based systems that create internal competition

Training and Development • Attracting good employees by offering development opportunities

Compensation • Providing high compensation for top performers

• Making rewards contingent on performance

Labor Relations • Labor unions conflicting with special treatment for high performers

Table 14.4 Practices Aligning with Free Agent HR Strategy
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these are people who clearly have the desired skills and abilities. The objec-
tive of selection is thus to assess potential employees’ past achievements to 
determine whether they already have the skills needed for the job. Fit with the 
demands of a particular job is more important than fit with the organization. 
Common methods used for selection include work sample testing, résumés, 
and interviewing.

Retention
Even with careful recruiting and selection, employees will sometimes be hired 
who don’t really have the ability and motivation to perform the necessary 
tasks. This is a particular problem for organizations pursuing a Free Agent HR 
strategy. The employee was hired to do a specific job, after all, and trouble can 
quickly develop if the tasks aren’t being performed properly. Removing low-
performing employees is thus an important part of the Free Agent strategy. 
Poor performance must be dealt with quickly, and employees who cannot do 
what is required are dismissed.

Performance Management
Performance management within the Free Agent HR strategy focuses on 
separating high and low performers. Organizations using this strategy cre-
ate a culture of competition and excellence by comparing employees with 
each other and forcing distributions so that only a few receive the highest 
evaluation. Because of the specialized nature of the work and the unique 
expertise of each worker, assessments often focus on outcomes rather than 
behavior.

Training and Development
Training is not seen as critical for the Free Agent HR strategy, as employees 
are expected to have the skills they need when they enter the organization. 
Long-term development opportunities can, however, help the organization 
recruit highly skilled workers because participating in development will pro-
vide these employees with credentials that are recognized by other organi-
zations. Formal education programs offered by universities, consultants, and 
trade organizations are sources of such development. Another sort of devel-
opment involves certification or licensing that acknowledges specific exper-
tise. Participation in such programs may not result in knowledge about how 
to perform specific tasks, and the employee may not stay with the organiza-
tion long enough to actually apply much of what is learned. However, highly 
skilled employees are more likely to accept positions with organizations when 
they perceive that they will have an opportunity to continue growing their 
skills. Development of skills that can be transferred to other organizations is 
thus an important part of the Free Agent HR strategy.

Compensation
Compensation rates are relatively high in organizations pursuing the Free 
Agent HR strategy. To hire and retain highly skilled employees, these organi-
zations must pay higher wages than other organizations. In addition, variable 
transactional compensation provides higher wages to top performers. The 
lack of emphasis on long-term contribution means that newly hired employ-
ees are often paid the highest wages. In most cases, a large proportion of 
compensation is put at risk, so that people are rewarded only when they pro-
duce at a high level. Commission and bonuses are frequently part of the pay 
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 package. Overall compensation within the Free Agent HR strategy is designed 
to provide immediate reward for high contribution.

Labor Relations
The emphasis on short-term employment relationships, along with higher 
compensation for top performers, generally makes the Free Agent HR strat-
egy incompatible with unions. In addition, most employees who work in these 
organizations see themselves as professional workers rather than union mem-
bers. Unions are thus rare in organizations pursuing a Free Agent HR strategy.

?
CONCEPT CHECK
 1. What specific practices align within each of the four HR 

strategies?
 2. How do recruiting and selection practices differ across the 

HR strategies?

What Are Some Other HR Issues?

LEARNING OBJECTIVE 3

This is an introductory textbook, so of course we have not been able to discuss 
everything in the field of human resource management. There are, however, 
some additional issues that we should briefly review in this final chapter. One 
issue concerns variations on the strategies that we have discussed. Another 
issue relates to the role of human resource management in creating strategy. 
Yet another issue involves the importance of human resource management 
for small firms.

VARIATIONS OF BASIC STRATEGIES
Throughout this book, we have focused on four basic HR strategies: Bargain 
Laborer, Loyal Soldier, Committed Expert, and Free Agent. Each of these strat-
egies is associated with a different competitive business strategy. Organizations 
can, however, pursue slightly different and more specific competitive strate-
gies. Although these strategies can be seen as variations and combinations 
of the competitive strategies we have discussed, it is worth highlighting a few 
common alternative strategies to see how they fit with the basic HR strategies.

One variation of an organization’s competitive approach is a turnaround 
strategy. Here, a company that is performing badly attempts to change radi-
cally and return to profitability. In many cases, employees are laid off, and 
new approaches to production are implemented. This strategy requires orga-
nizations to do things very differently than they have in the past, which usually 
makes it compatible with an external labor orientation. Low performers are 
dismissed, and new employees are hired for their ability to change the way 
work is accomplished. A Free Agent HR strategy is thus often part of a com-
petitive strategy that emphasizes the need to turn around low organizational 
performance quickly.

Turnaround strategy
A competitive business strategy 
that focuses on radical change 
to return a company to 
profitability.
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Global expansion is another frequent variation of competitive strategy. A 
global expansion strategy focuses specifically on growing an organization’s 
presence in foreign countries. Human resource management can play an 
important role in helping an organization achieve this objective. As explained 
in the “How Do We Know?” feature, working in foreign countries may require 
skills and abilities different from those needed by employees working in their 
home country. Thus, in many cases, effective implementation of the strategy 
requires organizations to attract and select workers who are quite different 
from those already employed. The human resource approach most closely 
aligned with the global expansion competitive strategy is the Free Agent HR 
strategy.

Another variation of competitive strategy is the growth strategy, through 
which a company seeks to expand into new markets. In some cases, this is 
done through acquisitions and mergers. Effective human resource manage-
ment can be critical for reducing barriers to effective integration of organi-
zational cultures. For example, Johnna Torsone, who is senior vice president 
and chief HR officer of Pitney Bowes, Inc., spends a great deal of her time 
integrating human resource practices. Over the past several years, Pitney Bowes 

Global expansion strategy
A competitive business strategy 
that focuses on increasing 
an organization’s presence in 
foreign countries.

Growth strategy
A competitive business strategy 
that focuses on expanding 
products and services into new 
markets.

DOES WORKING IN A FOREIGN COUNTRY 
REQUIRE MORE SKILL?
Is working in a foreign country more difficult than 
working domestically? Do employees working in 
foreign countries need to adapt their behavior to 
fit the demands of the culture in order to succeed? 
Shung Shin, Frederick Morgeson, and Michael 
Campion conducted a study to answer these ques-
tions. They surveyed 1,312 midcareer professional 
employees working in an international agency of 
the U.S. government.

Employees working in 156 countries were asked 
to describe the skills, abilities, and personality 
requirements of their jobs. Expatriate employees 
working in foreign countries reported higher skill 
and ability requirements than people working in 
their home countries. International assignments 
required greater social skills, more perceptual and 
reasoning skills, and higher motivation to achieve 
and adjust. These higher requirements were pri-
marily due to changes associated with working in a 
different culture.

A subset of 945 employees who answered the 
survey also reported the frequency of certain work 
behaviors. Employees working in cultures that 

emphasize group harmony and social relation-
ships reported engaging in more relationship-
oriented behavior. People working in cultures 
emphasizing power differences between managers 
and line workers reported more frequent adminis-
trative activity and monitoring of resources. These 
findings suggest that employees do indeed adapt 
their behaviors to fit the demands of their host 
country.

The Bottom Line. Working in a foreign 
country is more demanding than working in one’s 
home country. The authors conclude that global 
organizations can benefit from using selection and 
training procedures to ensure that employees pos-
sess and further develop the skills necessary to suc-
ceed in international assignments.

Source: Information from Shung J. Shin, Frederick P. 
Morgeson, and Michael A. Campion, “What You Do 
Depends on Where You Are: Understanding How Domestic 
and Expatriate Work Requirements Depend upon the 
Cultural Context,” Journal of International Business Studies 
38 (2007): 64–83.

How Do We Know?
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has  pursued a growth strategy through acquisition of other companies. 
Torsone and other human resource professionals have helped the company 
assess the talent and skills of employees in companies that might be acquired. 
Companies with employees and human resource practices that do not fit the 
Pitney Bowes model are less likely to be acquired.19

There are, of course, other variations on competitive strategies. Fortunately, 
the core human resource concepts can be adapted to help an organization 
achieve whatever strategy it is pursuing. The key is to begin by thinking about 
what types of worker inputs are needed to carry out the strategy successfully. 
Once these inputs have been identified, the organization can generally mod-
ify one of the core HR strategies to help it acquire and motivate the types of 
workers it needs. The four basic HR strategies thus provide a good foundation 
for thinking about ways to successfully manage people, but they may need to 
be adapted to meet the needs of a specific organization.

HR AS AN INPUT TO COMPETITIVE STRATEGY
Throughout this book, we have taken the perspective that organizations begin 
with a competitive strategy and then match their HR strategy to the competi-
tive strategy. This rational strategic approach assumes that organizational lead-
ers plan what they want to accomplish and then use human resource practices 
to help them reach their objectives. Instead, however, many organizations 
appear to adopt an evolutionary approach to competitive strategy. Under 
an evolutionary strategic approach, strategy is not always planned; rather, it 
unfolds over time. From this perspective, an organization’s human resource 
capabilities can be seen as part of the strategy formulation process.

The notion that human resources provide an input to competitive strategy 
suggests that organizations with human resource limitations may not be able 
to carry out certain strategies. For instance, suppose an organization produces 
goods that are no longer in much demand. The organization may wish to 
become more innovative, but it may have trouble moving to a more innovative 
strategy if its employees do not have up-to-date skills. In contrast, organiza-
tions with certain human resource strengths may be able to incorporate these 
strengths into future plans. For example, consider an organization with highly 
skilled employees who are capable of working in foreign countries. This pool 
of talent could form the basis for a decision to pursue a global expansion 
strategy. In sum, we need to realize that human resource capabilities can drive 
strategy formulation.20

THE ROLE OF HR IN SMALL BUSINESSES
Historically, the field of human resource management has focused on large 
organizations. But what about the role of human resource management in 
small organizations that employ only a few workers? Small businesses often 
lack elaborate HR systems and strategies. This does not, however, mean that 
human resource strategy and practice are less important to small businesses.

Small organizations with better strategic plans for human resource man-
agement have been shown to have a higher rate of survival.21 In addition, 
small firms that place greater emphasis on recruiting, selection, performance 
appraisals, training, and compensation grow at a faster rate than other firms.22 
In particular, effective human resource management helps small organiza-
tions innovate, which is critical for their survival.23

Rational strategic approach
An approach in which 
organizational leaders carefully 
plan a strategy before carrying 
it out.

Evolutionary strategic 
approach
An approach in which an 
organization’s strategy unfolds 
over time in response to 
common issues.
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Unfortunately, little is known about the specific human resource prac-
tices that are most effective for small businesses. In many cases, commonly 
accepted practices must be adapted to fit the unique demands of small orga-
nizations. In the future, the field of human resource management will benefit 
from additional research and investigation into the unique circumstances of 
small businesses.

?
CONCEPT CHECK
 1. What are some variations of basic competitive strategies? 

How do the basic HR strategies fit with these variations?
 2. In what ways can human resource capabilities influence an 

organization’s competitive strategy?

What Might the Future of HR Look Like?

LEARNING OBJECTIVE 4

The field of human resource management is continually changing. In recent 
years, the emphasis has moved away from personnel management designed to 
ensure compliance with legal requirements toward a strategic model that links 
the management of people to competitive objectives. This trend is expected 
to continue. In this section, we briefly discuss some of the changes and devel-
opments most likely to be seen in the future.

THE OUTLOOK FOR ORGANIZATIONS
One important question is how change will affect the role of the human 
resource department within future organizations. Will HR become more or 
less important? Which areas of emphasis will grow? Which will decline? What 
new inputs will be expected from HR departments?

Increased Emphasis on Measuring the Value of HR
In recent years, the field of human resource management has acknowledged 
that most businesses have a bias toward quantifiable results. Human resource 
professionals have thus placed increased emphasis on identifying quantifiable 
measures that show the value of good human resource management. The 
trend toward quantifying the value of HR is expected to continue. One recent 
development, for example, involves linking the benefits of human resource 
management to shareholder value. The market value of most organizations 
includes an allowance for intangible assets—nonphysical assets that repre-
sent value to the organization. Intangible assets include many things, such as 
relationships with customers. However, an organization’s pool of talent likely 
makes up the greatest portion of its intangible assets. Future efforts in the 
field of human resource management are likely to focus not only on measur-
ing how much intangible value is created by the HR system but also on how 
intangible value can be increased.

Intangible assets
Nonphysical assets that 
represent value to an 
organization.
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Growing Importance of HR
An important demographic shift is taking place in the United States. Estimates 
show that organizations will soon face a shortage of workers. In the next few 
years, it will become increasingly difficult to find people to fill jobs.24 This is 
especially true for positions that require specialized skills.25 The competitive 
advantage of attracting, selecting, and retaining workers should thus increase. 
As talented workers become more and more scarce, the benefits of good 
human resource management will continue to grow.

Greater Prominence of Strategic Issues
We know that alignment between HR and competitive strategies has been 
shown to improve organizational effectiveness. A recent survey, however, 
found that only about 50 percent of organizations have a strategic human 
resource plan that is linked to their competitive business plan.26 This  statistic 

FORD MOTOR COMPANY

Ford Motor Company turned a net profit of 
$2.7 billion for 2009. Not only did Ford turn a 
profit, but it was also the only U.S. automaker not 
to receive government bailout assistance. Effective 
management of people is one reason why Ford has 
been able to outperform its competitors.

In 2006 Ford began a Way Forward plan. Much 
of the plan focused on cutting the workforce and 
reducing labor costs. However, Ford also began 
major changes in the ways that it trains and moti-
vates employees. Increased emphasis was placed 
on training workers to reduce waste and improve 
productivity. Layers of management were cut, and 
employees were given more responsibility and 
access to top bosses. The prototypical employee 
became someone who works well in a team to find 
better ways of accomplishing tasks. Taking initia-
tive was emphasized and rewarded.

The management of a subsidiary provides an 
example of Ford’s commitment to employees, 
and the company’s understanding of the value of 
effective human resource management. In 2000 
Ford spun off its parts supplier Visteon. By 2005 
Visteon was near bankrupt, but Ford bought part 
of the company back and created a unit known as 
Automotive Components Holdings. Ford worked 
to return the subsidiary plants to profitability. 
Better management of people was the key to the 

Building Strength Through HR

turnaround. Employees were given incentive pay 
to motivate them to work harder. Alliances were 
formed with local colleges to provide needed train-
ing. Communication with employees was empha-
sized and enhanced. These efforts resulted in 5 to 
10 percent improvements in quality and cost dur-
ing the first eight months. Also important to Ford, 
better treatment of employees helped assure a con-
sistent flow of parts.

Today, Ford Motor Company employs 213,000 
people and is seen as the top U.S. automobile man-
ufacturer. Success if facilitated by the following 
human resource practices:

 • Training workers to reduce cost and improve 
quality.

 • Reducing managerial layers and empowering 
employees.

 • Restructuring jobs and transforming labor 
relationships.

Sources: Jessica Marquez, “Ford Recovery Plan Includes 
Long-Term People Investment in Short-Term Business,” 
Workforce Management 85, no. 13 (2006): 46–47; Laura 
Egodigwe, “In Perfect Alignment,” Black Enterprise 39, 
no. 11 (2009): 49; Irwin Speizer, “The Right Way 
Forward?” Workforce Management 85, no. 6 (2006): 
25–30; John Reed and Bernard Simon, “Ford Back in the 
Black after ‘Pivotal’ Year,” Financial Times, January 29, 
2010, p. 17.
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shows improvement from the past but also suggests that many organizations 
still have a great deal of room for improvement. Organizations without a 
clear human resource strategy are expected to adapt by seeking ways to better 
obtain, develop, and utilize the talents of employees. The emphasis on strate-
gic aspects of HR is thus expected to expand in the future.

A specific example of strategic prominence is the role that HR has played 
during the recent recession. Economic difficulties made it difficult to main-
tain not only stable business relationships but also employee morale. In many 
organizations the focus shifted away from hiring more workers to reducing 
the workforce. HR has also played a key role in initiatives to reduce the cost 
of healthcare.27 As explained in the “Building Strength Through HR” feature, 
one company that has benefitted from human resource management during 
the recession is Ford Motor Company.

THE OUTLOOK FOR HR PROFESSIONALS
Like everyone else, people who choose to work in human resource manage-
ment can benefit from managing their careers. Effective ways to manage a 
career can often be learned from listening to the advice of people who have 
more experience. A recent report of conversations with seasoned human 
resource professionals identified five key challenges that human resource 
professionals are likely to face in their careers.28 These challenges are 
summarized in Table 14.5. If you are seeking a career in human resource 
management, you will need to understand and be ready to meet similar 
challenges.

The first challenge is lack of power. In many cases, human resource pro-
fessionals do not have the final say in critical decisions. They do not have 
positional power, which comes with authority provided by a person’s for-
mal role in an organization. This challenge is not expected to change in 
the future. Human resource professionals will most likely continue to work 
in support roles and as consultants to organizational leaders. Nevertheless, 
human resource professionals can influence organizations and employees in 

Positional power
Power that is based on 
one’s formal role within the 
organization.

Challenge Description

Lack of Power HR professionals are seldom final decision makers, so 
they must work to convince others of the value of human 
resource management.

Walking the Tightrope HR professionals must constantly balance an emphasis 
on organizational productivity with the protection of 
employee interests.

Dealing with Skeptical People HR professionals often work with others who do not see 
the value created by systems for effectively managing 
people.

Vulnerability to Workforce Reductions HR professionals must avoid being laid off by continually 
demonstrating their contributions to the organization.

Being Overwhelmed HR professionals often feel overwhelmed by the demands 
for their services.

Table 14.5 Challenges Faced by Human Resource Professionals

Source: Information from William M. Kahnweiler, “Sustaining Success in Human Resources: Key 
Career Self-Management Strategies,” Human Resource Planning 29, no. 4 (2006): 24–31.
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 significant ways. Effective professionals can develop and use expert power, 
which comes from providing useful knowledge and skills. By supplying the 
expertise needed to solve problems, human resource professionals can 
 persuade decision makers to engage in good practices for obtaining and moti-
vating employees.

The second challenge for human resource professionals is walking the 
tightrope between managers and employees. To be top performers, HR pro-
fessionals need to excel in the dual roles of helping the organization maintain 
productivity and ensuring that employees’ rights are respected. The chal-
lenge of balancing the interests of the organization and its individual employ-
ees, like the challenge posed by lack of positional power, is not expected to 
change.

Dealing with people who are skeptical about the benefits of good HR 
is a third challenge identified by experienced human resource profession-
als. We can attribute this barrier in part to the HR professionals’ failure to 
effectively communicate the strategic value of good human resource prac-
tices. Thus, one way to lessen this problem is to clearly explain how HR can 
improve financial results. The challenge of skeptics is not likely to go away 
any time soon. However, recent emphasis on moving beyond the enforce-
ment role and focusing on strategic aspects of HR seems to be making a 
difference.

Vulnerability to cutbacks and downsizing, the fourth challenge, is some-
thing that human resource professionals share with many others in modern 
organizations. Competitive pressures on businesses are sure to remain with 
us, suggesting that efforts to cut costs and increase productivity will continue. 
Like people performing other functions, people working in human resource 
management will need to continue learning and developing skills that help 
the organization better meet its strategic objectives.

The fifth challenge is the possibility of being overwhelmed by the amount 
of work required. Since the amount of work is not likely to decrease, the HR 
professionals who have successful careers will likely be those who learn to pri-
oritize and focus on the things that are most important. Experienced profes-
sionals report that they often need to inform others that they cannot do all 
they are asked to do. They prioritize and balance the various demands of their 
jobs, as well as balancing their jobs with other areas of their lives.

As you finish this book, we hope you have come to see human resource 
management as a dynamic and evolving field. You may not choose a career in 
HR, but you can apply the principles we have discussed to help you become 
more effective in whatever you do. Most great leaders acknowledge the impor-
tance of surrounding themselves with highly skilled people who are motivated 
to succeed. The strategic principles and practices that we have discussed can 
help you do the same by more effectively managing people at work.

Expert power
Power that is based on one’s 
knowledge and skills.

?
CONCEPT CHECK
 1. What issues are expected to become increasingly important 

for HR departments?
 2. What challenges are HR professionals likely to face in the 

future?
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IN THE MANAGER’S PERSPECTIVE THAT OPENED THE CHAPTER, 
TAKASHI WAS THINKING ABOUT PROPOSED CHANGES TO THE 
PERFORMANCE MANAGEMENT PROCESS. HE WAS CONCERNED THAT 
THE CHANGES HAD NOT BEEN CAREFULLY DESIGNED TO FIT WITH 
OTHER AREAS OF HUMAN RESOURCE MANAGEMENT. FOLLOWING 
ARE THE ANSWERS TO THE “WHAT DO YOU THINK?” QUIZ 
THAT FOLLOWED THE CASE. WERE YOU ABLE TO CORRECTLY 
IDENTIFY THE TRUE STATEMENTS? COULD YOU DO BETTER NOW?

1. Effective human resource management can be a 

source of competitive advantage for an organization.   

TRUE.  That has been an important theme throughout 

this book. A system for obtaining and managing people 

is an important resource that is difficult for competitors 

to imitate.

2. Human resource practices are most effective when 

they align with an organization’s competitive business 

strategy.  TRUE.   As we have explained throughout this 

book, organizations are more effective when they align 

human resource management with competitive strategy.

3. The best way to choose a method of performance 

management is to identify and copy a practice that 

is successful at another organization.  FALSE.  Human 

resource practices, such as performance management, 

are most effective when they are 

aligned with an organization’s 

business strategy and other HR 

practices.

4. Human resource policies and practices are not as 

important in smaller companies.  FALSE. Effective 

human resource management appears to be equally 

important for small and large businesses.

5. Future trends and technological advances will likely 

decrease the importance of human resource man-

agement. FALSE. Upcoming labor shortages are 

expected to increase the value of good human resource 

management.

Takashi is wise to think about how changing one human 

resource practice might affect other practices. The con-

cept of horizontal alignment acknowledges that human 

resource practices are best when they operate in concert 

to obtain and motivate the right type of employee. This 

chapter illustrates how HR practices can combine to sup-

port each of the four basic HR strategies. It also touches 

on a few additional issues and identifies some areas of 

human resource management likely to be important in the 

future.

 

 

 

 

 

A  M A N A G E R ’ S  P E R S P E C T I V E  R E V I S I T E D

SUMMARY

Alignment occurs when human resource practices 
are in their proper place relative to other practices 
and strategic objectives. Vertical alignment refers to 
the positioning of human resource management in 
relation to competitive strategy. Horizontal align-
ment refers to the fit of specific human resource 
practices relative to each other. Research suggests 

What are two basic forms of alignment?

LEARNING OBJECTIVE 1

The Bargain Laborer HR strategy focuses on effi-
ciency and cost reduction. Work tasks are sim-
plified. Ongoing recruiting efforts seek a large 
number of job applicants. Selection is based on 

that organizations are most effective when they 
have both vertical and horizontal alignment.

How do human resource practices align 
with one another?

LEARNING OBJECTIVE 2
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rewards for high performers. Labor unions are gen-
erally incompatible with the Free Agent HR strategy.

dependability and willingness to perform unskilled 
tasks. Some turnover of employees is expected. 
Performance measures ensure that employees 
perform at a minimally acceptable level. Training 
focuses on efficiently teaching employees how to 
perform specific tasks. Compensation provides rel-
atively low wages with minimal differences among 
employees. Labor unions are rare.

What are some other HR issues?
The Loyal Soldier HR strategy focuses on build-

ing a strong culture and creating talent internally. 
Work is structured around standardized proce-
dures. Employees are promoted from within the 
organization. Selection focuses on identifying 
individuals who fit with the organizational culture. 
Parity-based performance assessments encour-
age cooperation among workers. Training and 
development teach not only skills for the current 
job but also skills needed for future positions. 
Compensation minimizes differences among work-
ers and rewards employees who have long careers 
with the organization. Labor unions can supple-
ment the culture of solidarity and stability.

The Committed Expert HR strategy uses inter-
nally developed talent to produce distinctive 
goods and services. Employees are given broad 
task responsibilities. Recruiting focuses on obtain-
ing job applicants who have aptitude in specific 
areas. Employee selection decisions are based on 
both organization fit and job fit. Efforts are made 
to retain high performers, but low performers are 
dismissed. Merit-based performance assessment 
creates a sense of competition and innovation. 
Training teaches skills beneficial for current jobs, 
and development extends abilities so that employ-
ees can be promoted. Compensation builds long-
term ties to the organization, and high performers 
receive greater rewards than low performers. Labor 
unions are compatible with the emphasis on long-
term employment relationships but sometimes 
incompatible with the need for innovation.

The Free Agent HR strategy obtains labor inputs 
from experts. Work is designed to give employees 
the autonomy they need to carry out tasks they are 
uniquely qualified to perform. Targeted recruiting 
focuses on job applicants who already have the skills 
needed to perform a specific job. Employee selec-
tion is based on past achievements. Merit-based 
performance appraisal systems assess outcomes 
and recognize outstanding performers. Training is 
rare, and development opportunities are provided 
mostly as a tool for attracting good employees. 
Compensation is at risk and provides extraordinary 

One important additional issue concerns variations 
on the four basic HR strategies we have discussed. 
Common variations on competitive strategies 
include the turnaround strategy, global expansion 
strategy, and growth strategy. In most cases, varia-
tions of the core HR strategies can be adapted to fit 
these specific competitive strategies.

Another issue involves the role of human 
resources in shaping strategy. We have focused on 
the rational strategic approach, in which human 
resource strategy is designed to fit competitive strat-
egy. In contrast, the evolutionary strategic approach 
suggests that human resource capabilities can drive 
competitive strategy. When this approach is used, 
the nature of employee skills and abilities can serve 
as an important input into strategic decisions.

A third issue concerns the role of HR manage-
ment in small organizations. Effective human 
resource management is critical for small busi-
nesses. More research is needed to understand 
methods of applying human resource strategy to 
small businesses, however.

What are some other HR issues?

LEARNING OBJECTIVE 3

Trends suggest that there will be a shortage of 
workers in the near future. This shortage should 
increase the importance of human resource man-
agement. Firms that are more capable of  attracting 
and retaining good employees will be more com-
petitive than firms that lack human resource capa-
bility. Trends toward increased prominence for 
strategic HR and an emphasis on measuring the 
dollar value of HR are expected to continue.

The outlook for human resource professionals 
suggests that they will need to continue to overcome 
challenges associated with lack of power, walking 
the tightrope between management and employ-
ees, dealing with skeptical people, vulnerability 
to downsizing, and being overwhelmed by work 
demands. Individuals who can deal successfully with 
these challenges are likely to find rewarding careers 
in the field of human resource management.

What might the future of HR look like?

LEARNING OBJECTIVE 4
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DISCUSSION QUESTIONS

 1. How is horizontal alignment different from 
vertical alignment?

 2. Which do you think is more important: vertical 
alignment or horizontal alignment?

 3. What might happen if an organization 
 combines a merit-based performance appraisal 
system with compensation practices that limit 
differences in employee pay?

 4. Within the Loyal Soldier HR strategy, how 
does the approach of parity-based performance 
appraisal support the work-design goal of 
standardization?

 5. What difficulties might an organization face 
when it attempts to change its human resource 
practices?

 6. What are some specific HR practices that 
could be used to support a global expansion 
strategy?

 7. What specific methods of selecting and com-
pensating employees do you think a small 
 business should use?

 8. How do you believe current societal trends will 
influence future human resource strategies 
and practices?

 9. What advice do you think would be helpful 
for someone beginning a career as a human 
resource professional?

 10. How would you summarize the most impor-
tant concepts you have learned about human 
resource management?

EXAMPLE CASE Portman Ritz-Carlton in Shanghai, China

In the following interview, Mark DeCocinis, general manager of the Portman 
Ritz-Carlton and regional vice president, Asia-Pacific, of the Ritz-Carlton 
Hotel Company, shares his successful formula with Arthur Yeung, Philips 
Chair Professor of Human Resource Management at the China Europe 
International Business School.

Arthur Yeung : The Portman Ritz-Carlton has been consistently selected the 
Best Employer in Asia. What’s your secret to success in people management?

Mark DeCocinis: The secret is constancy in execution. Our priority is taking 
care of people. We’re in the service business, and service comes only from peo-
ple. It’s about keeping our promise to our employees and making that an every-
day priority. Our promise is to take care of them, trust them, develop them, 
and provide a happy place for them to work. The key is everyday execution.

Arthur Yeung : The idea is to set up people for success so they have pride 
in their jobs. But in China, where employees have relatively poor service atti-
tudes and skills, what management practices do you put in place to help them 
succeed?
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Mark DeCocinis : The key starts with selecting the right people. Our selection 
focuses on talent and personal values because these are things that can’t be 
taught. Our culture is special, and we can’t expect to bring someone into this 
culture if they don’t have the same values and purpose.

We focus on a person’s theme. What do they enjoy? What’s their purpose 
in life? What motivates them? We look for people who genuinely enjoy con-
tact with people and helping others. It’s not about being introverted or extro-
verted; it’s about caring for and respecting others. You can work at the front 
desk or behind the scenes, but you must enjoy contact with others, whether 
they are guests or other employees.

Arthur Yeung : How many people are promoted from within? What’s the 
average tenure of employees here?

Mark DeCocinis: Many senior positions are filled from within the hotel or 
within the company, approximately 70 to 80 percent of the leadership posi-
tions. We took over management of the hotel in January 1998. Over 60 per-
cent of the employees have tenure of more than five years, and over 30 percent 
have tenure of eight years or more.

Arthur Yeung : Besides the selection process, what else does the Ritz-Carlton 
do to motivate its employees to provide excellent service?

Mark DeCocinis: We spend two days of orientation with new employees 
before they come into contact with any guest. They must understand our cul-
ture and philosophy. The general manager, the executive team or guidance 
team, and HR are all involved. Each of them explains our Credo (we are here 
to take care of our guests); our Employee Promise (we are to take care of 
you); our 20 Basics; and our Motto (we are ladies and gentlemen taking care 
of ladies and gentlemen).

Then they receive 30 days of training with a certified trainer from the 
department. Following that, we have reinforcement training on the 21st 
day, and we get feedback on how we can improve our training program for 
future retraining and recertification. Then, throughout the year we provide 
a minimum of 130 hours of training for every employee, including specific 
training for their department and training on culture, language, and com-
puter skills.

Arthur Yeung : You start with a philosophy that employee satisfaction leads 
to guest satisfaction, which in turn leads to good financial results. How do you 
know such a relationship really exists?

Mark DeCocinis: I’ll give this hotel as an example. Our employee satisfaction 
rate is 98 percent. In the last five years, it’s been 95, 97, and 98 percent. Our 
guest satisfaction is between 92 and 95 percent. If employee satisfaction were 
to decrease, I guarantee the other factors would decline. Let’s say the employ-
ees are happy but the guests are not, that means we are not balanced.

QUESTIONS
 1. How do selection, retention, and training practices work together at the 

Portman Ritz-Carlton?
 2. Which of the HR strategies do you think the Portman Ritz-Carlton is 

pursuing?
 3. Why do you think employee satisfaction leads to customer satisfaction?

Source: Arthur Yeung, “Setting People Up for Success: How the Portman Ritz-Carlton Hotel 
Gets the Best from Its People,” Human Resource Management 45 (2006): 267–275. Reprinted with 
 permission of John Wiley & Sons, Inc.
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DISCUSSION CASE Technology Consultants

Technology Consultants is a company started by a computer science profes-
sor. Five years ago, the professor hired three graduate students and began 
offering computer and technology services to local companies. The com-
pany grew rapidly and currently employs 30 consulting specialists. The typi-
cal specialist recently graduated from college with a degree in information 
management or computer science. Each specialist is assigned to work as part 
of a team that focuses on servicing the needs of specific customers. To date, 
Technology Consultants has not felt a need to formalize personnel practices. 
The professor spends most of his time hiring and training new consulting 
specialists. He also has a part-time administrative assistant who helps with 
 personnel activities such as payroll.

Some customers complain about the high turnover of consulting spe-
cialists. It seems that most consultants leave within a year after being 
hired. From the customers’ perspective, specialists leave just when they 
are beginning to understand how to provide quality service. The profes-
sor knows this is a problem, and she worries that such turnover may even-
tually lead customers to cancel their contracts for service. In the past, she 
and a few key employees were able to form long-term relationships with 
most clients, but this is becoming increasingly difficult as the company 
grows.

Technology Consultants recruits at two local universities. This practice 
seems to be effective, as most graduates from the programs have the tech-
nological skills needed to serve clients. The hiring process consists of a 
series of interviews. The professor and two other employees conduct infor-
mal interviews and then offer jobs to individuals they feel will be success-
ful. They don’t worry much about personality traits or past achievements; 
they simply focus on assessing technical skills. The performance of each 
consulting specialist is measured against the performance of peers, and 
only a few employees receive the highest ratings. Since most employees are 
expected to possess the technological skills they need when they are hired, 
Technology Consultants does not offer opportunities for training and 
development. Compensation has been a difficult issue for the company’s 
founder. She wants to encourage teamwork, so she has chosen to structure 
pay so that most employees receive similar wages. She doesn’t want to have 
some employees earning a lot more than others. New hires are paid approx-
imately the same as other consulting specialists. So far, the company has 
found it difficult to offer employee benefits. The professor feels that the 
cost of the benefits is too high.

QUESTIONS
 1. Which human resource practices would you recommend that Technology 

Consultants change?
 2. How well do the company’s human resources practices align with one 

another?
 3. How would you approach human resource management if you were 

 starting a company like Technology Consultants?
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EXPERIENTIAL 
EXERCISE

Learning about Company Cultures

Identify three friends or family members who 
work at different companies. Ask each of them to 
describe the culture of the company. What words 
would most employees use to describe the com-
pany? How would customers describe the company? 
What does it feel like to work for the company? 
What type of employees succeed? How does man-
agement interact with the employees? What kind of 
relationships do employees have with each other?

Once friends and family members have 
described the company culture, ask them about 
human resource practices. How are work tasks 
assigned to specific employees? What sources are 
used to inform potential applicants about work 
opportunities? How are people hired? What is 
done to keep employees from leaving for jobs 
with other companies? Are many people dismissed 
for low performance? What kind of training and 

 development are offered? How is pay structured? 
Do some employees make a lot more than others? 
How much of pay is put at risk? Are employees 
organized into labor unions?

Examine the companies’ cultures and human 
resource practices by answering the following 
questions:

 1. How are the company cultures different?
 2. Is there any evidence that human resource prac-

tices create company culture? How do recruit-
ment and selection seem to influence culture? 
How does compensation influence interactions 
between employees?

 3. Within each organization, identify human 
resource practices that are aligned. Are 
there some practices that seem to be out of 
alignment?

INTERACTIVE
EXPERIENTIAL EXERCISE

A Final Journey: Communicating the 
Strategic Importance of HR
http://www.wiley.com/college/sc/stewart

Access the companion website to test your knowledge by completing 
an interactive role play.
Through your diverse consulting experience, you have learned a great deal 
about how HR should align with competitive strategy (vertical alignment) and 
how HR practices should align with each other (horizontal alignment). In this 
exercise you are traveling to an HR conference and meet a corporate executive 
who has a very negative opinion of HR as a whole. He tells you that HR is the 
same in every company, that is, it adds no value to organizations, and that HR 
people are unable to think strategically. You recall what you’ve learned about 
the four basic HR strategies and the four companies you’ve recently helped—
Mega Manufacturing, Graphics Design, Global Telecommunications, and 
SuperFoods. How will you convince the executive that he’s wrong about HR? •

ADDITIONAL WEB RESOURCES
The Companion website for Human Resource Management contains myriad 
tools and links to assist you in the course.

Web Quizzes
This resource offers online quizzes, with questions varying in level of diffi-
culty, designed to help you evaluate your individual progress through a 
chapter. Each chapter’s quiz includes 10 questions, including true/false and 
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 multiple-choice questions. These review questions were created to provide 
an effective and efficient testing system. Within this system, you’ll have the 
opportunity to “practice” the type of knowledge you’ll be expected to demon-
strate on exams.

WileyPLUS
If your instructor has adopted WileyPLUS, you’ll have access to a variety of 
study tools:
 • Video clips
 • mp3 downloads—audio overviews of each chapter
 • Business simulations
 • Team evaluation tools
 • Experiential exercises
 • Self-assessments
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APPENDIX A

Occupational Outlook for HR Managers and Specialists

Every two years the U.S. Department of Labor updates its Occupational Outlook 
Handbook, which provides the following information for over 250 different 
occupations covering nine out of 10 jobs in the U.S. economy:

 • Nature of the work
 • Training, other qualifications, and advancement
 • Employment 
 • Job outlook
 • Projections data
 • Earnings
 • Related occupations

The 2010–2011 edition of the Handbook offers the following material concern-
ing jobs in the category “Human Resources, Training, and Labor Relations 
Managers and Specialists.”

SIGNIFICANT POINTS
 • The educational backgrounds of these workers vary considerably, reflect-

ing the diversity of duties and levels of responsibility.
 • College graduates and those who have earned certification should have 

the best job and advancement opportunities.
 • Human resources occupations require strong interpersonal skills.
 • Much faster than average growth is expected during the projection period.

NATURE OF THE WORK
Every organization wants to attract, motivate, and retain the most qualified 
employees and match them to jobs for which they are best suited. Human 
resources, training, and labor relations managers and specialists provide this 
connection. In the past, these workers performed the administrative function 
of an organization, such as handling employee benefits questions or recruit-
ing, interviewing, and hiring new staff in accordance with policies established 
by top management. Today’s human resources workers manage these tasks, 
but, increasingly, they consult with top executives regarding strategic plan-
ning. They have moved from behind-the-scenes staff work to leading the com-
pany in suggesting and changing policies.

In an effort to enhance morale and productivity, limit job turnover, and 
help organizations increase performance and improve results, these workers 
also help their companies effectively use employee skills, provide training and 
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development opportunities to improve those skills, and increase employees’ 
satisfaction with their jobs and working conditions. Although some jobs in the 
human resources field require only limited contact with people outside the 
human resources office, dealing with people is an important part of the job.

There are many types of human resources, training, and labor relations 
managers and specialists. In a small organization, a human resources gener-
alist may handle all aspects of human resources work, and thus require an 
extensive range of knowledge. The responsibilities of human resources gener-
alists can vary widely, depending on their employer’s needs. 

In a large corporation, the director of human resources may supervise sev-
eral departments, each headed by an experienced manager who most likely 
specializes in one human resources activity, such as employment and place-
ment, compensation and benefits, training and development, or labor rela-
tions. The director may report to a top human resources executive. (See top 
executives elsewhere in the Handbook.) 

Employment and Placement
Employment and placement managers supervise the recruitment, hiring, and 
separation of employees. They also supervise employment, recruitment, and 
placement specialists, including employment interviewers. Employment, recruit-
ment, and placement specialists recruit and place workers.

Recruitment specialists maintain contacts within the community and may 
travel considerably, often to job fairs and college campuses, to search for 
promising job applicants. Recruiters screen, interview, and occasionally test 
applicants. They also may check references and extend job offers. These 
workers must be thoroughly familiar with their organization, the work that is 
done, and the human resources policies of their company in order to discuss 
wages, working conditions, and advancement opportunities with prospective 
employees. They also must stay informed about equal employment opportu-
nity (EEO) and affirmative action guidelines and laws, such as the Americans 
with Disabilities Act.

Employment interviewers—whose many job titles include human resources 
consultants, human resources development specialists, and human resources 
coordinators—help to match employers with qualified jobseekers. Similarly, 
employer relations representatives, who usually work in government agencies 
or college career centers, maintain working relationships with prospective 
employers and promote the use of public employment programs and services.

Compensation, Benefits, and Job Analysis
Compensation, benefits, and job analysis specialists administer compensation pro-
grams for employers and may specialize in specific areas such as pensions or 
position classifications. For example, job analysts, occasionally called position 
classifiers, collect and examine detailed information about job duties in order 
to prepare job descriptions. These descriptions explain the duties, training, and 
skills that each job requires. Whenever a large organization introduces a new 
job or reviews existing jobs, it calls upon the expert knowledge of job analysts.

Occupational analysts research occupational classification systems and study 
the effects of industry and occupational trends on worker relationships. They 
may serve as technical liaisons between companies or departments, govern-
ment, and labor unions.

Establishing and maintaining a firm’s pay structure is the principal job 
of compensation managers. Assisted by compensation analysts or specialists, 
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 compensation managers devise ways to ensure fair and equitable pay rates. 
They may participate in or purchase salary surveys to see how their firm’s pay 
compares with others, and they ensure that the firm’s pay scale complies with 
changing laws and regulations. In addition, compensation managers often 
oversee the compensation side of their company’s performance management 
system. They may design reward systems such as pay-for-performance plans, 
which might include setting merit pay guidelines and bonus or incentive pay 
criteria. Compensation managers also might administer executive compensa-
tion programs or determine commission rates and other incentives for corpo-
rate sales staffs. 

Employee benefits managers and specialists administer a company’s employee 
benefits program, notably its health insurance and retirement plans. Expertise 
in designing, negotiating, and administering benefits programs continues to 
take on importance as employer-provided benefits account for a growing pro-
portion of overall compensation costs, and as benefit plans increase in num-
ber and complexity. For example, retirement benefits might include defined 
benefit pension plans, defined contribution plans, such as 401(k) or thrift sav-
ings plans and profit-sharing or stock ownership plans. Health benefits might 
include medical, dental, and vision insurance and protection against cata-
strophic illness. Familiarity with health benefits is a top priority for employee 
benefits managers and specialists, because of the rising cost of providing 
healthcare benefits to employees and retirees. In addition to health insur-
ance and retirement coverage, many firms offer employees life and acciden-
tal death and dismemberment insurance, disability insurance, and benefits 
designed to meet the needs of a changing workforce, such as parental leave, 
long-term nursing or home care insurance, wellness programs, and flexible 
benefits plans. Benefits managers must keep abreast of changing federal and 
state regulations and legislation that may affect employee benefits. Working 
with employee assistance plan managers or work-life coordinators, many ben-
efits managers work to integrate the growing number of programs that deal 
with mental and physical health, such as employee assistance, obesity, and 
smoking cessation, into their health benefits programs.

Employee assistance plan managers, also called employee welfare manag-
ers or work-life managers, are responsible for a wide array of programs to 
enhance employee safety and wellness and improve work-life balance. These 
may include occupational safety and health standards and practices, health 
promotion and physical fitness, medical examinations and minor health 
treatment, such as first aid, flexible work schedules, food service and recre-
ation activities, carpooling and transportation programs such as transit subsi-
dies, employee suggestion systems, childcare and elder care, and counseling 
services. Childcare and elder care are increasingly significant because of 
growth in the number of dual-income households and the older population. 
Counseling may help employees deal with emotional disorders, alcoholism, 
or marital, family, consumer, legal, and financial problems. Some employ-
ers offer career counseling and outplacement services. In some companies, 
certain programs, such as those dealing with physical security or information 
technology, may be coordinated in separate departments by other managers. 
(See administrative services managers elsewhere in the Handbook.)

Training and Development
Training and development managers and specialists create, procure, and con-
duct training and development programs for employees. Managers typically 
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 supervise specialists and make budget-impacting decisions in exchange for a 
reduced training portfolio. Increasingly, executives recognize that training 
offers a way of developing skills, enhancing productivity and quality of work, and 
building worker loyalty. Enhancing employee skills can increase individual and 
organizational performance and help to achieve business results. Increasingly, 
executives realize that developing the skills and knowledge of its workforce is 
a business imperative that can give them a competitive edge in recruiting and 
retaining high quality employees and can lead to business growth.

Other factors involved in determining whether training is needed include 
the complexity of the work environment, the rapid pace of organizational 
and technological change, and the growing number of jobs in fields that con-
stantly generate new knowledge and, thus, require new skills. In addition, 
advances in learning theory have provided insights into how people learn and 
how training can be organized most effectively.

Training managers oversee development of training programs, contracts, and 
budgets. They may perform needs assessments of the types of training needed, 
determine the best means of delivering training, and create the content. They 
may provide employee training in a classroom, computer laboratory, or onsite 
production facility, or through a training film, Web video-on-demand, or 
self-paced or self-guided instructional guides. For live or in-person training, 
training managers ensure that teaching materials are prepared and the space 
appropriately set, training and instruction stimulate the class, and comple-
tion certificates are issued at the end of training. For computer-assisted or 
recorded training, trainers ensure that cameras, microphones, and other 
necessary technology platforms are functioning properly and that individual 
computers or other learning devices are configured for training purposes. 
They also have the responsibility for the entire learning process, and its envi-
ronment, to ensure that the course meets its objectives and is measured and 
evaluated to understand how learning impacts performance.

Training specialists plan, organize, and direct a wide range of training activ-
ities. Trainers consult with training managers and employee supervisors to 
develop performance improvement measures, conduct orientation sessions, 
and arrange on-the-job training for new employees. They help employees 
maintain and improve their job skills and prepare for jobs requiring greater 
skill. They work with supervisors to improve their interpersonal skills and to 
deal effectively with employees. They may set up individualized training plans 
to strengthen employees’ existing skills or teach new ones. Training specialists 
also may set up leadership or executive development programs for employ-
ees who aspire to move up in the organization. These programs are designed 
to develop or “groom” leaders to replace those leaving the organization and 
as part of a corporate succession plan. Trainers also lead programs to assist 
employees with job transitions as a result of mergers or consolidation, as well 
as retraining programs to develop new skills that may result from technologi-
cal changes in the work place. In government-supported job-training pro-
grams, training specialists serve as case managers and provide basic job skills 
to prepare participants to function in the labor force. They assess the training 
needs of clients and guide them through the most appropriate training. After 
training, clients may either be referred to employer relations representatives 
or receive job placement assistance.

Planning and program development is an essential part of the training spe-
cialist’s job. In order to identify and assess training needs, trainers may confer 
with managers and supervisors or conduct surveys. They also evaluate  training 
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effectiveness to ensure that employees actually learn and that the training 
they receive helps the organization meet its strategic goals and achieve results.

Depending on the size, goals, and nature of the organization, trainers 
may differ considerably in their responsibilities and in the methods they 
use. Training methods also vary by whether the training predominantly is 
 knowledge-based or skill-based or sometimes a combination of the two. For 
example, much knowledge-based training is conducted in a classroom setting. 
Most skill training provides some combination of hands-on instruction, dem-
onstration, and practice at doing something and usually is conducted on a 
shop floor, studio, or laboratory where trainees gain experience and confi-
dence. Some on-the-job training methods could apply equally to knowledge 
or skill training and formal apprenticeship training programs combine class-
room training and work experience. Increasingly, training programs involve 
interactive Internet-based training modules that can be downloaded for 
either individual or group instruction, for dissemination to a geographically 
dispersed class, or to be coordinated with other multimedia programs. These 
technologies allow participants to take advantage of distance learning alter-
natives and to attend conferences and seminars through satellite or Internet 
communications hookups, or use other computer-aided instructional tech-
nologies, such as those for the hearing-impaired or sight-impaired. 

Employee Relations
An organization’s director of industrial relations forms labor policy, oversees indus-
trial labor relations, negotiates collective bargaining agreements, and coordi-
nates grievance procedures to handle complaints resulting from management 
disputes with employees. The director of industrial relations also advises and 
collaborates with the director of human resources, other managers, and mem-
bers of their staffs, because all aspects of human resources policy—such as 
wages, benefits, pensions, and work practices—may be involved in drawing up 
a new or revised work rules that comply with a union contract.

Labor relations managers and their staffs implement industrial labor rela-
tions programs. Labor relations specialists prepare information for management 
to use during collective bargaining agreement negotiations, a process that 
requires the specialist to be familiar with economic and wage data and to have 
extensive knowledge of labor law and collective bargaining procedures. The 
labor relations staff interprets and administers the contract with respect to 
grievances, wages and salaries, employee welfare, healthcare, pensions, union 
and management practices, and other contractual stipulations. In the absence 
of a union, industrial relations personnel may work with employees individu-
ally or with employee association representatives.

Dispute resolution—attaining tacit or contractual agreements—has become 
increasingly significant as parties to a dispute attempt to avoid costly litigation, 
strikes, or other disruptions. Dispute resolution also has become more com-
plex, involving employees, management, unions, other firms, and government 
agencies. Specialists involved in dispute resolution must be highly knowledge-
able and experienced, and often report to the director of industrial relations. 
Mediators advise and counsel labor and management to prevent and, when nec-
essary, resolve disputes over labor agreements or other labor relations issues. 
Arbitrators, occasionally called umpires or referees, decide disputes that bind 
both labor and management to specific terms and conditions of labor con-
tracts. Labor relations specialists who work for unions perform many of the 
same functions on behalf of the union and its members.
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EEO officers, representatives, or affirmative action coordinators handle equal 
employment opportunity matters. They investigate and resolve EEO griev-
ances, examine corporate practices for possible violations, and compile and 
submit EEO statistical reports.

Other emerging specialties in human resources include international human 
resources managers, who handle human resources issues related to a compa-
ny’s overseas operations and human resources information system specialists, who 
develop and apply computer programs to process human resources informa-
tion, match jobseekers with job openings, and handle other human resources 
matters; and total compensation or total rewards specialists, who determine an 
appropriate mix of compensation, benefits, and incentives.

Working Environment
Human resources personnel usually work in clean, pleasant, and comfortable 
office settings. Arbitrators and mediators, many of whom work independently, 
may work out of home offices. Although most human resources, training, and 
labor relations managers and specialists work in the office, some travel extensively. 
For example, recruiters regularly attend professional meetings, participate in job 
fairs, and visit college campuses to interview prospective employees. Arbitrators 
and mediators often must travel to the site chosen for negotiations. Trainers and 
other specialists may travel to regional, satellite, or international offices of a com-
pany to meet with employees who work outside of the main corporate office. 

Many human resources, training, and labor relations managers and special-
ists work a standard 40-hour week. However, longer hours might be necessary 
for some workers—for example, labor relations managers and specialists, arbi-
trators, and mediators—when contract agreements or dispute resolutions are 
being negotiated.

TRAINING, OTHER QUALIFICATIONS, 
AND ADVANCEMENT
The educational backgrounds of human resources, training, and labor rela-
tions managers and specialists vary considerably, reflecting the diversity of 
duties and levels of responsibility. In filling entry-level jobs, many employ-
ers seek college graduates who have majored in human resources, human 
resources administration, or industrial and labor relations. Other employers 
look for college graduates with a technical or business background or a well-
rounded liberal arts education.

Education and Training
Although a bachelor’s degree is a typical path of entry into these occupa-
tions, many colleges and universities do not offer degree programs in person-
nel administration, human resources, or labor relations until the graduate 
degree level. However, many offer individual courses in these subjects at the 
undergraduate level in addition to concentrations in human resources admin-
istration or human resources management, training and development, orga-
nizational development, and compensation and benefits. 

Because an interdisciplinary background is appropriate in this field, a com-
bination of courses in the social sciences, business administration, and behav-
ioral sciences is useful. Some jobs may require more technical or specialized 
backgrounds in engineering, science, finance, or law. Most prospective human 
resources specialists should take courses in principles of management, organi-
zational structure, and industrial psychology; however, courses in accounting 
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or finance are becoming increasingly important. Courses in labor law, collec-
tive bargaining, labor economics, and labor history also provide a valuable 
background for the prospective labor relations specialist. As in many other 
fields, knowledge of computers and information systems is useful.

An advanced degree is increasingly important for some jobs. Many labor 
relations jobs require graduate study in industrial or labor relations. A strong 
background in industrial relations and law is highly desirable for contract nego-
tiators, mediators, and arbitrators; in fact, many people in these specialties have 
law degrees. A master’s degree in human resources, labor relations, or in busi-
ness administration with a concentration in human resources management is 
highly recommended for those seeking general and top management positions.

The duties given to entry-level workers will vary, depending on whether the 
new workers have a degree in human resource management, have completed 
an internship, or have some other type of human resources-related experi-
ence. Entry-level employees commonly learn by performing administrative 
duties—helping to enter data into computer systems, compiling employee 
handbooks, researching information for a supervisor, or answering phone 
calls and handling routine questions. Entry-level workers often enter on-
the-job training programs in which they learn how to classify jobs, interview 
applicants, or administer employee benefits; they then are assigned to specific 
areas in the human resources department to gain experience. Later, they may 
advance to supervisory positions, overseeing a major element of the human 
resources program—compensation or training, for example.

Other Qualifications
Experience is an asset for many specialties in the human resources area and is 
essential for advancement to senior-level positions, including managers, arbi-
trators, and mediators. Many employers prefer entry-level workers who have 
gained some experience through an internship or work-study program while 
in school. Employees in human resources administration and human resources 
development need the ability to work well with individuals and a commitment 
to organizational goals. This field demands skills that people may have devel-
oped elsewhere—teaching, supervising, and volunteering, among others. 
Human resources work also offers clerical workers opportunities to advance 
to more responsible or professional positions. Some positions occasionally are 
filled by experienced individuals from other backgrounds, including business, 
government, education, social services administration, and the military.

The human resources field demands a range of personal qualities and 
skills. Human resources, training, and labor relations managers and specialists 
must speak and write effectively. Ever-changing technologies and the growing 
complexities inherent to the many services human resources personnel pro-
vide require that they be knowledgeable about computer systems, storage and 
retrieval software, and how to use a wide array of digital communications devices. 

The growing diversity of the workforce requires that human resources 
managers and specialists work with or supervise people of various ages, cul-
tural backgrounds, levels of education, and experience. Ability to speak a 
foreign language is an asset, especially if working in an industry with a large 
immigrant workforce or for a company with many overseas operations. 
Human resources employees must be able to cope with conflicting points 
of view, function under pressure, and demonstrate discretion, integrity, fair- 
mindedness, and a persuasive, genial personality. Because much of the infor-
mation collected by these employees is confidential, they must also show the 
character and responsibility of dealing with sensitive employee information. 
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Certification and Advancement
Most professional associations that specialize in human resources offer classes 
intended to enhance the skills of their members. Some organizations offer 
certification programs, which are signs of competence and credibility and 
can enhance advancement opportunities. For example, the International 
Foundation of Employee Benefit Plans confers a designation in three dis-
tinct areas of specialization—group benefit, retirement, and compensation—
to persons who complete a series of college-level courses and pass exams. 
Candidates can earn a designation in each of the specialty tracks and, simul-
taneously, receive credit toward becoming a Certified Employee Benefits 
Specialist (CEBS). The American Society for Training and Development 
(ASTD) Certification Institute offers professional certification in the learn-
ing and performance field. Addressing nine areas of expertise, certification 
requires passing a knowledge-based exam and successful work experience. 
In addition, ASTD offers 16 short-term certificate and workshop programs cover-
ing a broad range of professional training and development topics. The Society 
for Human Resource Management offers two levels of certification, including 
the Professional in Human Resources (PHR) and the Senior Professional in 
Human Resources (SPHR). Additionally, the organization offers the Global 
Professional in Human Resources certification for those with international 
and cross-border responsibilities and the California Certification in Human 
Resources for those who plan to work in that state and become familiar with 
California’s labor and human resources laws. All designations require experi-
ence and a passing score on a comprehensive exam. The WorldatWork Society 
of Certified Professionals offers four distinct designations in the areas of com-
pensation, benefits, work-life, and global remuneration that comprise the total 
rewards management practice. Candidates obtain the designation of Certified 
Compensation Professional (CCP), Certified Benefits Professional (CBP), 
Global Remuneration Professional (GRP), and Work-Life Certified Professional 
(WLCP). Certification is achieved after passing a series of  knowledge-based 
exams within each designation. Additionally, WorldatWork offers online and 
classroom education covering a broad range of total rewards topics. 

Exceptional human resources workers may be promoted to director of 
human resources or industrial relations, which can eventually lead to a top 
managerial or executive position. Others may join a consulting or outsourc-
ing firm or open their own business. A Ph.D. is an asset for teaching, writing, 
or consulting work.

EMPLOYMENT 
Human resources, training, and labor relations managers and specialists held 
about 904,900 jobs in 2008. The following tabulation shows the distribution of 
jobs by occupational specialty:

 • Training and development specialists: 216,600 
 • Employment, recruitment, and placement specialists: 207,900 
 • Compensation, benefits, and job analysis specialists: 121,900 
 • Compensation and benefits managers: 40,500 
 • Training and development managers: 30,400 
 • Human resources, training, and labor relations specialists, all other: 

224,600 
 • Human resources managers, all other: 63,100 
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Human resources, training, and labor relations managers and special-
ists were employed in virtually every industry. About 13 percent of human 
resources, training, and labor relations managers and specialists were 
employed in administrative and support services; 11 percent in professional, 
scientific, and technical services; 10 percent in healthcare and social assis-
tance; and 9 percent in finance and insurance firms. About 12,900 manag-
ers and specialists were self-employed, working as consultants to public and 
private employers. 

JOB OUTLOOK
Employment is expected to grow much faster than the average for all human 
resources, training, and labor relations managers and specialists occupations. 
College graduates and those who have earned certification should have the 
best job opportunities. 

Employment Change
Overall employment is projected to grow by 22 percent between 2008 and 
2018, much faster than the average for all occupations. Legislation and court 
rulings revising standards in various areas—occupational safety and health, 
equal employment opportunity, wages, healthcare, retirement plans, and fam-
ily leave, among others—will increase demand for human resources, training, 
and labor relations experts. Rising healthcare costs and a growing number of 
healthcare coverage options should continue to spur demand for specialists 
to develop creative compensation and benefits packages that companies can 
offer prospective employees. 

Employment of labor relations staff, including arbitrators and media-
tors, should grow as companies attempt to resolve potentially costly labor- 
management disputes out of court. Additional job growth may stem from 
increasing demand for specialists in international human resources manage-
ment and human resources information systems.

Job growth could be limited by the widespread use of computerized human 
resources information systems that make workers more productive. Like 
other workers, employment of human resources, training, and labor relations 
managers and specialists, particularly in larger companies, may be adversely 
affected by corporate downsizing, restructuring, and mergers; however, as 
companies once again expand operations, additional workers may be needed 
to manage company growth.

Demand may be particularly strong for certain specialists. For example, 
employers are expected to devote greater resources to job-specific training 
programs in response to the increasing complexity of many jobs and techno-
logical advances that can leave employees with obsolete skills. Additionally, 
as highly trained and skilled baby boomers retire, there should be strong 
demand for training and development specialists to impart needed skills to 
their replacements. In addition, increasing efforts throughout industry to 
recruit and retain quality employees should create many jobs for employment, 
recruitment, and placement specialists.

Among industries, firms involved in management, consulting, and employ-
ment services should offer many job opportunities, as businesses increasingly 
contract out human resources functions or hire human resources specialists 
on a temporary basis to deal with increasing costs and complexity of training 
and development programs. Demand for specialists also should increase in 
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outsourcing firms that develop and administer complex employee benefits 
and compensation packages for other organizations.

Job Prospects
College graduates and those who have earned certification should have the 
best job opportunities, particularly graduates with a bachelor’s degree in 
human resources, human resources administration, or industrial and labor 
relations. Those with a technical or business background or a well-rounded 
liberal arts education also should find opportunities. Demand for human 
resources, training, and labor relations managers and specialists depends on 
general economic conditions and the business cycle as well as staffing needs 
of the companies in which they work. A rapidly expanding business is likely 
to hire additional human resources workers—either as permanent employ-
ees or consultants—while businesses that have consolidated operations or 
merged with another company may require fewer of these workers. Also, as 
human resources management becomes increasingly important to the success 
of an organization, some small and medium-size businesses that do not have 
separate human resources departments may assign various human resources 
responsibilities to some employees in addition to their usual responsibilities; 
others may contract with consulting firms to establish formal procedures and 
train current employees to administer programs on a long-term basis. 

In addition to new human resources management and specialist jobs cre-
ated over the 2008–2018 projection period, many job openings will arise from 
the need to replace workers who transfer to other occupations, retire, or leave 
the labor force for other reasons.

PROJECTIONS DATA

Projections data from the National Employment Matrix

Occupational Title SOC Code
Employment, 

2008

Projected 
Employment, 

2018

Change, 
2008–18

 Number Percent

Human resources, training, and labor relations 
managers and specialists

— 904,900 1,102,300 197,400 22

Human resources managers 11-3040 133,900 146,800 12,900 10

Compensation and benefits managers 11-3041 40,500 43,900 3,400 9

Training and development managers 11-3042 30,400 34,000 3,600 12

All other human resources managers 11-3049 63,100 68,900 5,800 9

Human resources, training, and labor relations 
specialists

13-1070 770,900 955,500 184,500 24

Employment, recruitment, and placement 
specialists

13-1071 207,900 265,900 58,000 28

Compensation, benefits, and job analysis 
specialists

13-1072 121,900 150,600 28,700 24

Training and development specialists 13-1073 216,600 267,100 50,500 23

Human resources, training, and labor relations 
specialists, all other

13-1079 224,600 271,900 47,200 21

NOTE: Data in this table are rounded. See the discussion of the employment projections table in the Handbook introductory chapter on Occu-
pational Information Included in the Handbook.
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EARNINGS
Annual salary rates for human resources workers vary according to occupa-
tion, level of experience, training, location, and firm size.

Median annual wages of compensation and benefits managers were 
$86,500 in May 2008. The middle 50 percent earned between $64,930 and 
$113,480. The lowest 10 percent earned less than $49,350, and the highest 
10 percent earned more than $147,050. Median annual wages in the indus-
tries employing the largest numbers of compensation and benefits managers 
were:

Computer systems design and related services $97,630
Insurance carriers 94,340
Management of companies and enterprises 94,230
General medical and surgical hospitals 86,060
Depository credit intermediation 84,980

Median annual wages of training and development managers were $87,700 
in May 2008. The middle 50 percent earned between $64,770 and $115,570. 
The lowest 10 percent earned less than $48,280, and the highest 10 percent 
earned more than $149,050. Median annual wages in the industries employ-
ing the largest numbers of training and development managers were:

Management of companies and enterprises  $93,140 
Insurance carriers  92,210 
General medical and surgical hospitals  86,820 
Local government  70,430 
Employment services  69,170 

Median annual wages of human resources managers, all other were $96,130 
in May 2008. The middle 50 percent earned between $73,480 and $126,050. 
The lowest 10 percent earned less than $56,770, and the highest 10 percent 
earned more than $163,220. Median annual wages in the industries employ-
ing the largest numbers of human resources managers, all other were:

Management of companies and enterprises  $107,280 
General medical and surgical hospitals  91,580 
Local government  89,240 
Colleges, universities, and professional schools  86,920 
State government  76,570 

Median annual wages of employment, recruitment, and placement spe-
cialists were $45,470 in May 2008. The middle 50 percent earned between 
$35,020 and $63,110. The lowest 10 percent earned less than $28,030, and the 
highest 10 percent earned more than $85,760. Median annual wages in the 
industries employing the largest numbers of employment, recruitment, and 
placement specialists were:

Management, scientific, and technical 
consulting services  $56,110 
Computer systems design and related services  55,600 
Management of companies and enterprises  51,320 
Local government  42,950 
Employment services  42,670 
State government  38,970 
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Median annual wages of compensation, benefits, and job analysis specialists 
were $53,860 in May 2008. The middle 50 percent earned between $42,050 
and $67,730. The lowest 10 percent earned less than $34,080, and the highest 
10 percent earned more than $84,310. Median annual wages in the industries 
employing the largest numbers of compensation, benefits, and job analysis 
specialists were:

Management, scientific, and technical 
consulting services  $59,810 
Local government  56,930 
Management of companies and enterprises  54,930 
Agencies, brokerages, and other 
insurance-related activities  53,490 
Insurance carriers  51,890 
State government  43,880 

Median annual wages of training and development specialists were $51,450 
in May 2008. The middle 50 percent earned between $38,550 and $67,450. 
The lowest 10 percent earned less than $29,470, and the highest 10 percent 
earned more than $85,160. Median annual wages in the industries employing 
the largest numbers of training and development specialists were:

Computer systems design and related services  $61,110 
General medical and surgical hospitals  56,540 
Insurance carriers  55,190 
Management of companies and enterprises  54,800 
Local government 52,080 
State government  48,480 

According to a July 2009 salary survey conducted by the National 
Association of Colleges and Employers, bachelor’s degree candidates major-
ing in human resources, including labor and industrial relations, received 
starting offers averaging $45,170 a year.

RELATED OCCUPATIONS
Human resources occupations require strong interpersonal skills. Other 
occupations that demand these skills include counselors, education admin-
istrators, lawyers, psychologists, public relations specialists, social and human 
service assistants, and social workers.

Source: Bureau of Labor Statistics, U.S. Department of Labor, “Human Resources, 
Training, and Labor Relations Managers and Specialists,” Occupational Outlook 
Handbook, 2010–2011 Edition. Available online at http://www.bls.gov/oco/
ocos021.htm (accessed April 28, 2010).
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APPENDIX B

Human Resource Certification Institute Bodies of Knowledge

The Human Resource Certification Institute (HRCI) is an independent, 
internationally recognized certifying body for the HR profession. HRCI cer-
tifications require professionals to demonstrate their expertise in the core 
principles of HR practice by taking examinations. The material in this appen-
dix covers three bodies of knowledge: the Professional in Human Resources 
(PHR), the Senior Professional in Human Resources (SPHR), and the Global 
Professional in Human Resources (GPHR). The PHR and SPHR bodies of 
knowledge overlap substantially and are thus presented together, with annota-
tions indicating when a particular topic is restricted to only one. HRCI also 
offers PHR and SPHR exams for certification in the state of California, and 
the body of knowledge for that exam is available on the HRCI website.

PHR/SPHR BODY OF KNOWLEDGE
Strategic Management
Developing, contributing to, and supporting the organization’s mission, 
vision, values, strategic goals, and objectives; formulating policies; guiding 
and leading the change process; and evaluating HR’s contributions to organi-
zational effectiveness.

Responsibilities

 1. Interpret information related to the organization’s operations from 
internal sources, including financial/accounting, business develop-
ment, marketing, sales, operations, and information technology, in 
order to contribute to the development of the organization’s strate-
gic plan.

 2. Interpret information from external sources related to the general busi-
ness environment, industry practices and developments, technological 
developments, economic environment, labor pool, and legal and regu-
latory environment, in order to contribute to the development of the 
organization’s strategic plan.

 3. Participate as a contributing partner in the organization’s strategic 
planning process.

 4. Establish strategic relationships with key individuals in the organization 
to influence organizational decision making.

 5. Establish relationships/alliances with key individuals and organizations 
in the community to assist in achieving the organization’s strategic goals 
and objectives.

 6. Develop and utilize metrics to evaluate HR’s contributions to the 
achievement of the organization’s strategic goals and objectives.
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 7. Develop and execute strategies for managing organizational change 
that balance the expectations and needs of the organization, its employ-
ees, and all other stakeholders.

 8. Develop and align the organization’s human capital management plan 
with its strategic plan.

 9. Facilitate the development and communication of the organization’s 
core values and ethical behaviors.

 10. Reinforce the organization’s core values and behavioral expectations 
through modeling, communication, and coaching.

 11. Develop and manage the HR budget in a manner consistent with the 
organization’s strategic goals, objectives, and values.

 12. Provide information for the development and monitoring of the orga-
nization’s overall budget.

 13. Monitor the legislative and regulatory environment for proposed 
changes and their potential impact to the organization, taking appro-
priate proactive steps to support, modify, or oppose the proposed 
changes.

 14. Develop policies and procedures to support corporate governance ini-
tiatives (for example, board of directors training, whistleblower protec-
tion, code of conduct).

 15. Participate in enterprise risk management by examining HR policies to 
evaluate their potential risks to the organization.

 16. Identify and evaluate alternatives and recommend strategies for vendor 
selection and/or outsourcing (for example, HRIS, benefits, payroll).

 17. Participate in strategic decision making and due diligence activities 
related to organizational structure and design (for example, corporate 
restructuring, mergers and acquisitions [M&A], off shoring, divesti-
tures). SPHR ONLY 

 18. Determine strategic application of integrated technical tools and sys-
tems (for example, HRIS, performance management tools, applicant 
tracking, compensation tools, employee self-service technologies).

Knowledge of

 1. The organization’s mission, vision, values, business goals, objectives, 
plans, and processes.

 2. Legislative and regulatory processes.
 3. Strategic planning process and implementation.
 4. Management functions, including planning, organizing, directing, and 

controlling.
 5. Techniques to promote creativity and innovation.
 6. Corporate governance procedures and compliance (for example, 

Sarbanes-Oxley Act).
 7. Transition techniques for corporate restructuring, M&A, offshoring, 

and divestitures. SPHR ONLY 

WORKFORCE PLANNING AND EMPLOYMENT
Developing, implementing, and evaluating sourcing, recruitment, hiring, ori-
entation, succession planning, retention, and organizational exit programs 
necessary to ensure the workforce’s ability to achieve the organization’s goals 
and objectives.
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Responsibilities

 1. Ensure that workforce planning and employment activities are compli-
ant with applicable federal, state, and local laws and regulations.

 2. Identify workforce requirements to achieve the organization’s short- 
and long-term goals and objectives (for example, corporate restructur-
ing, M&A activity, workforce expansion or reduction).

 3. Conduct job analyses to create job descriptions and identify job 
competencies.

 4. Identify and document essential job functions for positions.
 5. Establish hiring criteria based on job descriptions and required 

competencies.
 6. Analyze labor market for trends that impact the ability to meet work-

force requirements (for example, SWOT analysis, environmental scan, 
demographic scan). SPHR ONLY 

 7. Assess skill sets of internal workforce and external labor market to 
determine the availability of qualified candidates, utilizing third party 
vendors or agencies as appropriate.

 8. Identify internal and external recruitment sources (for example, 
employee referrals, online job boards, résumé banks) and implement 
selected recruitment methods.

 9. Evaluate recruitment methods and sources for effectiveness (for 
 example, return on investment [ROI], cost per hire, time to fill).

 10. Develop strategies to brand/market the organization to potential quali-
fied applicants.

 11. Develop and implement selection procedures, including applicant 
tracking, interviewing, testing, reference and background checking, 
and drug screening.

 12. Develop and extend employment offers and conduct negotiations as 
necessary.

 13. Administer post-offer employment activities (for example, execute 
employment agreements, complete I-9 verification forms, coordinate 
relocations, schedule physical exams).

 14. Implement and/or administer the process for non-U.S. citizens to 
legally work in the United States.

 15. Develop, implement, and evaluate orientation processes for new hires, 
rehires, and transfers.

 16. Develop, implement, and evaluate retention strategies and practices.
 17. Develop, implement, and evaluate succession planning process.
 18. Develop and implement the organizational exit process for both volun-

tary and involuntary terminations, including planning for reductions in 
force (RIF).

 19. Develop, implement, and evaluate an AAP, as required.

Knowledge of

 8. Federal/state/local employment-related laws and regulations related to 
workforce planning and employment (for example, Title VII, ADA, ADEA, 
USERRA, EEOC Uniform Guidelines on Employee Selection Procedures, 
Immigration Reform and Control Act, Internal Revenue Code). 

 9. Quantitative analyses required to assess past and future staffing effec-
tiveness (for example, cost-benefit analysis, costs per hire, selection 
ratios, adverse impact). 
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 10. Recruitment sources (for example, Internet, agencies, employee refer-
ral) for targeting passive, semi-active and active candidates. 

 11. Recruitment strategies. 
 12. Staffing alternatives (for example, temporary and contract, outsourc-

ing, job sharing, part-time). 
 13. Planning techniques (for example, succession planning, forecasting). 
 14. Reliability and validity of selection tests/tools/methods. 
 15. Use and interpretation of selection tests (for example, psychological/

personality, cognitive, motor/physical assessments, performance, assess-
ment center). 

 16. Interviewing techniques (for example, behavioral, situational, panel). 
 17. Relocation practices. 
 18. Impact of total rewards on recruitment and retention. 
 19. International HR and implications of global workforce for workforce 

planning and employment. SPHR ONLY 
 20. Voluntary and involuntary terminations, downsizing, restructuring, and 

outplacement strategies and practices. 
 21. Internal workforce assessment techniques (for example, skills testing, 

skills inventory, workforce demographic analysis) and employment 
policies, practices, and procedures (for example, orientation and 
retention). 

 22. Employer marketing and branding techniques. 
 23. Negotiation skills and techniques.

HUMAN RESOURCE DEVELOPMENT
Developing, implementing, and evaluating activities and programs that address 
employee training and development, performance appraisal, talent and per-
formance management, and the unique needs of employees, to ensure that 
the knowledge, skills, abilities, and performance of the workforce meet current 
and future organizational and individual needs.

Responsibilities

 1. Ensure that human resource development programs are compliant 
with all applicable federal, state, and local laws and regulations. 

 2. Conduct a needs assessment to identify and establish priorities regard-
ing human resource development activities. SPHR ONLY 

 3. Develop/select and implement employee training programs (for 
example, leadership skills, harassment prevention, computer skills) 
to increase individual and organizational effectiveness. Note that this 
includes training design and methods for obtaining feedback from 
training (e.g., surveys, pre- and post-testing). 

 4. Evaluate effectiveness of employee training programs through the use 
of metrics (for example, participant surveys, pre- and post-testing). 
SPHR ONLY 

 5. Develop, implement, and evaluate talent management programs that 
include assessing talent, developing talent, and placing high-potential 
employees. SPHR ONLY 

 6. Develop/select and evaluate performance appraisal process (for exam-
ple, instruments, ranking and rating scales, relationship to compensa-
tion, frequency). 
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 7. Implement training programs for performance evaluators. PHR ONLY 
 8. Develop, implement, and evaluate performance management programs 

and procedures (for example, goal setting, job rotations, promotions). 
 9. Develop/select, implement, and evaluate programs (for example, flex-

ible work arrangements, diversity initiatives, repatriation) to meet the 
unique needs of employees. SPHR ONLY 

Knowledge of

 24. Applicable federal, state, and local laws and regulations related to 
human resources development activities (for example, Title VII, 
ADA, ADEA, USERRA, EEOC Uniform Guidelines on Employee 
Selection Procedures).

 25. Career development and leadership development theories and 
applications. 

 26. OD theories and applications. 
 27. Training program development techniques to create general and spe-

cialized training programs. 
 28. Training methods, facilitation techniques, instructional methods, and 

program delivery mechanisms. 
 29. Task/process analysis. 
 30. Performance appraisal methods (for example, instruments, ranking 

and rating scales). 
 31. Performance management methods (for example, goal setting, job 

rotations, promotions). 
 32. Applicable global issues (for example, international law, culture, local 

management approaches/practices, societal norms). SPHR ONLY 
 33. Techniques to assess training program effectiveness, including use 

of applicable metrics (for example, participant surveys, pre- and 
post-testing). 

 34. E-learning. 
 35. Mentoring and executive coaching. 

TOTAL REWARDS
Developing/selecting, implementing/administering, and evaluating compen-
sation and benefits programs for all employee groups that support the organi-
zation’s strategic goals, objectives, and values.

Responsibilities

 1. Ensure that compensation and benefits programs are compliant with 
applicable federal, state, and local laws and regulations. 

 2. Develop, implement, and evaluate compensation policies/programs 
and pay structures based upon internal equity and external market con-
ditions that support the organization’s strategic goals, objectives, and 
values. 

 3. Administer payroll functions (for example, new hires, deductions, 
adjustments, terminations). 

 4. Conduct benefits programs needs assessments (for example, bench-
marking, employee survey). 

 5. Develop/select, implement/administer, and evaluate benefit programs 
that support the organization’s strategic goals, objectives, and values 
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(for example, health and welfare, retirement, stock purchase, wellness, 
employee assistance programs [EAP], time off). 

 6. Communicate and train the workforce in the compensation and ben-
efits programs and policies (for example, self-service technologies). 

 7. Develop/select, implement/administer, and evaluate executive com-
pensation programs (for example, stock purchase, stock options, incen-
tive, bonus, supplemental retirement plans). SPHR ONLY 

 8. Develop, implement/administer, and evaluate expatriate and foreign 
national compensation and benefits programs. SPHR ONLY 

Knowledge of

 36. Federal, state, and local compensation, benefits, and tax laws (for 
example, FLSA, ERISA, COBRA, HIPAA, FMLA, FICA). 

 37. Total rewards strategies (for example, compensation, benefits, wellness, 
rewards, recognition, employee assistance). 

 38. Budgeting and accounting practices related to compensation and 
benefits. 

 39. Job evaluation methods. 
 40. Job pricing and pay structures. 
 41. External labor markets and/or economic factors. 
 42. Pay programs (for example, incentive, variable, merit). 
 43. Executive compensation methods. SPHR ONLY 
 44. Noncash compensation methods (for example, stock options, ESOPs). 

SPHR ONLY 
 45. Benefits programs (for example, health and welfare, retirement, well-

ness, EAP, time off). 
 46. International compensation laws and practices (for example, expatriate 

compensation, entitlements, choice of law codes). SPHR ONLY 
 47. Fiduciary responsibility related to total rewards management. SPHR 

ONLY 

EMPLOYEE AND LABOR RELATIONS
Analyzing, developing, implementing/administering, and evaluating the work-
place relationship between employer and employee, in order to maintain rela-
tionships and working conditions that balance employer and employee needs 
and rights in support of the organization’s strategic goals, objectives, and 
values.

Responsibilities

 1. Ensure that employee and labor relations activities are compliant with 
applicable federal, state, and local laws and regulations. 

 2. Assess organizational climate by obtaining employee input (for exam-
ple, focus groups, employee surveys, staff meetings). 

 3. Implement organizational change activities as appropriate in response 
to employee feedback. 

 4. Develop employee relations programs (for example, awards, recogni-
tion, discounts, special events) that promote a positive organizational 
culture. 

 5. Implement employee relations programs that promote a positive orga-
nizational culture. 
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 6. Evaluate effectiveness of employee relations programs through the use 
of metrics (for example, exit interviews, employee surveys). 

 7. Establish workplace policies and procedures (for example, dress code, 
attendance, computer use) and monitor their application and enforce-
ment to ensure consistency. 

 8. Develop, administer, and evaluate grievance/dispute resolution and 
performance improvement policies and procedures. 

 9. Resolve employee complaints filed with federal, state, and local agen-
cies involving employment practices, utilizing professional resources as 
necessary (for example, legal counsel, mediation/arbitration specialists, 
and investigators). 

 10. Develop and direct proactive employee relations strategies for remain-
ing union-free in nonorganized locations. 

 11. Participate in collective bargaining activities, including contract nego-
tiation and administration. SPHR ONLY 

Knowledge of

 48. Applicable federal, state, and local laws affecting employment in union 
and nonunion environments, such as antidiscrimination laws, sexual 
harassment, labor relations, and privacy (for example, WARN Act, 
Title VII, NLRA). 

 49. Techniques for facilitating positive employee relations (for example, 
employee surveys, focus groups, dispute resolution, labor/management 
cooperative strategies and programs). 

 50. Employee involvement strategies (for example, employee management 
committees, self-directed work teams, staff meetings). 

 51. Individual employment rights issues and practices (for example, 
employment at will, negligent hiring, defamation, employees’ rights to 
bargain collectively). 

 52. Workplace behavior issues/practices (for example, absenteeism and 
performance improvement). 

 53. Unfair labor practices (for example, employee communication strate-
gies and management training). 

 54. The collective bargaining process, strategies, and concepts (for exam-
ple, contract negotiation and administration). SPHR ONLY 

 55. Positive employee relations strategies and nonmonetary rewards. 

RISK MANAGEMENT
Developing, implementing/administering, and evaluating programs, plans, 
and policies that provide a safe and secure working environment and that 
protect the organization from liability.

Responsibilities

 1. Ensure that workplace health, safety, security, and privacy activi-
ties are compliant with applicable federal, state, and local laws and 
regulations. 

 2. Identify the organization’s safety program needs. 
 3. Develop/select and implement/administer occupational injury 

and illness prevention, safety incentives, and training programs. 
PHR ONLY
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 4. Develop/select, implement, and evaluate plans and policies to protect 
employees and other individuals, and to minimize the organization’s 
loss and liability (for example, emergency response, evacuation, work-
place violence, substance abuse, return-to-work policies).

 5. Communicate and train the workforce on the plans and policies to 
protect employees and other individuals and to minimize the organiza-
tion’s loss and liability.

 6. Develop and monitor business continuity and disaster recovery plans.
 7. Communicate and train the workforce on the business continuity and 

disaster recovery plans.
 8. Develop internal and external privacy policies (for example, identity 

theft, data protection, HIPAA compliance, workplace monitoring).
 9. Administer internal and external privacy policies.

Knowledge of

 56. Federal, state, and local workplace health, safety, security, and privacy 
laws and regulations (for example, OSHA, Drug-Free Workplace Act, 
ADA, HIPAA, Sarbanes-Oxley). 

 57. Occupational injury and illness compensation and programs. 
 58. Occupational injury and illness prevention programs. 
 59. Investigation procedures of workplace safety, health and security 

enforcement agencies (for example, OSHA, National Institute for 
Occupational Safety and Health [NIOSH]). 

 60. Workplace safety risks. 
 61. Workplace security risks (for example, theft, corporate espionage, asset 

and data protection, sabotage). 
 62. Potential violent behavior and workplace violence conditions. 
 63. General health and safety practices (for example, evacuation, hazard 

communication, ergonomic evaluations). 
 64. Incident and emergency response plans. 
 65. Internal investigation, monitoring, and surveillance techniques. 
 66. Issues related to substance abuse and dependency (for example, identi-

fication of symptoms, substance-abuse testing, discipline). 
 67. Business continuity and disaster recovery plans (for example, data stor-

age and backup, alternative work locations and procedures). 
 68. Data integrity techniques and technology (for example, data sharing, 

firewalls).

CORE KNOWLEDGE REQUIRED BY HR 
PROFESSIONALS
 69. Needs assessment and analysis.
 70. Third-party contract negotiation and management, including develop-

ment of requests for proposals (RFPs).
 71. Communication skills and strategies (for example, presentation, 

 collaboration, influencing, diplomacy, sensitivity).
 72. Organizational documentation requirements to meet federal and state 

requirements.
 73. Adult learning processes.
 74. Motivation concepts and applications. 
 75. Training techniques (for example, computer-based, classroom, on-the-job). 
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 76. Leadership concepts and applications. 
 77. Project management concepts and applications. 
 78. Diversity concepts and applications. 
 79. Human relations concepts and applications (for example, interpersonal 

and organizational behavior). 
 80. HR ethics and professional standards. 
 81. Technology to support HR activities (for example, HRIS, employee self-

service, e-learning, ATS). 
 82. Qualitative and quantitative methods and tools for analysis, interpreta-

tion, and decision-making purposes (for example, metrics and measure-
ments, cost/benefit analysis, financial statement analysis). 

 83. Change management methods. 
 84. Job analysis and job description methods. 
 85. Employee records management (for example, electronic/paper, reten-

tion, disposal). 
 86. The interrelationships among HR activities and programs across func-

tional areas. 
 87. Types of organizational structures (for example, matrix, hierarchy). 
 88. Environmental scanning concepts and applications. 
 89. Methods for assessing employee attitudes, opinions, and satisfaction 

(for example, opinion surveys, attitude surveys, focus groups/panels). 
 90. Basic budgeting and accounting concepts. 
 91. Risk management techniques. 

Source: Human Resource Certification Institute, “Appendix A: PHR/SPHR 
Test Specifications,” PHR/SPHR/GPHR Handbook, 2009 ed. Retrieved online 
at http://www.hrci.org/HRCertification (accessed April 28, 2010). 

GPHR BODY OF KNOWLEDGE
Strategic HR Management
The development of global HR strategies to support the organization’s short- 
and long-term business goals and corporate values. 

Responsibilities

 1. Participate in the development of the organization’s global business 
strategy (including organizational structure). 

 2. Develop HR strategies to support the organization’s global strategic 
plans and the business requirements (for example, outsourcing, off-
shoring, new product development, transfer of technology and human 
capital, talent management, shared services). 

 3. Develop an HR infrastructure that supports global business initiatives 
where HR serves as a subject matter expert and credible business partner. 

 4. Participate in the strategic decision-making processes and due diligence 
for business changes (for example, expansions, mergers and acquisi-
tions, joint ventures, greenfield operations, divestitures). 

 5. Develop measurement systems to evaluate HR’s contribution to the 
achievement of the organization’s strategic goals. 

 6. Participate in the development and integration of the organization’s 
culture, core values, ethical standards, philosophy on corporate social 
responsibility and employer brand. 

bapp02.indd   9bapp02.indd   9 4/7/11   7:44 PM4/7/11   7:44 PM



B-10 Appendix B

 7. Establish internal and external global relationships and alliances with 
stakeholders (for example, diversity councils, joint venture partners, 
employers’ groups, unions, works councils, business leader forums). 

 8. Determine strategies and business needs for outsourcing and vendor 
selection (for example, benefits, payroll, relocation, global assignment 
management). 

 9. Participate in the development of global change management strategies. 
 10. Determine strategy for HRIS to meet organizational goals and objec-

tives in a global environment. 
 11. Develop and implement Corporate Social Responsibility (CSR) pro-

grams consistent with corporate philosophy and goals, legal require-
ments and/or external influences. 

Knowledge of

 1. The organization’s vision, values, mission, business goals, objectives, 
plans and processes. 

 2. Strategic/business planning processes and their implementation, 
including SWOT and balanced scorecard analysis. 

 3. Strategies to align the global HR function as a strategic business partner. 
 4. Financial planning processes and budget development. 
 5. Business models and implications (for example, joint ventures, wholly 

owned subsidiaries, representative offices, outsourcing/offshoring). 
 6. Organizational structures (by geography, business unit, product line 

and functional discipline) and their design and implementation. 
 7. Financial measures/tools for assessing the value of HR programs (for 

example, return on investment [ROI], cost/benefit analysis). 
 8. The organization’s values and their fit with the culture and context of 

other countries. 
 9. Business ethics standards and practices at a global level, while maintain-

ing local relevance. 
 10. Role and expectations of customers, suppliers, employees, communi-

ties, shareholders, boards of directors, owners and other stakeholders. 
 11. HRIS architecture and technology to support global human resource 

activities. 
 12. Cross-border divestitures and mergers and acquisitions integration 

practices and procedures. 
 13. International site start-up practices and procedures. 
 14. The organization’s business philosophies, financial models and finan-

cial statements. 
 15. Due diligence processes appropriate to specific cultures. 
 16. Best practices and application of community relations, environmental 

initiatives and philanthropic activities. 
 17. Corporate social responsibility practices and policies. 

GLOBAL TALENT ACQUISITION AND MOBILITY
The development, implementation, and evaluation of global staffing strate-
gies to support organizational objectives in a culturally and contextually 
appropriate manner. This includes utilization of the employer brand; job and 
cost analysis; and the recruitment, hiring, preparation and global mobility of 
employees to meet business needs. 
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Responsibilities

 1. Ensure that global talent acquisition and mobility policies, practices 
and programs comply with applicable laws and regulations (for exam-
ple, Employment Contract Act [China], Council Regulation 1612/68 
on freedom of movement of workers within the Community [EU], 
Contract Labor Act [India]). 

 2. Develop strategic approach for global talent acquisition and mobility to 
ensure alignment with business need requirements. 

 3. Utilize and promote the employer branding strategy to attract talent 
from global and local markets. 

 4. Identify, utilize, and evaluate sources of global talent (for example, per-
sonal networks, college recruiting, international job boards). 

 5. Develop a global staffing plan that supports business needs in collabora-
tion with leadership and line management. 

 6. Calculate cost estimates for global assignments and advise line manage-
ment on budgetary impact. 

 7. Develop, implement, and evaluate pre- and post-hire policies and pro-
cedures (for example, selection criteria/tools, employment/second-
ment agreements, background checks, medical evaluation) that are 
culturally and contextually appropriate. 

 8. Create position descriptions that define job-specific responsibilities, 
knowledge, skills, and abilities. 

 9. Develop, implement and evaluate orientation/induction processes that 
are culturally relevant and aligned with organizational strategy. 

 10. Provide consultation to potential global assignees and line management 
on terms and conditions of assignment, planning, and expectation-
setting to enable a successful relocation/assignment. 

 11. Monitor staffing metrics (for example, cost-of-hire, quality of hire, 
retention, return on investment) to evaluate results against global staff-
ing plan. 

 12. Comply with required immigration regulations (for example, visas, 
work permits). 

 13. Coordinate relocation and support services for international assign-
ments (for example, shipment, storage, home/host housing, property 
management, destination services, schooling and educational counsel-
ing, spouse/partner career assistance). 

 14. Establish and maintain ongoing communication practices with assign-
ees, local management and home-country management. 

Knowledge of

 18. Applicable laws and regulations related to hiring and employment. 
 19. Strategies to promote employer of choice or employment branding 

initiatives. 
 20. Methods for developing, sourcing, and implementing a global work-

force staffing plan. 
 21. Global and country-specific recruiting and hiring practices, methods, 

and sources. 
 22. Job description development. 
 23. Culturally appropriate interviewing techniques and selection systems. 
 24. Employment contract content requirements by country. 
 25. Deployment activities (for example, relocation, immigration). 
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 26. Corporate induction programs. 
 27. Staffing metrics (for example, headcount, cost-of-hire, days-to-fill, 

return on investment). 
 28. Different types of assignments, policies, and practices (for example, 

short-term, long-term, sequential, commuting, and permanent 
assignees). 

 29. Assessment and selection tools and models for international 
assignments. 

 30. International assignment management, tracking, and reporting. 
 31. Intercultural theory models and their application to the assignment 

process and success. 
 32. Critical success factors for international assignees (for example, family 

adjustment and support, communication). 
 33. Global assignee orientation programs (for example, cross-cultural train-

ing, destination services, language training). 
 34. Assignment assessment measures to evaluate assignee fit and impact on 

the business (for example, return on investment). 
 35. Immigration issues related to global mobility (for example, visas, work 

permits). 
 36. Techniques for fostering effective communications with global assign-

ees, line management, and leadership. 
 37. International assignment costs (cost of living allowances, premiums, 

housing, shipping). 

GLOBAL COMPENSATION AND BENEFITS
The establishment and ongoing assessment of a global compensation strategy, 
including remuneration, benefits and perquisites programs aligned with the 
company’s business objectives. 

Responsibilities

 1. Ensure that global compensation, benefits, and perquisite programs 
are appropriately funded, cost- and tax-effective, and compliant with 
applicable laws and regulations. (for example, Employee Provident 
Fund [India], Fair Labor Standards Act [United States], Employment 
Act [UK]). 

 2. Establish and communicate a global compensation and benefits strategy 
aligned to support the organization’s business requirements while sus-
taining employee engagement. 

 3. Design and/or negotiate compensation and benefits programs for busi-
ness changes (for example, mergers and acquisitions, joint ventures). 

 4. Develop, implement and assess job valuation systems aligned with 
global business strategy. 

 5. Establish and maintain compensation, benefits, and perquisite pro-
grams for key executives in each country of operation, including base 
salary structures, short- and long-term incentive plans, supplemental 
benefits programs, and tax-effective compensation arrangements. 

 6. Develop and implement compensation terms and conditions (for exam-
ple, balance sheet calculations, allowances, end-of-assignment bonuses). 

 7. Develop and implement global assignment benefits and perquisite pro-
grams (for example, healthcare, employee assistance programs, club 
memberships, company car). 
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 8. Develop, implement, and assess programs to address income and social 
insurance tax obligations and their portability for global assignees. 

 9. Develop, implement, and evaluate programs, processes, and policies for 
the transition of global assignees to local employment status. 

 10. Establish and maintain compensation, benefits and perquisite programs 
for locally hired employees in each country of operation. 

 11. Manage and evaluate assignment-related payments, payroll processes 
and activities. 

Knowledge of

 38. Applicable local compensation, benefits, and tax laws. 
 39. Assignment tax planning and tax compliance requirements and 

processes. 
 40. Expenses related to international relocation (for example, house- 

hunting, furniture rental, temporary accommodations, shipment of 
goods, cultural/language training, dependent education). 

 41. Payroll requirements and assignment payment methods (for example, 
split payroll, home and host country payments). 

 42. Localization concepts and processes (for example, tax implications, 
social security issues). 

 43. Global assignee compensation packages. 
 44. Cost-of-living models and their impact for international assignments 

(for example, commodities and services allowances, efficient purchaser 
indices). 

 45. Global and country-specific benefits programs (for example, retire-
ment, social security, healthcare). 

 46. Global and country-specific perquisite programs (for example, com-
pany car, club membership, housing, meal vouchers). 

 47. Equity-based programs (including stock options, phantom stock, restricted 
shares and stock purchase, employee stock) and their global application 
and taxation ramifications for the employee and the company. 

 48. The impact of cross-border moves on long- and short-term incentive 
programs. 

 49. Portability of health and welfare programs (for example, pension, medi-
cal, disability insurance). 

 50. Finance, payroll, and accounting practices related to country-specific 
compensation and benefits. 

 51. Procedures to collect and analyze data from global and country-specific 
compensation and benefits surveys. 

 52. Total remuneration and appropriate mix of types of compensation and 
benefits for different country-specific or sectoral markets. 

 53. Global executive compensation, benefits and perquisites programs 
(such as annual management incentive, deferred compensation, long-
term incentives and tax-effective compensation methods). 

 54. Financing of benefits programs, including insured programs, multina-
tional insurance pooling, and retirement funding vehicles. 

 55. Information sources on global and country-specific compensation, ben-
efits, and tax trends. 

 56. Due diligence procedures on business changes (for example, mergers 
and acquisitions, joint ventures) with respect to compensation and ben-
efits issues. 
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 57. Job valuation tools (for example, point-factor systems, salary surveys, 
benchmarking, global applicability). 

 58. Applicable double-tax treaties and totalization agreements. 
 59. Labor union and works council mandated compensation and benefits. 
 60. Work/life balance programs. 

ORGANIZATIONAL EFFECTIVENESS 
AND TALENT DEVELOPMENT
The design, implementation, and enrichment of organizational structures, 
programs, and processes to effectively develop and engage a global workforce 
aligned with the organization’s business needs, culture and values. 

Responsibilities

 1. Ensure that human resource development programs are compliant 
with applicable laws and regulations. (for example, Title VII of the 
Civil Rights Act [United States], Employment Equity Act [Canada], 
Directive 76/207/EEC on the principle of equal treatment for men 
and women [EU]). 

 2. Promote local and regional alignment of corporate vision, organiza-
tional culture, and core values. 

 3. Create and implement global diversity and inclusion programs that 
are aligned with the organization’s philosophy and meet legal require-
ments, while considering cultural perspectives. 

 4. Develop systems that support the implementation of global change 
management initiatives. 

 5. Develop and deploy communication programs that are effective for a 
global workforce and other stakeholders. 

 6. Ensure that employees have the appropriate knowledge, skills, and 
abilities needed to meet current and future business requirements. 

 7. Implement and evaluate a process to gauge effectiveness of organi-
zational development programs based on global HR metrics/mea-
surements (for example, an “HR management system” composed of 
employee satisfaction surveys, attrition, training results, benchmarking, 
score cards, other indicators). 

 8. Develop and implement processes, programs, and tools to support 
career development, leadership development, succession planning, and 
retention throughout the organization, in an environment where global 
roles are not necessarily location-specific. 

 9. Develop and implement appropriate cultural and language training for 
employees with global responsibilities and their families, when necessary. 

 10. Develop programs and processes to support geographically dispersed 
and/or virtual teams (for example, shared leadership, task completion, 
project management). 

 11. Implement worldwide performance management processes that 
support both global and local business objectives and are culturally 
appropriate. 

 12. Develop and implement programs to support the organization’s 
growth, restructuring, redeployment, and downsizing initiatives glob-
ally, including exit management processes (for example, mergers and 
acquisitions, divestitures, reductions in force, joint ventures).
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 13. Develop repatriation programs for international assignees that support 
company strategy. 

 14. Develop and implement global competency models to support global 
and local business goals in culturally appropriate ways. 

Knowledge of

 61. Applicable laws and regulations related to human resource develop-
ment activities. 

 62. Techniques to promote and align corporate vision, culture, and values 
with local and regional organizations. 

 63. Global organizational development programs and practices (includ-
ing succession planning, career development, and leadership 
development). 

 64. Needs assessment, for both the business and employees, within a global 
environment (involving different cultures and countries). 

 65. Training programs and their application in global environments. 
 66. Global learning models and methodologies. 
 67. Performance appraisal, management, and coaching methods as they 

apply globally and locally (including expatriate global assignments). 
 68. Techniques to measure organizational effectiveness in a global business 

environment (for example, satisfaction surveys, benchmarking, and 
productivity measurement tools such as scorecards or indicators). 

 69. Retention strategies and principles and their application in different 
cultures and countries (including expatriate assignments). 

 70. Redeployment, downsizing, and exit management strategies and prin-
ciples and their application in different cultures and countries. 

 71. Career planning models for global roles. 
 72. Critical success factors for international assignees (for example, family 

adjustment and support, communication, career planning, mentoring). 
 73. Repatriation best practices and processes. 
 74. Competency models and their global applicability. 
 75. Trends and practices for global employee engagement. 
 76. Interpersonal and organizational behavior concepts and applications in 

a global context (including the use of geographically dispersed teams). 

WORKFORCE RELATIONS AND RISK 
MANAGEMENT
The establishment of processes and practices that protect or enhance organi-
zational value by managing risk and addressing employee rights and needs on 
a global basis. 

Responsibilities

 1. Ensure that activities related to employee and labor relations (up to 
and including termination of employment), safety, security, and pri-
vacy are compliant with applicable laws and regulations. (for example, 
TUPE—Transfer of Undertakings [Protection of Employment—UK], 
Directive 2002/14/EC establishing a general framework for informing 
and consulting employees in the EC [EU], Trade Union Law [China]). 

 2. Comply with extraterritorial laws to mitigate risk to the organization 
(for example, U.S. Title VII, U.S. Americans with Disabilities Act, U.S. 
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Foreign Corrupt Practices Act, EU Data Privacy Directive and Safe 
Harbor Privacy Principles). 

 3. Ensure organizational compliance with globally recognized regula-
tions to enable effective workforce relations and meet acceptable 
workplace standards (for example, OECD Guidelines for Multinational 
Enterprises, ILO conventions, Mercosur, NAFTA, WTO). 

 4. Monitor employment-related legal compliance and ethical conduct 
throughout the global supply chain (including third-party vendors) to 
mitigate risk to the organization. 

 5. Develop audit procedures to assess HR internal controls, evaluate 
results and take corrective actions. 

 6. Establish and maintain employee records with appropriate regard for 
privacy regulations where applicable (for example, EU Data Privacy 
Directive, U.S. HIPAA, Australian Federal Privacy Act). 

 7. Establish alternative dispute resolution/grievance processes in compli-
ance with applicable laws and practices, where permitted. 

 8. Develop and implement programs to promote a positive work culture 
(for example, employee recognition, constructive discipline, non- 
monetary rewards, positive reinforcement). 

 9. Coordinate collective bargaining activities and contract administration 
with national and/or local unions as needed. 

 10. Confer with employee representative groups in compliance with statu-
tory requirements (for example, works councils, unions, Joint Action 
committees). 

 11. Develop, implement, and communicate employment-related corporate 
policies (for example, ethics, code of conduct, anti-discrimination, 
harassment).

 12. Coordinate global risk management, emergency response and security 
practices (including intellectual property). 

Knowledge of

 77. Applicable laws affecting employee and labor relations (including termi-
nation of employment), workplace health, safety, security, and privacy. 

 78. Major laws that apply extraterritorially (for example, U.S. Title VII, U.S. 
Americans with Disabilities Act, U.S. Foreign Corrupt Practices Act, EU 
Data Privacy Directive and Safe Harbor Privacy Principles). 

 79. Globally recognized regulations, conventions, and agreements (for 
example, OECD Guidelines for Multinational Enterprises, ILO 
Conventions, Mercosur, NAFTA, WTO). 

 80. Employment-related legal compliance and ethical conduct of vendors, 
suppliers, and contractors. 

 81. Internal controls, compliance, and audit processes. 
 82. Employee rights to privacy and record-keeping requirements (for exam-

ple, EU Data Privacy Directive and Safe Harbor Principles, U.S. HIPAA, 
Australian Federal Privacy Act). 

 83. Individual employment rights (for example, employees’ rights to bar-
gain, grievance procedures, required recognition of unions). 

 84. Appropriate global or local techniques for facilitating favorable 
employee relations (for example, small group facilitation, dispute reso-
lution, grievance handling, employee recognition, constructive disci-
pline, labor/management cooperative strategies and programs). 
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 85. Legal and customary roles of works councils and trade unions. 
 86. Location-specific collective bargaining processes, strategies, and 

concepts.
 87. Global employment litigation. 
 88. Workplace security risks, including physical threats and piracy of intel-

lectual property and other company-proprietary information. 
 89. Local conditions relating to personal security (for example, kidnap-

ping, terrorism, carjacking). 
 90. Emergency response plans (for example, medical emergencies, pan-

demics, disaster recoveries, criminal prosecution, evacuation plans, 
facility safety plans). 

CORE KNOWLEDGE RELATED TO MULTIPLE 
DOMAINS OF GLOBAL HR ACTIVITY
 91. Basic business, global, political, and socioeconomic conditions, demograph-

ics, law, and trade agreements and how they relate to business operations. 
 92. Globalization and its drivers, consequences, and trends.
 93. Global management techniques, including planning, directing, control-

ling, and coordinating resources.
 94. Global project management techniques.
 95. The global application of human resource ethics and professional 

standards.
 96. Change management strategies, processes, and tools.
 97. Global leadership concepts and applications.
 98. Qualitative and quantitative methods and tools for analysis, interpreta-

tion, and decision-making purposes and their use globally.
 99. Intercultural theory and specific cultural behaviors.
 100. Cross-cultural management techniques.
 101. Strategies for managing global vendor/supplier relationships, selection 

processes, and contract negotiations.
 102. Communication processes and techniques and their worldwide 

applicability.
 103. Effective use of interpreters, translators, and translations.
 104. Techniques to promote creativity and innovation.
 105. Principles and practices that foster diversity/inclusion.
 106. The strategies of globalization versus localization of HR policies and 

programs.

Source: Human Resource Certification Institute, “Appendix B: GPHR Test 
Specifications,” PHR/SPHR/GPHR Handbook, 2009 ed. Retrieved online at 
http:// www.hrci.org/HRCertification (accessed April 28, 2010). 
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APPENDIX C

Human Resource Planning Society Knowledge Areas

The Human Resource Planning Society is an organization for senior human 
resource executives and other leaders in the HR field. The organization’s 
mission is to enable its members to enhance individual and organizational 
performance. Its strategy is to bring together diverse thought leaders and 
practitioners to extend leading edge HR knowledge and practice in key stra-
tegic areas. The society has identified five main areas for its strategic focus, as 
outlined below.

HR STRATEGY AND PLANNING
Aligning business and HR planning, linking business strategy and HR strat-
egy, involvement in corporate governance and decision making, contributing 
to corporate social responsibility.

LEADERSHIP DEVELOPMENT
The acquisition, retention, motivation, and development of leaders; succes-
sion planning; providing diverse and inclusive functional and organizational 
leadership.

TALENT MANAGEMENT
The acquisition, retention, motivation, and development of diverse talent to 
meet the current and future needs of the organization at all levels; career 
development.

ORGANIZATIONAL EFFECTIVENESS
Managing culture and organizational change; building a learning culture; 
organizational design; intellectual capital; organizational learning, agility, 
and transformation; knowledge management.

BUILDING A STRATEGIC HR FUNCTION
Enhancing the impact of the HR profession, with the goal to improve our 
functional excellence, impact, effectiveness, perception, and reputation; mea-
surement and reporting.

Source: Human Resource Planning Society, “The Five HRPS Knowledge Areas 
2008.” Retrieved online at http://www.hrps.org (accessed February 20, 2010).
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APPENDIX D

Major Employment Laws in the United States

This appendix summarizes the major employment laws administered by the 
federal government in the United States. Individual states also enact and 
administer employment laws, so this summary is by no means exhaustive. 
Moreover, laws are not static; Congress may alter or amend them at any time. 
For these reasons, it is important to consider this list as merely a starting point 
for understanding employment law. Note also that nothing in this appendix 
should be construed as legal advice for individuals or organizations.

Title of Act
Enforcing 
Agency* Covered Employers Summary

Federal Employees 
Compensation Act of 1916 
(subsequently amended)

DOL Most federal agencies Provides compensation benefits to federal 
employees for work-related injuries or 
illnesses and to their surviving dependents if 
a work-related injury or illness results in the 
employee’s death.

Norris-LaGuardia Act of 1932 n/a Most employers Makes yellow-dog contracts, where worker 
agrees to not join union as condition of 
employment, unenforceable; imposes strict 
limits on federal court injunctions against 
strikes, picketing, and boycotts; secures 
freedom for employees to form unions without 
interference.

National Labor Relations Act 
(Wagner Act of 1935, amended 
in 1947 and 1959)

NLRB Most employers in the 
private sector

Protects the rights of employees to form and 
join (or not join) labor unions, engage in 
collective bargaining, and engage in protected 
concerted activity over wages, hours, and 
conditions of employment; prohibits unfair 
management and labor union practices; 
additional reporting and record-keeping 
requirements added by the Taft Hartley Act of 
1947 and Landrum-Griffin Act of 1959.

Social Security Act of 1935 
(amended numerous times)

Treasury Virtually all employers Provides income and healthcare to retired 
employees and survivors of employees who 
have died.

Fair Labor Standards Act of 
1938 (amended numerous 
times including 2007 raising 
minimum wage to $7.25/hour)

DOL Employers with at least 
$500,000 in annual gross 
sales volume, plus certain 
other organizations

Establishes minimum wage, overtime pay, 
record-keeping, and child labor standards 
affecting full-time and part-time workers in the 
private sector and in federal, state, and local 
governments.
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Title of Act
Enforcing 
Agency* Covered Employers Summary

Equal Pay Act of 1963 (EPA) EEOC Most private-sector 
employers engaged in 
interstate commerce

Protects men and women who perform 
substantially equal work in the same 
establishment from sex-based wage 
discrimination.

Title VII of the Civil Rights Act 
of 1964 (amended in 1972)

EEOC Employers with 15 or more 
employees; amended in 
1972 to include state and 
local governments and 
educational institutions

Prohibits employment discrimination based on 
race, color, religion, sex, or national origin; 
also prohibits harassment and other forms 
of unequal treatment; coverage extended 
by amendments in the Equal Employment 
Opportunity Act of 1972.

Age Discrimination in 
Employment Act of 1967 
(ADEA, amended in 1990)

EEOC Employers with 20 or more 
employees

Prohibits age-based discrimination against 
individuals who are age 40 or older, unless age 
is a bona fide job qualification. Amended by 
Older Workers Benefit Protection Act of 1967, 
which prohibits discrimination with regard to 
benefits on the basis of age.

Consumer Credit Protection Act 
of 1968

FTC Most private-sector and 
government employers

Limits the amount of employee wages that can 
be withheld to satisfy creditors.

Fair Credit Reporting Act of 
1970 (amended in 2003)

FTC Most employers as well 
as all credit bureaus, 
investigative reporting 
companies, detective 
agencies, and lenders’ 
exchanges

Requires employers to notify an individual in 
writing if a credit report may be used; requires 
employers to get permission in writing to 
obtain a credit report; protects privacy of 
credit information; amended so that consent 
and disclosure is not required if investigation 
involves suspected misconduct or violation of 
policies or law.

Occupational Safety and 
Health Act of 1970 (OSH)

OSHA/DOL Most private-sector 
employers

Outlines duty of employers to comply with the 
safety and health standards promulgated by 
OSHA; establishes a general duty for employers 
to provide employees with work and workplace 
free of recognized, serious hazards.

Rehabilitation Act of 1973 
(amended in 1980)

EEOC Most employees in federal 
agencies and recipients of 
federal funding

Prohibits discrimination against qualified 
individuals with disabilities.

Employee Retirement Income 
Security Act of 1974 (ERISA)

DOL Employers in private 
industry offering pension 
and health plans

Sets minimum standards for most voluntarily 
established pension and health plans.

Pregnancy Discrimination Act 
of 1978

EEOC Employers with 15 or more 
employees

Amends Title VII of the Civil Rights Act to 
prohibit discrimination against applicants 
and employees on the basis of pregnancy, 
childbirth, or related conditions.

Civil Service Reform Act of 
1978

EEOC/OPM Federal agencies Extends collective bargaining rights to federal 
employees; created the Office of Personnel 
Management.

Consolidated Omnibus Budget 
Reconciliation Act of 1985 
(COBRA)

DOL Employers with group 
health plans of employers 
covering 20 or more 
employees

Provides separated participants and 
beneficiaries an election to maintain coverage 
under the employer’s health plan at their own 
expense for a limited period of time.
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Title of Act
Enforcing 
Agency* Covered Employers Summary

The Electronic Communications 
Privacy Act of 1986 (ECPA)

DOJ Federal agencies and most 
private employers

Prohibits unauthorized interception and 
disclosure of electronic communications such 
as phone calls and email; prohibits use of an 
unlawfully overheard electronic communication 
if the interceptor knows that the message was 
unlawfully obtained.

Immigration and Reform 
Control Act of 1986 (IRCA)

DOJ Employers of four or more 
employees

Prohibits knowingly hiring aliens who are not 
eligible to work in the United States; prohibits 
employers from discriminating against legal 
aliens on the basis of citizenship or national 
origin.

Drug-Free Workplace Act DOL and 
agency 
monitoring 
the contract

Federal contractors with 
contracts of $100,000 or 
more

Requires certain federal contractors to certify 
they are maintaining a drug-free workplace.

Employee Polygraph Protection 
Act of 1988 (EPPA)

DOL Most private-sector 
employers

Prevents employers from using lie detector 
tests, either for pre-employment screening or 
during the course of employment, with certain 
exemptions.

Worker Adjustment and 
Retraining Notification Act of 
1989 (WARN)

DOL Employers of 100 or more 
employees

Provides that, with certain exceptions, 
employers must give at least 60 days’ advance 
notice of a plant closing or mass layoff to 
affected workers or their representatives, to 
the state dislocated worker unit, and to the 
appropriate local government.

Americans with Disabilities Act 
of 1990 (ADA)

EEOC Employers with 15 or more 
employees

Prohibits employment discrimination against 
qualified individuals with disabilities in 
the private sector and in state and local 
governments.

Civil Rights Act of 1991 EEOC Employers with 15 or more
employees

Amends Title VII of the Civil Rights Act to 
include, among others things, monetary damage 
for intentional discrimination.

Family Medical Leave Act of 
1993 (FMLA amended in 2008 
and 2009)

DOL Employers with 50 or more 
employees

Provides certain employees with up to 12 
weeks of unpaid, job-protected leave per year. 
Amended to provide leave for family members 
caring for military veterans injured while on 
active duty, and for family members of military 
personnel called to active duty.

Uniformed Services 
Employment and 
Reemployment Rights Act of 
1994 (USERRA)

DOJ Most employers Prohibits discrimination against persons 
because of their service in the Armed Forces 
Reserve, the National Guard, or other uniformed 
services.

Health Insurance Portability 
and Accountability Act of 
1996 (HIPAA)

DOL Employers with group health 
plans of employers covering 
20 or more employees

Provides participants and beneficiaries of 
group health plans with improved portability 
and continuity of health insurance coverage; 
improves access to insurance and protects 
against discrimination on the basis of health 
status.
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*Notes: DOJ is the Department of Justice; DOL is the Department of Labor; EEOC is the Equal Employment Opportunity Commission; NLRB 
is the National Labor Review Board; OSHA is the Occupational Safety and Health Administration; FTC is the Federal Trade Commission; OPM 
is the Office of Personnel Management; HHS is the Department of Health and Human Services; SEC is the Securities and Exchange Commis-
sion. Sources: http://www.dol.gov; http://www.eeoc.gov; http://www.nlrb.gov; http://www.osha.gov; http://www.fdic.gov; http://www.hhs.gov.

Title of Act
Enforcing 
Agency* Covered Employers Summary

Mental Health Parity Act of 
1996 (MHPA amended in 2008 
with Mental Health Parity and 
Addiction Equity Act, MHPAEA)

DOL/HHS Employers with 50 or more 
employees who offer mental 
health benefits

Requires large group health plans adopt the 
same lifetime and annual dollar limits on 
mental health benefits as on medical/surgical 
benefits.

Sarbanes-Oxley Act of 2002 
(SOX)

SEC All U.S. public companies Requires executive officers to take personal 
responsibility for the content of SEC reports; 
requires retirement plan administrators to 
notify employees of blackout periods; prevents 
executives from selling stock during blackout 
periods; provides whistleblower protection for 
employees.

Economic Growth and Tax 
Reconciliation Act of 2001 
(EGTRRA amended in 2003 
with the Jobs and Growth 
Tax Relief Reconciliation Act, 
JGTRRA)

Treasury Employers offering 
retirement benefits

Increases retirement plan limits; adjusts 
vesting schedules; provides employees with 
greater flexibility and portability of retirements 
funds; allows employees over the age of 50 to 
make additional contributions to retirement 
plans.
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Organizations of Interest to HR Students and Professionals

PROFESSIONAL ASSOCIATIONS 
(PRIMARILY U.S. IN FOCUS)
Academy of Management, http://www.aomonline.org
American Arbitration Association, http://www.adr.org
American Management Association, http://www.amanet.org
American Society for Public Administration, http://www.aspanet.org
American Society for Training and Development, http://www.astd.org
American Staffing Association, http://www.americanstaffing.net
Employee Assistance Professionals Association, http://www.eapassn.org
Human Resource Planning Society, http://www.hrps.org
International Foundation of Employee Benefit Plans, http://www.ifebp.org
Labor and Employment Relations Association, http://www.lera.uiuc.edu
National Human Resources Association, http://www.humanresources.org
The Organizational Development Network, http://www.odnetwork.org
Society for Human Resource Management, http://www.shrm.org
Society of Industrial and Organizational Psychology, http://www.siop.org
Wellness Councils of America, http://www.welcoa.org
World at Work, http://www.worldatwork.org

PROFESSIONAL ASSOCIATIONS 
(INTERNATIONAL, ENGLISH-SPEAKING)
Australian Human Resources Institute, http://www.ahiri.com/au
Canadian Council of Human Resources Associations, http://www.cchra.ca
Chartered Institute of Personnel and Development, http://www.cipd.co.uk
The Federation of European Employers, http://www.fedee.com
Hong Kong Institute of Human Resource Management, http://www.hkihrm.org
International Coaching Federation, http://www.coachfederation.org
International Federation of Training and Development Organisations, 

http://www.iftdo.net
International Association for Human Resources Information Management, 

http://www.ihrim.org
International Public Management Association for Human Resources, 

http://www.ipma-hr.org
Singapore Human Resource Institute, http://www.shri.org.sg
World Federation of Personnel Management Association, http://www.wfpma.com
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MAJOR U.S. LABOR UNIONS
American Federation of Labor and Congress of Industrial Organizations 

(AFL-CIO), http://www.aflcio.org 
American Federation of State, County and Municipal Employees (AFSCME), 

http://www.afscme.org
American Federation of Teachers (AFT), http://www.aft.org
Communications Workers of America (CWA), http://www.cwa-union.org
International Association of Machinists and Aerospace Workers (IAMAW), 

http://www.goiam.org
International Brotherhood of Electrical Workers (IBEW), http://www.ibew.org
International Brotherhood of Teamsters (IBT), http://www.teamster.org
Laborers’ International Union of North America (LIUNA), http://www.liuna.org
National Education Association (NEA), http://www.nea.org
Service Employees International Union (SEIU), http://www.seiu.org
United Automobile, Aerospace and Agricultural Implement Workers of 

America (UAW), http://www.uaw.org
United Brotherhood of Carpenters (UBC), http://www.carpenters.org
United Food and Commercial Workers International Union (UFCW), 

http://www.ufcw.org
United Steelworkers of America (USWA), http://www.usw.org

U.S. GOVERNMENT
Bureau of Labor Statistics (a division of the Department of Labor), 

http://www.bls.gov
Department of Justice, http://www.justice.gov
Department of Labor, http://www.dol.gov
Equal Employment Opportunity Commission, http://www.eeoc.gov
Occupational Safety and Health Administration, http://www.osha.gov
Office of Personnel Management, http://www.opm.gov
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APPENDIX F

Journals Useful to HR Students and Professionals

HR AND BEHAVIORAL 
SCIENCES
Research-Oriented Journals
Applied Psychology: International Review
Asia-Pacific Journal of Human Resources
Employee Relations Law Journal
Human Performance
Human Resource Development Quarterly
Human Resource Development Review
Human Resource Management
Human Resource Management Journal
Human Resource Management Review
Human Resource Planning
Industrial & Labor Relations Review
Industrial Relations
International Journal of Human Resources
International Journal of Selection 

& Assessment
International Journal of Training 

& Development
Journal of Applied Psychology
Journal of Experimental Psychology—Applied
Journal of Human Resources
Personnel Psychology

Practice-Oriented Periodicals
Arbitration Journal
Benefits and Compensation Solutions
Compensation and Benefits Management
Compensation and Benefits Review
Employee Benefits News
Employment Relations Today
HR Executive
HR Focus
HR Magazine
People Management
SMB Human Resources
T � D
Workforce Management

GENERAL MANAGEMENT
Research-Oriented Journals
Academy of Management Journal
Academy of Management Learning & Education
Academy of Management Perspectives
Academy of Management Review
Administrative Science Quarterly
Decision Sciences
Information Systems Research
Journal of Business Venturing
Journal of International Business Studies
Journal of Management
Journal of Management Studies
Journal of Organizational Behavior
Leadership Quarterly
Management Information Science Quarterly
Management Science
Journal of Occupational and Organizational Psychology
Journal of Vocational Behavior
Organizational Behavior and Human Decision Processes
Organizational Research Methods
Organization Sciences
Organizational Studies
Performance Improvement Quarterly
Strategic Management Journal
Work and Stress

Practice-Oriented Periodicals
BusinessWeek
California Management Review
The Economist
Entrepreneur
Fast Company
Forbes
Fortune
Harvard Business Review
Inc.
MITSloan Management Review
strategy � business 
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A
Absolute measures Perfor-

mance ratings that assess an 
employee’s contribution in 
comparison to a fixed stan-
dard or benchmark.

Acceptability A characteristic 
of selection methods that 
reflects applicants’ beliefs 
about the appropriateness of 
the selection methods.

Achievement A selection 
approach emphasizing 
existing skills and past 
accomplishments.

Action planning A process in 
which employees plan how 
they will achieve their goals.

Adverse impact Discrimination 
that results from employer 
practices that are not dis-
criminatory on their face but 
have a discriminatory effect.

Affinity group A group of 
similar employees that meets 
to support one another.

Affirmative action plan A plan 
aimed at increasing repre-
sentation of employees from 
protected classes who have 
historically been victims of 
discrimination.

Agency shop An organization 
that requires employees to 
pay the equivalent of union 
dues even if they are not 
union members.

Agency theory An economic 
theory that uses differences 
in the interests of  principals 
(owners) and agents 
(employees) to describe 
reactions to compensation.

Alignment The state in which 
organizational practices are 
in their proper place relative 
to other practices.

Alternate-forms method A pro-
cess of estimating reliability 
that compares scores on dif-
ferent versions of a selection 
assessment.

Arbitration A process in which 
a neutral third party resolves 
a dispute by issuing a bind-
ing decision; in the context 
of labor relations, arbitration 

is generally the last step in 
the grievance process.

Assessment center A com-
plex selection method that 
includes multiple measures 
obtained from multiple appli-
cants across multiple days.

At-risk pay Compensation 
where the amount varies 
across pay periods depend-
ing on performance.

Attitudes An evaluative reac-
tion to particular categories 
of people, issues, objects, or 
events.

Authorization card campaign A 
campaign in which employ-
ees or labor union represen-
tatives seek signatures from 
employees requesting a vote 
on union representation.

Autonomy The extent to which 
individual workers have 
freedom to determine how 
to complete work.

B
Banding approach The process 

of treating people as doing 
equally well when they have 
similar scores on a selection 
assessment.

Bargain Laborer HR strategy A 
human resource strategy 
that combines emphasis on 
short-term employees with a 
focus on reducing costs (an 
external/cost approach).

Bargaining unit A group 
of employees within an 
 organization who are 
represented by a particular 
labor union; these employees 
generally work in similar jobs 
and therefore represent a 
community of interest.

Base pay Compensation that is 
consistent across time periods 
and not directly dependent 
on performance level.

Base wage Target compensa-
tion for a job, which is deter-
mined in comparison to the 
wage that similar employees 
are being paid by other 
organizations.

Batch approach Recruiting 
activities that bring new 
employees into the organiza-
tion in groups.

Behavioral contract An 
agreement specifies what 
the trainee and his or her 
manager will do to ensure 
training is effective.

Behavioral interview Type of 
structured interview that uses 
questions concerning behav-
ior in past situations.

Biographical data Assessment 
focusing on previous events 
and experiences in an appli-
cant’s life.

Bona fide occupational qualifi-
cation (BFOQ) Characteris-
tic of members of a specific 
group that is necessary to 
perform a certain job.

Boycott An organized action in 
which consumers refuse to 
purchase goods or services 
from a company; unions 
engaged in labor disputes 
may support boycotts of the 
companies involved in the 
disputes.

Broad skill scope A  recruiting 
strategy that seeks to 
attract a large number of 
applicants.

Broadbanding The practice of 
reducing the number of pay 
categories so that each pay 
grade contains a large set of 
different jobs.

Burnout A psychological 
phenomenon involving emo-
tional exhaustion, cynicism, 
and a decline in feelings of 
competence about work.

Business knowledge competen-
cies Knowledge and skills 
in areas of general business, 
such as finance, accounting, 
marketing, and operations 
planning.

Business-level strategy A 
competitive strategy that 
concerns how an organiza-
tion, or part of an organiza-
tion, will compete with other 
organizations that produce 
similar goods or services.

C
Career The pattern of work 

experiences a person has 
over his or her lifetime.

Career development Activities 
that help people manage the 
progression of their work 
experiences across their 
lives.

Career development process A 
series of steps that people 
can use to identify and pur-
sue their long-term career 
goals.

Career ladder A career charac-
terized by step-by-step, hier-
archical transitions from jobs 
with lower pay and responsi-
bility to jobs with higher pay 
and responsibility.

Career path The series of work 
experiences that prepare an 
employee for higher-level 
jobs.

Causal analysis A process used 
to determine the underly-
ing causes of a performance 
problem.

Central tendency error A rating 
error that occurs when raters 
give almost all employees 
scores in the middle of the 
scale.

Certification A optional desig-
nation of competence within 
a professional field.

Change management competen-
cies Knowledge and skills 
applied to help an organiza-
tion grow and adapt to new 
conditions.

Citizenship performance 
Employee behavior that 
helps others and creates a 
positive work environment.

Closed shop An organization 
that hires only workers who 
belong to a certain union.

Coaching When a person works 
with others to equip them 
with the tools, knowledge, 
and opportunities they need 
to become more effective at 
work.

Cognitive ability testing Assess-
ment of a person’s capability 
to learn and solve problems.

GLOSSARY
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Collective bargaining The 
process in which labor unions 
and employers negotiate 
contracts defining the terms 
and conditions under which 
union members will work.

Commission An individual 
incentive program in which 
each employee is paid a per-
centage of the sales revenue 
that he or she generates.

Commitment strategy A human 
resource bundle that builds 
strong attachment to the 
organization and emphasizes 
worker empowerment.

Committed Expert HR strategy 
A human resource strategy 
that combines emphasis 
on long-term employees 
with a focus on producing 
unique goods and services 
(an internal/differentiation 
approach).

Communal stage Second stage 
in the organizational life 
cycle; focuses on expansion 
and innovation.

Comparable worth A measure 
that assumes that each job 
has an inherent value to the 
organization and that dissimi-
lar jobs can be compared to 
determine whether the pay for 
these jobs reflects this value.

Compensation package The 
mix of salary, benefits, 
and other incentives that 
employees receive from the 
organization.

Competencies Characteristics 
and capabilities that people 
need to succeed in work 
assignments.

Competency Knowledge, 
skill, and ability needed to 
 perform a work behavior.

Competency modeling An alter-
native to traditional job analy-
sis that focuses on a broader 
set of characteristics that 
workers need to effectively 
perform job duties.

Competitive business strategy 
Strategy that focuses on 
different ways to provide 
goods and services that meet 
customer needs.

Compressed workweek  
Working more than eight 
hours in a shift so that 40 
hours of work are completed 
in fewer than five days.

Concurrent validation strategy 
A form of criterion-related 
validity estimation in which 
selection assessments are 

obtained from people who 
are already employees.

Contamination A problem 
with performance appraisal 
that occurs when things that 
should not be included in the 
measurement are included.

Content validation strategy A 
process of estimating validity 
that uses expert raters to 
determine if a test assesses 
skills needed to perform a 
certain job.

Contingency A reinforcement 
principle requiring that desir-
able consequents only be 
given after the occurrence of 
a desirable behavior.

Contingency approach A 
human resource perspective 
that seeks to align different 
ways of managing people 
with different competitive 
strategies for producing 
goods and services.

Contingent workers People 
working without either 
an implicit or an explicit 
contract and who are not 
required to work a minimum 
number of hours.

Contrast error A rating error 
that occurs when raters 
unknowingly allow com-
parisons among employees to 
influence ratings.

Control strategy A human 
resource bundle that empha-
sizes managerial control and 
tries to streamline production 
processes.

Corporate-level strategy A com-
petitive strategy that concerns 
the different businesses and 
diversity of products and 
services that an organization 
produces.

Correlation coefficient A statis-
tical measure that describes 
the strength of the relation-
ship between two measures.

Cost leadership strategy A 
business-level strategy that 
seeks to produce goods and 
services inexpensively.

Cost measures Methods of 
assessing recruiting effective-
ness that focus on expenses 
incurred.

Cost per applicant The mea-
sure of recruiting effective-
ness that assesses how much 
it costs to entice each person 
to submit an application for 
employment.

Cost per hire The measure 
of recruiting effectiveness 

that determines the expense 
incurred to find each person 
who is eventually hired.

Counterproductive performance 
Employee behavior that is 
harmful to the organization.

Criterion-related validation 
strategy A process of 
estimating validity that uses 
a correlation coefficient 
to determine whether 
scores on tests predict job 
performance.

Critical-incidents technique 
A method of job analysis in 
which job agents identify 
instances of effective and 
ineffective behavior exhib-
ited by people in a specific 
position.

Culture shock Stress caused by 
uncertainty and confusion 
that may arise when people 
must deal with an unfamiliar 
culture.

D
Decertification election An 

election to remove a union’s 
authorization to represent 
employees.

Declarative knowledge An 
employee’s understanding 
of the tasks that need to be 
done to perform job duties.

Defamation of character  
Information that causes 
injury to another’s reputation 
or character; can arise as a 
legal issue when an organi-
zation provides negative 
information about a current 
or former employee.

Deficiency A problem with 
performance appraisal 
that occurs when things 
that should be included in 
the measurement are not 
included.

Defined benefit plan A retire-
ment plan under which 
an organization provides 
retired individuals with a 
fixed amount of money each 
month; the amount is usually 
based on number of years 
employed and pay level at 
retirement.

Defined contribution plan A 
retirement plan under which 
the employer and/or the 
employee contribute to a 
fund for which only the con-
tributions are defined and 
benefits vary according to the 
amount accumulated in the 
fund at retirement.

Differentiation The process 
of dividing work tasks so 
that employees perform 
specific pieces of the work 
process, which allows them to 
specialize.

Differentiation strategy 
A business-level strategy that 
seeks to produce goods and 
services that are in some 
manner superior to what is 
produced by competitors.

Disability insurance A form 
of insurance that provides 
benefits to individuals who 
develop mental or physical 
conditions that prevent them 
from working.

Discipline Organizational 
efforts to correct improper 
behavior of employees.

Discretionary team bonus 
A group-level incentive pro-
vided to members of a team 
when a supervisor observes 
high collective performance.

Discrimination In the context 
of employment, unfair treat-
ment that occurs when peo-
ple from particular groups 
are not given the same 
employment opportunities as 
people in other groups.

Disparate treatment The 
practice of treating job 
applicants and employees 
differently based on race, 
gender, or some other group 
characteristic.

Distributive issues Issues, such 
as distribution of rewards and 
benefits, whose resolution 
provides value to one party 
at the expense of the other 
party.

Distributive justice Perceptions 
of fairness based on the out-
comes (such as pay) received 
from an organization.

Downsizing Widespread layoffs 
with the objective of perma-
nently reducing the number 
of employees.

Downward move A career move 
resulting in a decrease in 
responsibility, pay, and status; 
also known as a demotion.

Due process A set of procedures 
carried out in accordance 
with established rules and 
principles and aimed at 
ensuring fairness.

Dysfunctional turnover Undesir-
able employee turnover that 
occurs when good employees 
quit.
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E
Education and training trends 

Trends concerning the 
knowledge and skills workers 
will need in the future.

Elaboration stage Final stage in 
the organizational life cycle; 
focuses on reinvention and 
adaptation to change.

e-learning Training delivered 
through computers and 
network technology.

Electronic advertising Using 
electronic forms of commu-
nication such as the Internet 
and email to recruit new 
employees.

Embeddedness The extent to 
which an employee is tied to 
an organization and to the 
surrounding community.

Emergency action plan standard 
The OSHA requirement that 
organizations develop a plan 
for dealing with emergen-
cies such as fires or natural 
disasters.

Employee advocate role 
A human resource role 
concerned with looking out 
for the interests of employees 
and ensuring that they are 
treated fairly.

Employee and labor relations 
The human resource func-
tion concerned with building 
and maintaining good rela-
tionships with employees and 
labor unions.

Employee benefits Rewards 
other than salary and wages; 
typically include things such 
as retirement savings and 
insurance.

Employee compensation The 
human resource practice 
of rewarding employees for 
their contributions.

Employee development Activi-
ties that influence personal 
and professional growth.

Employee recruiting The 
process of getting people to 
apply for work with a specific 
organization.

Employee retention The act of 
keeping employees; retaining 
good workers is particularly 
important.

Employee selection The pro-
cess of testing and gathering 
information to decide whom 
to hire.

Employee separation The act of 
terminating the employment 
of workers.

Employee stock ownership plan 
(ESOP) A plan under which 
an organization sets up a 
trust fund to hold and man-
age company stock given to 
employees.

Employee turnover The process 
in which employees leave 
the organization and are 
replaced by other employees.

Employment opportunity trends 
Trends concerning the types 
of jobs that will be available 
in the future.

Entrepreneurial stage First 
stage in the organizational 
life cycle; focuses on survival.

Equal employment opportunity 
Absence of discrimination in 
the workplace; the  condition 
in which people have an 
equal chance for desirable 
employment regardless of 
belonging to a certain race, 
gender, or other group.

Equal Employment Opportunity 
Commission (EEOC) A fed-
eral agency with responsibil-
ity to oversee, investigate, and 
litigate claims of employment 
discrimination.

Equity theory A justice perspec-
tive suggesting that people 
determine the fairness of 
their pay by comparing what 
they give to and receive from 
the organization with what 
others give and receive.

Ergonomics An approach to 
designing work tasks that 
focuses on correct posture 
and movement.

Evolutionary strategic approach 
An approach in which an 
organization’s strategy 
unfolds over time in response 
to common issues.

Exempt employees Workers, 
such as executives, admin-
istrators, professionals, and 
sales representatives, who are 
not covered by the FLSA.

Exit interview Face-to-face 
discussion conducted by an 
organization to learn why an 
employee is quitting.

Expatriate An employee who 
goes to another country for a 
time to work.

Expectancy An individual’s 
belief that he or she can do 
what is necessary to achieve 
high performance.

Expectancy theory A psycho-
logical theory suggesting that 
people are motivated by a 
combination of three beliefs: 

valence, instrumentality, and 
expectancy.

Expert power Power that is based 
on one’s knowledge and skills.

External environment Forces 
outside the organization’s 
boundaries that influence 
the organization and its 
outcomes.

External equity Employee 
perceptions of fairness based 
on how much they are paid 
relative to people working in 
other organizations.

External labor orientation 
A human resource perspec-
tive that limits attachment to 
a specific organization and 
emphasizes hiring  workers 
who already possess the 
skills they need to complete 
specific tasks.

External sourcing A recruiting 
strategy that fills job openings 
by hiring people who are 
not already employed by the 
organization.

F
Fair Labor Standards Act (FLSA) 

Federal legislation that gov-
erns compensation practices 
and helps ensure fair treat-
ment of employees.

Fairness A characteristic of 
selection methods that 
reflects individuals’ percep-
tions concerning potential 
bias and discrimination in 
the selection methods.

Family-to-work conflict 
Problems that occur when 
meeting family obligations 
negatively influences work 
behavior and outcomes.

Featherbedding A practice in 
which a union requires a 
company to pay employees 
wages for work that is not per-
formed; defined as an unfair 
labor practice.

Feedback Information given 
to employees to commu-
nicate how well they are 
performing.

Feedback specificity The level 
of detail in communication, 
which can range from broad 
information about overall 
performance to specific infor-
mation about certain actions.

Flexible benefit program, or 
cafeteria benefits A benefit 
program that allows employ-
ees to choose the benefits 
that they want from a list of 
available benefits.

Flextime A scheduling policy 
that allows employees to 
determine the exact hours 
they will work within a spe-
cific band of time.

Flow approach Recruiting 
activities that are ongoing and 
designed to constantly find 
new employees.

Forced distribution Performance 
ratings that spread out rat-
ings by requiring raters to 
place a certain percentage of 
employees in each category.

Forced ranking A rating format 
that asks raters to directly 
compare the contribution of 
an employee with the contri-
bution of other employees.

Formalization stage Third stage 
in the organizational life 
cycle; focuses on establishing 
clear practices and proce-
dures for carrying out work.

Four-fifths rule Evidence of 
adverse impact that occurs 
when the hiring rate of one 
group is less than 80  percent 
of the hiring rate of another 
group.

Frame-of-reference training 
Training that focuses on 
building consistency in the 
way different raters observe 
and evaluate employee 
behaviors and outcomes.

Free Agent HR strategy A 
human resource strategy that 
combines emphasis on short-
term employees with a focus 
on producing unique goods 
and services (an external/
differentiation approach).

Free distribution Performance 
ratings that allow raters to 
place as many employees as 
they wish into each rating 
category.

Functional expert role A human 
resource role concerned with 
providing technical expertise 
related to functions such as 
hiring, training, and compen-
sating employees.

G
Gainsharing A group-level 

incentive program that 
rewards groups of  employees 
for working together to 
reduce costs and improve 
productivity.

General performance factor A 
broad factor of performance 
that represents an employee’s 
overall contribution to the 
organization.
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Global expansion strategy A 
competitive business strategy 
that focuses on increasing an 
organization’s presence in 
foreign countries.

Globalization trends Trends 
concerning the process in 
which companies move from 
doing business within one 
country to doing business in 
many countries.

Goal setting A process in which 
employees set milestones or 
desired achievements for the 
future.

Goal-based team reward 
A group-level incentive 
provided to members of a 
team when the team meets or 
exceeds a specific goal.

Goal-setting theory A psycho-
logical theory suggesting that 
an individual’s conscious 
choices explain motivation.

Graphic ratings A rating format 
that asks raters to provide 
a numerical score for an 
employee on each of several 
dimensions of performance.

Grievance A complaint 
filed by an employee who 
perceives that he or she has 
been unfairly treated by an 
organization.

Group incentive A reward that 
depends on the collective 
performance of a group of 
employees.

Growth strategy A competitive 
business strategy that focuses 
on expanding products and 
services into new markets.

H
Halo error A rating error that 

occurs when raters allow 
a general impression to 
influence ratings on specific 
dimensions of performance.

Harassment In the workplace, 
improper actions or words 
of coworkers that cause an 
employee to feel persistently 
annoyed or alarmed.

Hazard communication standard 
The OSHA requirement that 
organizations identify and 
label chemicals that might 
harm workers.

Healthcare plan An insurance 
plan that provides workers 
with medical services.

Health maintenance organiza-
tion (HMO) A healthcare 
plan under which the pro-
vider receives a fixed amount 
for providing necessary 

services to individuals who 
are enrolled in the plan.

Health savings account (HSA) 
A personal savings account 
that an employee can use to 
pay healthcare costs.

Holland typology A classifica-
tion, developed by Dr. John 
Holland, of people’s inter-
ests, values, and skills and of 
job environments; the typol-
ogy asserts that people will 
be more satisfied and more 
successful in jobs that closely 
matches their characteristics.

Horizontal alignment The state 
in which individual human 
resource practices fit together 
and support each other.

Hostile environment In the 
context of sexual harassment, 
a form of harassment that 
occurs when employees create 
an offensive environment in 
the workplace that interferes 
with an individual’s ability to 
perform work duties.

Human capital developer role 
A human resource role con-
cerned with facilitating learn-
ing and skill development.

Human resource bundles 
Groups of human resource 
practices that work together 
to create a consistent work 
environment.

Human resource development 
The human resource func-
tion concerned with helping 
employees learn knowledge 
and skills.

Human resource management 
The field of study and prac-
tice that focuses on people in 
organizations.

Human resource planning The 
process of forecasting the 
number and type of employ-
ees that will be needed in the 
future.

Human resource practice 
 competencies Knowledge 
and skills applied to carry out 
actions such as  recruiting, 
hiring, training, and 
compensating.

Human resource strategy 
Strategy that focuses on 
different ways of managing 
employees of an organization.

I
Idealistic messaging The 

recruiting practice of com-
municating only positive 
information to potential 
employees.

Illegal bargaining topics Issues, 
such as planning to engage 
in race or gender discrimina-
tion, that are prohibited from 
being discussed as part of 
collective bargaining.

Immutable characteristics 
Personal characteristics 
that cannot reasonably be 
changed, such as race and sex.

Independent contractors 
Individuals who actually work 
for themselves but have an 
ongoing relationship with an 
organization.

Individual incentive A reward 
that depends on the per-
formance of the individual 
employee.

Informal learning methods 
Natural learning that is nei-
ther planned nor organized.

Instrumentality The belief in 
the likelihood that the reward 
will actually be given contin-
gent on high performance.

Intangible assets Nonphysical 
assets that represent value to 
an organization.

Integration The process of 
coordinating efforts so that 
employees work together.

Integrative issues Issues, such 
as safety improvement, whose 
resolution can provide more 
value to both parties.

Integrity testing Assessment of 
the likelihood that an indi-
vidual will be dishonest.

Interdependence The extent 
to which a worker’s actions 
affect and are affected by the 
actions of others.

Internal equity Employee 
perceptions of fairness based 
on how much they are paid 
relative to others working in 
the same organization.

Internal labor orientation A 
human resource perspective 
that emphasizes hiring work-
ers early in their careers and 
retaining those workers for 
long periods of time.

Internal sourcing A recruiting 
strategy that fills job openings 
by transferring people who 
are already working in the 
organization.

Interpersonal citizenship behav-
ior Positive employee actions 
aimed at helping specific 
coworkers succeed.

Inter-rater method A process 
of estimating reliability that 
compares assessment scores 
provided by different raters.

Involuntary turnover Employee 
separation that occurs 
because the employer 
chooses to terminate the 
employment relationship.

J
Job A collection of tasks that 

define the work duties of an 
employee.

Job analysis The process of 
systematically collecting 
information about the tasks 
that workers perform.

Job analysis interview Face-to-
face meeting with the 
purpose of learning about 
a worker’s duties and 
responsibilities.

Job analysis observation 
The process of watching 
workers perform tasks to 
learn about duties and 
responsibilities.

Job analysis questionnaire 
A series of written  questions 
that seek information 
about a worker’s duties and 
responsibilities.

Job-based fit Matching an 
employee’s knowledge and 
skills to the tasks associated 
with a specific job.

Job-based pay A  determination 
of how much to pay an 
employee that is based on 
assessments about the duties 
performed.

Job characteristics model 
A form of motivational 
job design that focuses on 
creating work that employees 
enjoy doing.

Job description Task statements 
that define the work tasks 
to be done by someone in a 
particular position.

Job design The process of 
deciding what tasks will be 
grouped together to define 
the duties of someone in a 
particular work position.

Job enrichment The addition of 
challenges or new responsi-
bilities to jobs.

Job performance The contribu-
tion that individuals make to 
the organization that employs 
them.

Job posting Using company 
communication channels to 
communicate job vacancies.

Job redesign The process of 
reassessing task groupings to 
create new sets of duties that 
workers in particular posi-
tions are required to do.
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Job rotation A time-limited 
 lateral work assignment 
for the purpose of helping 
employees develop new 
knowledge and skill.

Job satisfaction Employees’ 
feelings and beliefs about the 
quality of their jobs.

Job specifications Listing of 
the knowledge, skills, and 
abilities needed to perform 
the tasks described in a job 
description.

Job transfer A permanent 
 lateral work assignment 
for the purpose of helping 
employees develop new 
knowledge and skills.

Justice theory A  psychological 
theory suggesting that 
motivation is driven by beliefs 
about fairness.

K
Knowledge Memory of facts 

and principles.

L
Labor force trends Trends 

concerning the number and 
types of people who are work-
ing or looking for work.

Labor relations The dealings 
that result from interactions 
between a labor union and 
an employer.

Labor union An organization 
representing the collective 
interests of workers.

Lag-the-market strategy A 
compensation decision to pay 
employees an amount below 
what they might earn work-
ing for another organization.

Landrum-Griffin Act A federal 
law passed in 1959 to prevent 
corruption and regulate 
internal union affairs; 
 formally known as the Labor-
Management Reporting and 
Disclosure Act.

Layoff survivors Individuals 
who continue to work for 
an organization when their 
coworkers are laid off.

Layoff victims Individuals 
whose employment is termi-
nated in a layoff.

Layoffs Large-scale termi-
nations of employment 
that are unrelated to job 
performance.

Lead-the-market strategy A 
compensation decision to pay 
employees an amount above 
what they might earn work-
ing for another organization.

Learning A change in knowl-
edge, skill, or attitude that 
results from experience.

Learning objective The indi-
vidual learning outcome 
sought by training.

License A required designa-
tion of competence within a 
professional field.

Life insurance A form of 
insurance that pays benefits 
to family members or other 
 beneficiaries when an 
insured person dies.

Line of sight The extent to 
which employees can see that 
their actions influence the 
outcomes used to  determine 
whether they receive a 
 particular reward.

Lockout An action in which an 
employer closes a workplace 
or otherwise prevents union 
members from working as a 
result of a labor dispute.

Long-term generalists Workers 
hired to perform a variety 
of different jobs over a rela-
tively long period of time.

Long-term specialists  Workers 
hired to develop specific 
expertise and establish a 
lengthy career within an 
organization.

Loyal Solider HR strategy A 
human resource strategy 
that combines emphasis on 
long-term employees with a 
focus on reducing costs (an 
internal/cost approach).

M
Mandatory bargaining topics 

Issues, such as wages, hours, 
and working conditions, that 
must be discussed as part of 
collective bargaining.

Market-based pay A com-
pensation approach that 
determines how much to pay 
employees by assessing how 
much they could make work-
ing for other organizations.

Material safety data sheet (MSDS) 
An OSHA-required 
document that describes the 
nature of a hazardous chemi-
cal and methods of prevent-
ing and treating injuries 
related to the chemical.

Mediation A process in which a 
neutral third party attempts 
to help the parties reach an 
agreement but does not issue 
a binding decision to resolve 
the dispute; in the context of 
labor relations, mediation is 

sometimes available as part 
of the grievance resolution 
process.

Medical and first aid standard 
The OSHA requirement that 
an organization make medi-
cal and first aid resources 
available to workers who may 
become injured.

Meet-the-market strategy A 
compensation decision to pay 
employees an amount similar 
to what they can make work-
ing for other organizations.

Mental disabilities Impairments 
of the mind that substantially 
limit an individual’s ability 
to engage in normal life 
activities.

Mentoring When an experi-
enced person helps a less 
experienced person learn 
and grow.

Merit bonus A one-time pay-
ment made to an individual 
for high performance.

Merit pay increase An indi-
vidual incentive program 
in which an employee’s 
salary increase is based on 
performance.

Merit-based system A per-
formance management 
system that specifically seeks 
to identify and recognize 
the contributions of high 
performers.

Minimum cutoffs 
approach The process of 
eliminating applicants who 
do not achieve an  acceptable 
score on each selection 
assessment.

Minimum wage A compensa-
tion rule requiring organiza-
tions to pay employees at 
least a certain amount for 
each hour they work.

Motivation The sum of forces 
that cause an individual to 
engage in certain behav-
iors rather than alternative 
actions.

Multiple hurdles approach The 
process of obtaining scores 
on a selection method and 
only allowing those who 
achieve a minimum score to 
take the next assessment.

Multisource assessments and 
feedback A process in 
which an employee’s man-
agers, peers, and sometimes 
subordinates and customers 
answer questions about the 
employee. Responses are 
combined and provided as 

developmental feedback to 
the employee.

Multisource performance 
 ratings Performance ratings 
obtained from a variety of rat-
ers such as customers, cowork-
ers, supervisors, and self.

N
Narrative ratings A rating for-

mat that asks raters to provide 
a written description of an 
employee’s performance.

National Labor Relations 
Board (NLRB) A board of 
five members appointed by 
the President of the United 
States to enforce the Wagner 
Act.

Needs assessment A process for 
determining what training 
to offer and who should be 
trained.

Negative feedback Information 
that communicates things an 
employee needs to change in 
order to improve.

Negligent hiring A legal issue 
that can arise when an orga-
nization does not thoroughly 
evaluate the background of 
an applicant who is hired and 
then harms someone.

New employee orientation A 
process in which organiza-
tions help new employees 
adjust so they can perform 
their work effectively.

Nonexempt employees All 
employees who are not 
explicitly exempt from the 
FLSA, sometimes referred to 
as hourly workers.

O
Objective performance 

 measures Performance mea-
sures that are numerical and 
based on counts of behaviors 
or outcomes.

Occupational Information 
Network An online source of 
information about jobs and 
careers.

Open shop An organization that 
does not require employees 
to affiliate with or pay dues to 
the union elected to represent 
the organization’s employees.

Opportunities Positive elements 
of an organization’s external 
environment.

Opportunity to perform Allow-
ing employees a chance to 
use the skills they learned in 
training back on the job.
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Organizational analysis A 
process used to identify char-
acteristics of the organiza-
tional environment that will 
influence the effectiveness of 
training.

Organization-based fit Match-
ing an employee’s character-
istics to the general culture of 
the organization.

Organizational citizenship 
behavior Positive employee 
actions aimed at helping the 
organization as a whole to 
succeed.

Organizational life cycle Stages 
through which an organiza-
tion moves after its founding.

Organizational objective The 
organization result sought by 
training.

Outplacement services Profes-
sional assistance provided by 
an employer to help employ-
ees who have been dismissed 
to cope with job loss and find 
new positions.

Overtime A compensation rule 
requiring organizations to 
pay a higher hourly rate for 
each hour that a nonexempt 
employee works beyond 40 
hours in a one-week period.

P
Parity-based system A perfor-

mance management system 
that seeks to recognize contri-
butions from all employees 
without elevating some above 
others.

Pay-for-performance Com-
pensation practices that use 
differences in employee 
performance to determine 
differences in pay.

Pay level The compensation 
decision concerning how 
much to pay employees 
relative to what they could 
earn doing the same job 
elsewhere.

Pay survey Gathering informa-
tion to learn how much 
employees are being paid by 
other organizations.

Pay without work Compensa-
tion paid for time off, such as 
holidays.

Perceived organizational sup-
port Employees’ beliefs 
about how much their 
employer values their contri-
butions and cares about their 
personal well-being.

Performance appraisal The 
process of measuring what 

employees contribute to the 
organization.

Performance management The 
process of measuring and 
providing feedback about 
employee contributions to 
the organization.

Permissive bargaining topics 
Issues, such as employee 
involvement and strategic 
direction, that are not 
required but are allowed 
to be discussed as part of 
 collective bargaining.

Person analysis A process used 
to identify who needs train-
ing and what characteristics 
of those individuals will 
influence the effectiveness of 
training.

Personal aggression Harmful 
employee actions that seek to 
personally harm coworkers.

Personality testing Assessment 
of traits that show consistency 
in behavior.

Physical disabilities Body 
impairments that substan-
tially limit an individual’s 
ability to engage in normal 
life activities.

Piece-rate incentive An indi-
vidual incentive program in 
which each employee is paid 
a certain amount for each 
piece of output.

Point system A process of 
assigning numerical values 
to each job in order to 
compare the value of con-
tributions within and across 
organizations.

Political deviance Harmful 
employee actions designed 
to harm the performance 
and careers of other 
employees.

Population trends Demo-
graphic trends related to the 
characteristics of people in a 
certain population.

Position Analysis Questionnaire 
(PAQ) A method of job 
analysis that uses a structured 
questionnaire to learn about 
work activities.

Positional power Power that is 
based on one’s formal role 
within the organization.

Positive feedback Information 
that communicates things 
that an employee is doing 
well.

Potential A selection approach 
emphasizing broad char-
acteristics that foreshadow 

capability to develop future 
knowledge and skill.

Predictive validation strategy 
A form of criterion-related 
validity estimation in which 
selection assessments are 
obtained from applicants 
before they are hired.

Predictor weighting Multiplying 
scores on selection assess-
ments by different values to 
give more important means 
greater weight.

Primacy error A rating error 
that occurs when raters 
place too much emphasis on 
performance observed at the 
beginning of the measure-
ment period.

Private employment agency 
A business that exists for the 
purpose of helping organiza-
tions find workers.

Proactive needs assessment 
A systematic process for 
determining and prioritizing 
the training programs to be 
developed and delivered by 
an organization.

Problem definition The gap 
between desired and actual 
performance.

Procedural justice Perceptions 
of fairness based on the 
processes used to allocate 
outcomes such as pay.

Procedural knowledge and 
skill Information and exper-
tise that an employee needs 
to have in order to carry out 
specific actions.

Production deviance Harmful 
employee actions aimed at 
reducing the speed and accu-
racy of production processes.

Profit sharing An organization-
wide incentive program 
under which a portion of 
organizational profits are 
shared with employees.

Progressive discipline Disci-
pline involving successively 
more severe consequences 
for employees who continue 
to engage in undesirable 
behavior.

Property deviance Harmful 
employee actions aimed 
at destroying assets of the 
organization.

Protean career A career charac-
terized by personal respon-
sibility, continuous and 
self-directed  development, 
and an emphasis on psycho-
logical success.

Protected classes Groups of 
people, such as racial minori-
ties and women, who are 
protected against discrimina-
tion by law.

Public employment agency Gov-
ernment-sponsored agency 
that helps people find jobs.

Punitive damages Payments 
ordered by courts that 
exceed actual damages and 
are designed to punish a 
 defendant—for example, 
to punish a company for 
discrimination.

Pygmalion effect A process 
whereby performance 
increases when leaders have 
high expectations about 
the skills and capabilities of 
followers.

Q
Qualified benefit plan A 

benefit plan that meets 
federal guidelines so that 
the organization can provide 
non taxable benefits to 
employees.

Quality measures Methods 
of assessing recruiting 
effectiveness that focus on 
the extent to which sources 
provide applicants who are 
actually qualified for jobs.

Quantity measures Methods of 
assessing recruiting effective-
ness that focus on the num-
ber of applicants and hires 
found by each source.

Quid pro quo In the context 
of sexual harassment, a form 
of harassment that makes 
continued employment and 
advancement contingent 
upon sexual favors.

R
Race-norming The practice 

of evaluating an applicant’s 
score by comparing the score 
only with scores achieved by 
people of the same race.

Railway Labor Act (RLA) 
A federal law passed in 1926 
to regulate relationships 
between railroad companies 
and unions.

Rapid model of instructional 
design A process used to 
create training programs in 
which assessment, design 
and delivery, and evaluation 
overlap in time.

Rater bias Bias that occurs 
when a rater unfairly 
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 provides lower ratings to cer-
tain groups of people, such as 
women and minorities.

Rational strategic approach An 
approach in which organiza-
tional leaders carefully plan 
a strategy before carrying it 
out.

Reactive needs assessment 
A problem-solving process 
used to determine whether 
training is necessary to fix a 
specific performance prob-
lem and, if training is neces-
sary, what training should be 
delivered.

Realistic job previews Infor-
mation given to potential 
employees that provides a 
complete picture of the job 
and organization.

Realistic messaging The recruit-
ing practice of communi-
cating both good and bad 
features of jobs to potential 
employees.

Reality check A process in 
which employees determine 
the accuracy of their self-
assessments and how those 
assessments fit with opportu-
nities in the environment.

Reasonable accommodation 
Under the ADA, an alteration 
of the work environment that 
enables a qualified individual 
with a disability to perform 
essential tasks.

Recency error A rating error 
that occurs when raters 
place too much emphasis on 
performance observed right 
before the measure is taken.

Reciprocal processing Work 
organized around teams such 
that workers constantly adjust 
to the task inputs of others.

Reinforcement theory A psy-
chological theory suggesting 
that people are motivated by 
antecedents ( environmental 
cues) and consequents 
(rewards and punishments).

Relapse prevention training A 
transfer enhancement activity 
that helps prepare trainees to 
overcome obstacles to using 
trained behaviors on the job.

Relational commitment A sense 
of loyalty to an organization 
that is based not only on 
financial incentives but also 
on social ties.

Relative measures  Performance 
ratings that assess an 
employee’s contributions 
through comparison with 

the contributions of other 
employees.

Reliability The degree to which 
a selection method yields 
consistent results.

Repatriation The process of 
adjusting to a home culture 
after returning from living 
and working in another 
culture.

Return on investment (ROI) An 
efficiency measure created by 
dividing the monetary value 
of training benefits by the 
costs of delivering training 
and multiplying the result 
by 100.

Right-to-work laws State laws 
that require open shop labor 
agreements.

Risk management The human 
resource function concerned 
with employees’ physical and 
mental well-being.

Role Behaviors that define how 
a person is expected to act 
in a given setting, such as the 
workplace.

S
Salary compression A situation 

created when new employ-
ees receive higher pay than 
employees who have been 
with the organization for a 
long time even though they 
perform the same job.

Scientific management A set of 
management principles that 
focus on efficiency and stan-
dardization of processes.

Secondary boycott A boycott 
by unionized employees that 
is meant to pressure a com-
pany not to purchase goods 
and services from another 
company that is engaged in 
a labor dispute with a union; 
defined as an unfair labor 
practice.

Self-assessment A process in 
which employees determine 
their interests, values, person-
alities, and skills.

Sequential processing Work 
organized around an assem-
bly line such that the com-
pleted tasks of one employee 
feed directly into the tasks of 
another employee.

Severance compensation 
Money provided to an 
employee as part of a 
 dismissal package.

Sexual harassment In the 
workplace, improper words 
or actions that are sexual in 

nature or that are directed 
toward workers of a specific 
sex or sexual orientation.

Short-term generalists Workers 
hired to produce general 
labor inputs for a relatively 
short period of time.

Short-term specialists  Workers 
hired to provide specific 
labor inputs for a relatively 
short period of time.

Sick leave Compensation paid 
to employees who are unable 
to work because they are ill.

Situational influences Factors 
that affect performance but 
that are outside the control 
of the employee being 
rated.

Situational interview Type of 
structured interview that uses 
questions based on hypotheti-
cal situations.

Situational judgment test 
Assessment that asks job 
applicants what they would 
do, or should do, in a hypo-
thetical situation.

Situational specificity The 
condition in which evidence 
of validity in one setting does 
not support validity in other 
settings.

Skills Proficiency at performing 
a particular act.

Skill-based pay A  determination 
of how much to pay an 
employee that is based on 
skills, even if those skills are 
not currently used to per-
form duties.

Social security system A federal 
program that requires work-
ers to pay into a retirement 
fund, from which they will 
draw when they have reached 
a certain age.

Socialization The process in 
which a new employee learns 
about an organization and 
develops social relationships 
with other organizational 
members.

Split-halves method A process 
of estimating reliability that 
compares scores on two parts 
of a selection assessment.

Stakeholders Individuals or 
groups who are affected by or 
who affect an organization.

Standard rate The rate of pay 
that an employee receives 
for producing an average 
number of output units.

Stock options Rights to 
 purchase stock at a specified 
price in the future.

Stock plan An incentive plan 
that gives employees com-
pany stock, providing the 
employees with an ownership 
interest in the organization.

Strategic management The 
human resource function 
concerned with strategic 
planning for producing 
and marketing goods and 
services.

Strategic partner role A human 
resource role concerned with 
providing inputs that help an 
organization put its competi-
tive strategy into action.

Strategy Coordinated choices 
and actions that provide 
direction for people and 
organizations.

Strengths Positive elements 
that define areas in which 
an organization has high 
internal capability.

Strike An action in which union 
members refuse to perform 
their job duties as a result of 
a labor dispute.

Structured interview Employ-
ment interview that 
incorporates multiple raters, 
common questions, and 
standardized evaluation 
procedures.

Subjective performance measures 
Performance measures that 
represent judgments made 
by raters.

T
Taft-Hartley Act A federal law 

passed in 1947 that regulates 
union activities and requires 
unions to bargain in good 
faith; formally known as the 
Labor-Management Relations 
Act.

Talent wars Negative competi-
tion in which companies 
attempt to hire one another’s 
employees.

Targeted skill scope A recruit-
ing strategy that seeks to 
attract a small number of 
applicants who have specific 
characteristics.

Task analysis A process used to 
describe the work activities 
of employees, including the 
knowledge and skill required 
to complete those activities.

Task analysis inventory A 
method of job analysis in 
which job agents rate the 
frequency and importance 
of tasks associated with a 
specific set of work duties.
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Task performance Employee 
behavior that directly contrib-
utes to producing goods or 
services.

Telework Completion of work 
through voice and data lines 
such as telephone and high-
speed Internet connections.

Temporary workers Individu-
als who are employed by an 
outside staffing agency and 
assigned to work in an orga-
nization for a short period 
of time.

Test-retest method A process 
of estimating reliability that 
compares scores on a single 
selection assessment obtained 
at different times.

Threats Negative elements of 
an organization’s external 
environment.

Time measures Methods of 
assessing recruiting effec-
tiveness that focus on the 
length of time it takes to fill 
positions.

Title VII The portion of the 
Civil Rights Act of 1964 
that focuses specifically on 
employment discrimination.

Total rewards The human 
resource function concerned 
with managing pay and 
benefits.

Traditional model of instruc-
tional design A process used 
to create training programs 
in which needs assessment is 
followed by design and deliv-
ery and then by evaluation.

Training A planned effort to 
help employees learn job-
related knowledge, skills, and 
attitudes.

Training climate  Environmental 
factors that support training, 
including policies, rewards, 
and the attitudes and 
actions of management and 
coworkers.

Training effectiveness The 
extent to which trainees and 
their organizations benefit as 
intended from training.

Training efficiency The extent 
to which the benefits of 
training exceed the costs of 
developing and delivering 
training.

Training media How training 
content and the associated 

methods are delivered to the 
learner.

Training methods How training 
content is organized and 
structured for the learner.

Training vendors Organizations 
that sell existing training 
programs or services to 
develop and deliver training 
programs.

Transactional commitment 
A sense of obligation to an 
organization that is  created 
primarily by financial 
incentives.

Transfer of training Applica-
tion on the job of knowledge, 
skills, or attitudes learned in 
training.

Turnaround strategy A com-
petitive business strategy that 
focuses on radical change 
to return a company to 
profitability.

U
Undue hardship Under the 

ADA, a severe economic or 
other hardship placed on an 
employer by the requirement 
to make accommodations for 
workers with disabilities; an 
employer is not required to 
make accommodations that 
impose undue hardship.

Unemployment insurance A 
network of state-mandated 
insurance plans that provide 
monetary assistance to 
workers who lose their jobs 
through no fault of their own.

Unfair labor practices Labor 
practices on the part of 
employers or unions that are 
prohibited by federal law.

Uniform relational 
 compensation A reward 
package that develops long-
term loyalty and minimizes 
differences in the pay levels 
of employees.

Uniform rewards A reward 
system that minimizes differ-
ences among workers and 
offers similar compensation 
to all employees.

Uniform transactional 
 compensation A reward 
package that uses money 
to build commitment and 
minimizes differences in the 
pay levels of employees.

Union shop An organization 
that requires workers to join 
a union as soon as they are 
hired.

Union steward A representative 
of the union who acts as an 
advocate for employees.

Universalistic approach A 
human resource perspective 
that seeks to identify methods 
of managing people that are 
effective for all organizations.

Upward move A career move 
resulting in an increase in 
responsibility, pay, and status; 
also known as a promotion.

Utility A characteristic of selec-
tion methods that reflects 
their cost effectiveness.

Utilization study An assessment 
to determine how closely 
an organization’s pool of 
employees reflects the racial 
and gender profile of the sur-
rounding community.

V
Valence The value that an 

individual places on a reward 
being offered.

Validity The quality of being 
justifiable. To be valid, a 
method of selecting employ-
ees must accurately predict 
who will perform the job well.

Validity generalization The 
condition in which evidence 
of validity in one setting can 
be seen as evidence of validity 
in other settings.

Variable relational  compensation 
A reward package that 
develops long-term loyalty 
and emphasizes differences 
in the pay of high and low 
performers.

Variable rewards A reward sys-
tem that pays some employ-
ees substantially more than 
others in order to emphasize 
difference between high and 
low performers.

Variable transactional compen-
sation A reward package 
that uses money to build 
commitment and emphasizes 
differences in the pay of high 
and low performers.

Vertical alignment The state 
in which an organization’s 
human resource strategy sup-
ports its competitive business 
strategy.

Vested Eligible to receive the 
benefits of a retirement plan; 
individual employees must 
often work a certain period 
of time before such eligibility 
is granted.

Voluntary turnover Employee 
separation that occurs 
because the employee 
chooses to leave.

W
Wagner Act A federal law 

passed in 1935 that created 
the National Labor Relations 
Board and provided employ-
ees with the express right to 
organize unions; formally 
known as the National Labor 
Relations Act.

Walking/working surfaces 
standard The OSHA require-
ment that an organization 
maintain a clean and orderly 
work environment.

Weaknesses Negative factors 
that define areas in which an 
organization has low internal 
capability.

Withdrawal The process that 
occurs when employees begin 
to distance themselves from 
the organization by working 
less hard and planning to 
quit.

Work design The process of 
assigning and coordinating 
work tasks among employees.

Work sample testing Assess-
ment of performance on 
tasks that represent specific 
job actions.

Workers’ compensation State 
programs that provide work-
ers and families with com-
pensation for work-related 
accidents and injuries.

Workforce planning and 
employment The human 
resource function concerned 
with designing jobs and plac-
ing people in those jobs.

Work-role centrality The 
degree to which a person’s 
life revolves around his or 
her job.

Work-to-family conflict  
Problems that occur when 
meeting work obligations 
negatively influences behav-
ior and outcomes at home.
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aligning compensation with 

HR strategy, 416–418
Bargain Laborer HR strategy 

and, linked with, 433, 
434, 438

Committed Expert HR 
strategy and, linked 
with, 434, 438

defined, 412
differentiation vs. cost 

strategy and, 415–416
external vs. internal labor 

and, 415
Free Agent HR strategy and, 

linked with, 433, 438
government regulations on, 

439–443 (See also Fair 
Labor Standards Act 
(FLSA))

levels of, determining, 
428–434 (See also Pay 
levels; Pay surveys)

Loyal Soldier HR strategy 
and, linked with, 438

organizational effectiveness 
and, 412–414

state and local regulations 
on, 442–443

strategic, 414–418
stress resulting from a 

reduction in, 441
structure of, determining, 

434–438 (See also Pay 
structure)

uniform compensation, 
427–428

uniform transactional 
compensation, 417

variable compensation, 
426–427

variable relational 
compensation, 418

variable transactional 
compensation, 417–418

Employee development, 
376–400. See also Career 
development

competency model used in, 
391–392

defined, 376
differentiation vs. cost 

strategy, 379–380
integration methods used in, 

391–395
programs for, 382–391

assessments and feedback, 
383–386

developmental relationships, 
388–391

formal education, 382–383
work experiences, 386–388

strategic, 377–380
differentiation vs. cost 

strategy, 379–380
external vs. internal labor 

orientation, 378–379
model of, 391
organizational effectiveness 

of, 376–377
technology used in, 393–394

Employee recruiting, 158–199. 
See also Employee 
selection; Job seekers

common measures in, 188–189
defined, 160
effectiveness, determining, 

187–189
human resource planning 

and, 168–173
job seekers and, 173–177
organizational attractiveness 

and, 177–181
compensation and similar 

job features, 178
familiarity and, 178
fit between people and 

organizations, 180
organizational traits, 179
recruiting activities, 

179–180
problems in, 162
profitability in, 160
strategic, 162–168

broad vs. targeted skill 
scope, 163–164

framework for, 162
internal vs. external 

sourcing, 164–166
organizational effectiveness 

of, 160–162
realistic vs. idealistic 

messaging, 166, 
167–168

Employee recruiting sources, 
181–187

campus recruiting, 186–187
differences among, 189
electronic communication, 185
employee referrals, 181–182
employment agencies, 184, 

185–186
job postings, 181
print advertising, 183–184
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Employee retention. See also 
Discipline; Turnover

defined, 250
organizational effectiveness 

and, 250–252
strategic emphasis on, 252–253

Employee selection, 200–247
aligning talent and HR 

strategy in, 204–206
by banding approach, 235
defined, 202
final selection decisions in, 

233–235
by minimum cutoffs 

approach, 234–235
by multiple hurdles 

approach, 235
by predictor weighing, 234
strategic framework for, 

203–206
strategic selection decisions 

made in, 206–209
Employee selection methods

commonly used, 217–233
information gathering, 

227–230
interviewing, 230–233
list of, 221
testing, 217–227

good, determinants of, 209–233
acceptability, 216–217
legality and fairness, 

215–216
reliability, 209–211
utility, 213–215
validity, 211–213

Employee separation. See also 
Layoffs; Turnover

defined, 250
dismissals, 276–277
strategic emphasis on, 253–254

Employee stock ownership plan 
(ESOP), 482

Employee training. See Training
Employee turnover, 10
Employment laws. See 

Discrimination and 
employment laws

Employment opportunity trends, 
26

Entrepreneurial stage, 7
Equal employment opportunity, 80
Equal employment opportunity 

and safety, 74–113
fairness and safety practices, 

compliance to, 106–108
of employee, 106
of leadership, 106–108

issues, 277
law relating to discrimination 

and employment, 78–90
legal and safety issues, 

understanding, 76–78
occupational safety laws, 

101–105
organizational diversity and, 

97–100
other important employment 

laws, 90–96

Equal Employment Opportunity 
Commission (EEOC), 
80

Equal pay, 442
Equal Pay Act, 94–95, 442
Equity theory, 422–423
Ergonomics, 142
Evolutionary strategic approach, 

552
Executive exemption, 439
Executive Order 11246, 98–99
Exempt employees, 439–440
Exit interview, 261
Expatriates. See also International 

assignments, managing
defined, 398
internal sourcing and, 165
spouse and families of, 399

Expectancy, 424
Expectancy theory, 423–424
Expert power, 556
External/cost strategy. See 

Bargain Laborer HR 
strategy

External/differentiation. See 
Free Agent HR strategy

External environment
assessing, 41–42
defined, 41

External equity, 415
External labor orientation, 56
External sourcing, 165

Fair Labor Standards Act 
(FLSA), 439–442

child labor and, 441–442
common exemptions to, 440
defined, 439
equal pay and, 442
exempt and nonexempt 

employees and, 439–440
minimum wage and, 440
overtime and, 440–441

Fairness in employee selection 
methods, 215–216

Family and Medical Leave Act 
(FMLA), 95–96

Family-to-work conflict
alternative work locations 

and, 146–147
defined, 143
flexible scheduling and, 

144–146
in individualistic societies, 

143
problems presented by, 144
reasons for, 144

Featherbedding, 502
Federal Mediation and 

Conciliation Service 
(FMCS), 502

Feedback
defined, 313–314
effective communication, 

316–318
emotional response to, 

318–319
for employee development, 

383–387

multisource, 385–386
negative, 315–316
performance management 

and, 313–319
positive, 315–316
Pygmalion effect and, 319
specificity, 317
upward, 360

Feedback specificity, 317
First aid standard, 105
Flexible benefit programs, 471–472
Flexible work scheduling, 

144–146
compressed workweek, 

145–146
flextime, 144–145

Flextime, 144–145
Flow approach, 171
Forced distributions, 294, 

310–311
Forced ratings, 310
Formalization stage, 9
Four-fifths rule, 82
Frame-of-reference training, 305
Free Agent HR strategy

compensation level linked 
with, 433, 438, 549–550

compensation packages 
linked with, 484

defined, 61
labor relations/unions and, 

497, 498, 499, 550
performance management 

and, 549
recruiting and selection and, 

548–549
retention and, 549
training and development, 549
work design and, 548

Free distribution, 295
Functional expert role, 19
Future of HR management, 

553–556
human resource professionals 

and, 555–556
importance of HR 

management and, 554
measuring value of HR 

management and, 553
strategic issues in HR 

management and, 
554–555

Gainsharing, 478–480
General performance factor, 297
Global expansion strategy, 551
Globalization trends, 27
Global Professional in Human 

Resources (GPHR), 383
Goal-based team reward, 478
Goal setting, 393
Goal-setting theory, 421–422
Government regulations

on compensation, 439–443 
(See also Fair Labor 
Standards Act (FLSA))

of labor unions, 500–503
Graphic ratings, 309–310
Grievance, 520

Grievance process, 520–522
arbitration and, 521
grievance filing, 

determinants of, 521
grievance mediation, 521–522
grievance procedures in, 

520–521
union stewards and, 521

Group incentive, 460
Growth strategy, 551

Halo error, 305
Handshakes in interviews for 

employee selection, 231
Harassment, 84. See also Sexual 

harassment
Hay System, 435–436
Hazard communication 

standard, 102, 103–104
Headhunters, 186
Healthcare plans, 466–468
Health maintenance organization 

(HMO), 467
Health savings account (HSA), 

467
Holland typology, 383
Horizontal alignment, 537–538
Hostile environment, 85
Hourly workers, 439–440
Human capital developer role, 21
Human resource bundles, 

52–53, 54
Human resource competencies, 

22–24
business knowledge 

competencies, 22
change management 

competencies, 23–24
practice competencies, 22, 23

Human resource development, 
14

Human resource functions, core, 
13–18

employee and labor relations, 
15–16

human resource 
development, 14

risk management, 16
spreading knowledge about 

HR practices, 16–17
strategic management, 14
total rewards, 14–15
workforce planning and 

employment, 14
Human resource management. 

See also Future of HR 
management

defined, 4
functions of, 13–18
organizational effectiveness 

and, 4–5
organizational success and, 

6–12
strategic links to, 27–29
trends affecting, 24–27

Human resource planning, 
168–173

assessing current 
employment levels, 169
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batch and flow approaches 
to, 171, 172

centralization of processes, 
172–173

defined, 169
planning external hiring, 

170–171
predicting employee 

movement, 170
predicting future needs, 

169–170
process of, 169–171

Human resource practice 
competencies, 22, 23

Human resource professionals
challenges faced by, 555
expert power and, 556
future of, 555–556
positional power and, 555

Human resource roles, 18–22
employee advocate role, 19–20
functional expert role, 19
human capital developer 

role, 21–22
strategic partner role, 20

Human resource strategies, 
38–65. See also 
Competitive business 
strategies; Contingency 
approach to HR 
strategies; Strategy 
formulation

aligning with competitive 
business strategies, 
62–65

approaches to, basic
contingency approach, 

51–52, 54–58
universalistic approach, 

51, 52–54
commitment strategy, 52–53, 

54
common, 58–62

Bargain Laborer HR 
strategy, 60

Committed Expert HR 
strategy, 60–61

Free Agent HR strategy, 61
Loyal Soldier HR 

strategy, 59–60
control strategy, 52–53, 54
defined, 40
differences in, 55
labor orientations and, 

differences in, 56
organizational effectiveness 

and, 38–40
profitability and, 38–39
universalistic approach to, 

51, 52–54

Idealistic messaging, 166
Illegal bargaining topics, 514
Immutable characteristics, 78
Independent contractors, 165
Individual incentive, 460
Informal learning methods, 333
Information, analyzing, 45–46
Information gathering, 41–45

application forms and 
résumés, 227–228

assessing external 
environment, 41–42

assessing internal 
capabilities, 42, 43–45

biographical data, 228–229
critical-incidents technique, 

132–133
in employee selection, 227–230
for job analysis, methods of 

collecting, 131–134
Position Analysis 

Questionnaire (PAQ), 
133–134

reference checking, 229–230
task analysis inventory, 

131–132
Information interviewing, 393
Instrumentality, 424
Intangible assets, 553
Integration used in work design, 

120–122
Integrative issues in collective 

bargaining, 518
Integrity testing, 224–225
Intelligence and success, 219
Intelligence tests, 217–220
Intensity in motivation, 419
Intentions in job seeking, 174
Interdependence

autonomy linked with, 125–126
defined, 124
in strategic work design, 

124–125
Interest-based negotiation, 

518–520
communicate bargaining 

results, 520
negotiate using interest-

based principles, 520
open negotiations, 519
prepare for negotiations, 519

Internal capabilities, assessing, 
42, 43–45

Internal/cost strategy. See Loyal 
Soldier HR strategy

Internal/differentiation. 
See Committed Expert 
HR strategy

Internal equity, 415
Internal labor orientation, 56
Internal sourcing, 165
International assignments, 

managing, 398–400. 
See also Expatriates

culture shock and, 399
employees from other 

countries who come to 
the U.S. and, 399–400

expatriates and, 398
onsite resources and, 399
pre-departure resources and, 

398–399
repatriation and, 399

International employers, 88–90
International organized labor, 

506–508
affect on U.S., 508

differences among countries, 
507–508

points of emphasis for, 508
union membership around 

the world, 507
Internet

legal issues with, 87
pay survey information 

obtained from, 430
testing, 223

Interpersonal citizenship 
behavior, 299

Inter-rater method, 210
Interviewing in employee 

selection, 230–233
effectiveness of, assessing, 

230, 231
handshakes and, 231
linking interviews to strategy, 

232–233
questions asked during, types 

of, 233
structured interviews, 231–232

Involuntary turnover, 255

Job, 126
Job analysis, 126–137

competency modeling in, 
136–137

defined, 126
information, methods of 

collecting, 131–134
job description and, 134–135
legal issues in, 135–136
tasks associated with each 

job and, determining, 
137–143

Job analysis interview, 129
Job analysis observation, 130
Job analysis process, 126–131

choosing jobs, 128–129
collecting job information, 

129–130
creating job descriptions, 130
creating job specifications, 

131
getting organized, 128
reviewing knowledge, 129
selecting job agents, 129

Job analysis questionnaire, 130
Job-based fit, 206
Job-based pay, 434–437
Job characteristics model, 140
Job descriptions, 130, 134–135
Job design, 138
Job enrichment, 387
Job performance

citizenship performance and, 
298–299

counterproductive 
performance and, 
299–300

defined, 297
elements of, 297–298
task performance and, 298

Job posting, 181
Job redesign, 138
Job rotation, 388
Job satisfaction, 258

Job seekers, 173–177. See also 
Employee recruiting

job search behavior in, 174
new workforce entrants, 

174–175
processes used by, 173–174
unemployed workers, 175–176
workers currently employed, 

176–177
Job specifications, 131, 134–135
Job transfer, 388
Justice theory, 422–423

Know-how, pay structure 
determined by, 435–436

Knowledge, 332

Labor force trends, 25
Labor Management Partnership, 

495
Labor-Management Relations 

Act. See Taft-Hartley Act
Labor-Management Reporting 

and Disclosure Act. See 
Landrum-Griffin Act

Labor negotiations. See 
Collective bargaining

Labor orientations
differences in, 56
external vs. internal, in 

employee development, 
378–379

Labor relations, 494–499. See also 
Labor unions

Bargain Laborer HR strategy 
and, 497, 499, 506, 542

Committed Expert HR 
strategy and, 497, 498, 
506, 547

as core HR function, 15–16
defined, 494
Free Agent HR strategy and, 

497, 498, 499, 550
Loyal Soldier HR strategy 

and, 497, 498, 499, 
505, 545

organizational effectiveness 
and, 494–496

strategic, 496–499
Labor unions, 494–531. See also 

Collective bargaining; 
Grievance process

avoiding, 509
in childcare industry, 506
current trends, union 

responses to, 505–506
decertification campaigns, 512
declining union 

membership, 503–504
defined, 494
evolution of, over time, 499–509
government regulations and, 

500–503
HR strategy and, 496–499
international (See 

International organized 
labor)

joining (See Union 
organizing campaigns)
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Labor unions (continued)
Landrum-Griffin Act, 502–503
National Labor Relations 

Board (NLRB) and, 501
nonunion workers and, 509
organizational success by 

cooperating with, 517
in public sector, 504–505
Railway Labor Act (RLA), 500
Taft-Hartley Act, 501–502
unfair labor practices and, 

500–501
Wagner Act, 500–501

Lag-the-market strategy, 432–433
Landrum-Griffin Act, 502–503
Layoffs, 267–272

alternatives to, 271
defined, 267–268
downsizing, 267–268
individual effects of, 268–272
layoff survivors, 269–270
layoff victims, 268–269
negative effects of, reducing, 

270–272
organizational effects of, 

267–268
organizational productivity 

and, 539
work-role centrality and, 

268–269
Layoff survivors, 269
Layoff victims, 268
Lead-the-market strategy, 432
Learning, 332
Learning objective, 348
Legal issues. See also Equal 

employment 
opportunity and safety; 
Occupational safety laws

in employee selection 
methods, 215–216

with Internet and email use, 87
in job analysis, 135–136
layoffs, 91–92

License, 383
Life-cycle stages. See 

Organizational life cycle
Life insurance, 468
Lifestyle benefits, 471
Line of sight, 457
Lockouts, 514
Long-term generalists, 205
Long-term specialists, 205
Loyal Soldier HR strategy

compensation level linked 
with, 438, 545

compensation packages 
linked with, 484

defined, 59–60
labor relations/unions and, 

497, 498, 499, 505, 545
performance management 

and, 544
recruiting and selection and, 

543–544
retention and, 544
training and development, 

544–545
work design and, 542

ManagerView360, 385
Mandatory bargaining topics, 514
Market-based pay, 413
Material safety data sheet 

(MSDS), 104
Mechanistic approach to work 

design, 139–140
Mediation, 521–522
Medical and first aid standard, 105
Meet-the-market strategy, 432–433
Mental ability tests, 217–220
Mental disabilities, 92
Mentoring, 390
Merit-based systems, 294–296
Merit bonuses, 476–477
Merit pay increases, 475–476
Messaging, realistic vs. idealistic, 

166–168
Minimum cutoffs approach to 

employee selection, 
234–235

Minimum wage, 440, 442
Modeling as training method, 354
Motivation, 418–428

defined, 419
elements of, 419
increased through 

compensation, 
principles for, 426

strategy linked with, 425–428
uniform compensation and, 

427–428
variable compensation and, 

426–427
work design and, 140, 141

Motivation, theories of, 419–425
agency theory, 424–425
expectancy theory, 423–424
goal-setting theory, 421–422
justice theory, 422–423
reinforcement theory, 419–420

Multiple hurdles approach to 
employee selection, 235

Multisource assessments and 
feedback, 385–386

Multisource performance ratings, 
311–312

Narrative ratings, 309
National Labor Relations Act. See 

Wagner Act
National Labor Relations Board 

(NLRB), 501
Needs assessment, 341–349

defined, 341
prioritizing and creating 

objectives, 347–349
proactive needs assessment, 

341–344
reactive needs assessment, 

344–347
Negative feedback, 315
Negligent hiring, 229
New employee orientation, 

395–396
New workforce entrants as job 

seekers, 174–175
Nonexempt employees, 439–440
Nonunion workers, 509

Objective performance 
measures, 303

Occupational information 
network, 129

Occupational Safety and Health 
Act (OSHA), 102–105

emergency action plan 
standard, 102

explained, 102
hazard communication 

standard, 102, 103–104
Materials Safety Data Sheet, 

sample of, 104
medical and first aid 

standard, 105
walking/working surfaces 

standard, 104–105
Occupational safety laws, 101–105. 

See also Occupational 
Safety and Health Act 
(OSHA)

Workers’ compensation and, 
105

Onsite resources for 
international 
assignments, 399

On-the-job methods of employee 
training, 354

Open shop, 502
Opportunities, 41
Opportunity to perform, 360
Organizational citizenship 

behavior, 299
Organizational diversity

affirmative action plans, 
99–100

attitudes about, 98
career-development 

challenges in, 397–398
enhancement, approaches 

to, 98
Executive Order 11246, 98–99

Organizational effectiveness
compensation packages and, 

454–456
employee retention and, 

250–252
HR management and, 4–5
HR strategies and, 38–40
labor relations/unions and, 

494–496
layoffs and, 267–268
performance management 

and, 292–293
strategic alignment of HR 

practices and, 534–537
strategic employee 

development and, 
376–377

strategic recruiting and, 
160–162

Organizational effectiveness
compensation and, 412–414

Organizational life cycle, 6–10
communal stage, 7–8, 9
defined, 6–7
elaboration stage, 9
entrepreneurial stage, 7
formalization stage, 9

Organizational objectives
creating, 348–349
defined, 349
ineffective/effective, 

examples of, 348
priorities, determining, 

347–348
Organizational success, 6–12

chain of, 11–12
determining, 6–12
in life-cycle stages, 6–10
from stakeholder 

perspectives, 10–11
Organization analysis, 341
Organization-based fit, 206
Organized labor. See Labor 

unions
Organizing campaigns. See 

Union organizing 
campaigns

Orientation programs, 
computerized, 263

Outplacement services, 276
Outside sales exemption, 439
Overtime, 440–441

Parity-based systems, 295–296
Pay bands, 436
Pay-for-performance, 420
Pay grade, 436
Pay levels, 428–434

compensation level linked 
with, 433–434

strategies for, 432–433
Pay structure, 434–438

job-based pay and, 434–437
skill-based pay and, 437–438
strategy linked to, 438

Pay surveys, 428–432
BLS, 429–430
comparison data obtained 

for, 431–432
comparison groups used in, 

429–430
defined, 428
Internet and, information 

obtained from, 430
salary information obtained 

for, 430–431
Pay without work, 470
Perceived organizational 

support, 263
Perceptual approach to work 

design, 141–142
Performance appraisal, 301
Performance management, 

292–329
citizenship performance and, 

298–299
counterproductive 

performance and, 
299–300

defined, 292
feedback and, 313–319
job performance and, 

elements of, 297–298
merit-based systems, 294–295

and differentiation 
strategies, 296
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organizational effectiveness 
and, 292–293

parity-based systems, 295
and cost strategies, 296

strategic framework for, 
294–297

task performance and, 298
Performance measurement, 

301–313. See also Rating 
formats

changes over time and, 
307–309

inaccuracy in, sources of, 302
multisource performance 

ratings, 311–312
objective vs. subjective 

performance measures, 
303

outcome vs. behavioral 
measures, 303–304

by performance appraisals, 
301–302, 317

problems with, 304–309
rater bias and, 306
rater errors and, 305–306
situational influences and, 

306–307
sources of, 311–313
360-degree rating approach, 

312
types of, 303–304

Permissive bargaining topics, 514
Persistence in motivation, 419
Personal aggression, 300
Personality testing, 220–222
Person analysis, 343–344
Physical ability testing, 224
Physical attractiveness and 

success, 219
Physical disabilities, 92
Piece-rate incentives, 473–474
Point system, 434
Political deviance, 300
Population trends, 24–25
Positional power, 555
Position Analysis Questionnaire 

(PAQ), 133–134
Positive feedback, 315
Post-test only designs, 365
Potential, 208
Pre-departure resources 

for international 
assignments, 398–399

Predictive validation strategy, 212
Predictor weighting, 234
Presentation as training method, 

351–352
Pre-test and post-test with control 

group, 365
Primacy error, 305
Private employment agency, 185
Proactive needs assessment, 

341–344
defined, 341
organizational analysis and, 

341–342
person analysis and, 343–344
task analysis and, 342–343

Problem definition, 345–346

Problem solving, pay structure 
determined by, 435

Procedural justice, 423
Procedural knowledge and skill, 

298
Production deviance, 300
Productivity

counterproductive 
performance and, 298, 
299–300

in good HR practices, 54
organizational layoffs and, 

539
Professional exemption, 439
Professional in Human 

Resources (PHR), 383
Profitability

chain of success and, 11–12
in employee recruiting, 160
organizational life cycles and, 9
strategic approach to HR 

and, 38–39
Profit sharing, 481
Progressive discipline, 274
Promotion, 388
Property deviance, 300
Protean career, 381–382
Protected classes, 79
Public employment agency, 184
Punitive damages, 88
Pygmalion effect, 319

Qualified benefit plan, 466
Quality measures, 188
Quantity measures, 188
Quid pro quo, 84
Quitting. See also Turnover

calculated decision to leave, 
257

comparison with other 
alternatives, 257–258

exit from the organization, 
260–261

low job satisfaction, 258–260
paths to, 257–258
quick decision to leave, 257
sense of dissatisfaction, 258
understanding reasons for, 

258–261
withdrawal from the 

organization, 260

Race-norming, 88
Railway Labor Act (RLA), 500
Rapid model of instructional 

design, 340
Rater bias, 306
Rater errors, 305–306
Rating formats

forced distributions, 310–311
forced ratings, 310
graphic ratings, 309–310
narrative ratings, 309

Rational strategic approach, 552
Reactive needs assessment, 

344–347
casual analysis in, 346
defined, 344–345
problem definition in, 345–346

solution implementation in, 
346–347

solutions to performance 
problems and, 346

via Training Request Form, 345
Realistic job previews, 166
Realistic messaging, 166
Reality check, 393
Reasonable accommodation, 93
Recency error, 305
Reciprocal processing, 124
Recruiting. See Employee recruiting
Reference checking, 229–230
Reinforcement theory, 419–420
Relapse prevention training, 359
Relational commitment, 416
Relative measures, 294
Reliability in employee selection 

methods, 209–211
Repatriation, 399
Résumés, 227–228
Retirement savings, 468–470
Return on investment (ROI), 364
Right-to-work laws, 502, 503
Risk management, 16
Role, 51
Role play as training method, 353

Safety. See Equal employment 
opportunity and safety; 
Occupational safety laws

Salary compression, 418
SAT test, 217
Scientific management, 139
Secondary boycott, 502
Security issues, 277
Self-assessment, 393
Self-coaching, 360
Self-Directed Search (SDS), 383, 

393
Senior Professional in Human 

Resources (SPHR), 383
Sequential processing, 124
Severance compensation, 277
Sexual harassment, 84–86

defined, 84
guidelines, 85
hostile environment, 85
quid pro quo, 84–85
undesirable outcomes linked 

to, 85, 86
Short-term generalists, 204
Short-term specialists, 205
Sick leave, 470
Simulation as training method, 

353–354
Situational influences on 

performance 
measurement, 306–307

Situational interviews, 232
Situational judgment tests, 222, 

223–224
Situational specificity, 213
Skill-based pay, 434, 437–438
Skills, 332
Skill scope, 163–164

broad skill scope, 163
geography and, 164
targeted skill scope, 163–164

Small business HR practices, 
strategic, 552–553

Socialization, 262
Social security system, 464
Sourcing, internal vs. external, 

164–166
Split-halves method, 210
Spreading knowledge about HR 

practices, 16–17
Stakeholders

customers as, 11
defined, 9–10
employees as, 11
owners as, 12
society as, 12

Standard rate, 473
Standards of leadership (SOL), 

392
Stockholders, 11, 424–425
Stock options, 425, 481
Stock plans, 481–482
Strategic alignment of HR 

practices. See Alignment
Strategic links to HR management 

practice, 27–29
Strategic management, 14
Strategic partner role, 20
Strategy, 40. See also Human 

resource strategies
Strategy formulation, 40–46

analyzing information and 
making decisions, 
45–46

gathering information, 41–45
process, 41

Strengths, 42
Stretch goal, 421
Strikes, 514, 515–516
Structured interview, 232
Subjective performance 

measures, 303
Supplemental insurance, 468

Taft-Hartley Act, 501–502
Talent wars, 177
Targeted skill scope, 163–164
Task analysis, 342–343
Task analysis inventory, 131–132
Task performance, 297–298
Team bonuses and incentives, 

477–478
Technology. See also Internet

computer-based orientation 
and training, 263

computerized orientation 
programs, 263

computers replacing 
laborers, 515

computer usage, monitoring, 
301

in employee development, 
393–394

Telework, 146–147
Temporary workers, 165
Testing in employee selection, 

217–227
cognitive ability testing, 

217–220
drug testing, 225
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Testing in employee selection
(continued)

integrity testing, 224–225
Internet testing, 223
personality testing, 220–222
physical ability testing, 224
situational judgment tests, 

222, 223–224
work sample testing, 

225–226, 227
Test-retest method, 210
Threats, 41
360-degree rating approach, 312
Time measures, 188
Title VII of the Civil Rights Act 

of 1964, 79–86
adverse impact and, 81–83, 84
bona fide occupational 

qualification (BFOQ) 
and, 81

Civil Rights Act of 1991 and, 
86, 88

defined, 79
discrimination and, 80
disparate treatment and, 80–81
equal employment 

opportunity and, 80
Equal Employment 

Opportunity Commission 
(EEOC) as part of, 80

four-fifths rule and, 82
harassment and, 84–85, 86
international employers and, 

88–90
protected classes, 79
validity and, 82

Total rewards, 14–15
Traditional model of 

instructional design, 340
Training, 330–373. See also 

Education for 
employee development; 
Needs assessment

approaches to, 340
certifications and, 383
courses designed for, 

382–383
defined, 332
design and delivery of, 349–361
differentiation vs. cost 

leadership strategy and, 
335–336

internal vs. external labor 
orientation and, 337–338

licenses and, 383
strategic, benefits of, 332–334
strategic, framework for, 

335–338
training materials, content 

of, 349–351

training media, 354–358
training methods, 351–354
transfer-enhancement 

techniques, 358–360
trends in, 26–27
vendors of, 350–351

Training benefits, 338–341
partnership, 339–340
systematic process, 340–341
transfer of training, 338–339, 

360
Training climate, 342
Training effectiveness, 361–366

defined, 361
design, 365
outcomes, 363–364
purpose, 361–363
results, 365–366

Training efficiency, 364
Training media, 354–358

cost and accessibility, 357–358
defined, 354–355
e-learning, 355
media requirements, 355, 

357
Training methods, 351–354

case study, 352–353
characteristics of, 351
defined, 351
discovery, 353
discussions, 352
modeling, 354
on-the-job methods, 354
presentation, 351–352
role play, 353
simulation, 353–354

Training vendors, 350
Transactional commitment, 416
Transfer-enhancement 

techniques, 358–360
after training, 359–360
self-coaching, 360
before training, 358
during training, 358–359
upward feedback, 360

Transfer of training, 338
Trends affecting human resource 

management, 24–27
education and training 

trends, 26–27
employment trends, 26
globalization trends, 27
labor force trends, 25
population trends, 24–25

Turnaround strategy, 550
Turnover, 254–267. See also 

Quitting
dysfunctional, 255
involuntary, 255
reducing, 261–266

by assessing employee 
satisfaction, 261–262

by perceived organizational 
support, 263–264

by promoting embed-
dedness, 264–266

by socializing new 
employees, 262–263

voluntary, 255, 256–258

Undue hardship, 93
Unemployed workers as job 

seekers, 175–176
Unemployment insurance, 464–465
Unfair labor practices, 500–501
Uniform relational 

compensation, 417
Uniform rewards, 416
Uniform transactional 

compensation, 417
Union organizing campaigns, 

510–513
authorization card 

campaigns, 510
bargaining units and, 511
certification elections, 511
decertification campaigns, 512
factors influencing, 512–513
representation petitions, 

510–511
steps in, 510
union certification and, 511

Union shop, 502
Union steward, 521
U.S. employment laws. See also 

Discrimination and 
employment laws

applied to international 
employers, 88–90

major, list of, 79
Universalistic approach to HR 

strategy, 51, 52–54
Upward feedback, 360
Upward move, 388
Utility in employee selection 

methods, 213–215
Utilization study, 99

Valence, 424
Validity

defined, 82, 211
in employee selection 

methods, 211–213
Validity generalization, 213
Variable relational 

compensation, 418
Variable rewards, 416
Variable transactional 

compensation, 417–418
Vertical alignment, 537–538

Vested, 469
Voluntary turnover, 255

Wagner Act, 500–501
Walking/working surfaces 

standard, 104–105
Weaknesses, 42
Withdrawal, 260
Wonderlic Personnel Test, 218
Work design, 118–157. See also 

Job analysis
autonomy and 

interdependence in, 
linking, 125–126

autonomy in, developing, 
122–123, 124

biological approach to, 142
combining approaches to, 

142–143
defined, 120
differentiation used in, 120–122
family-to-work/work-to-family 

conflict and, 143–147
framework for, 125
integration used in, 120–122
interdependence in, 

developing, 124–125
mechanistic approach to, 

139–140
motivational approach to, 

140, 141
perceptual approach to, 

141–142
strategic, 122–126

Workers’ compensation, 105, 
465

Work experiences for employee 
development, 386–388

Workforce planning and 
employment, 14

Working conditions, pay 
structure determined 
by, 435

Work-role centrality, 268
Work sample testing, 225–226, 227
Work stoppages, 514–516

boycotts, 516
lockouts, 514
strikes, 514, 515–516

Work-to-family conflict
alternative work locations 

and, 146–147
defined, 143
flexible scheduling and, 

144–146
in individualistic societies, 143
problems presented by, 144
reasons for, 144

Work-to-nonwork life, balancing, 
397
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Appendix A: Occupational Outlook for HR Managers 
and Specialists

Every two years the U.S. Department of Labor updates its Occupational Outlook 
Handbook, which provides the following information for over 250 different 
occupations covering nine out of 10 jobs in the U.S. economy: (1) Nature of 
the work; (2) Training, other qualifications, and advancement; (3) Employ-
ment statistics; (4) Job outlook; (5) Projections data; (6) Earnings; (7) Wages; 
and (8) Related occupations. This appendix presents this information, 
drawn directly from the 2010–2011 edition, for jobs in the category “Human 
Resources, Training, and Labor Relations Managers and Specialists.”

Appendix B: Human Resource Certification Institute 
Bodies of Knowledge

The Human Resource Certification Institute (HRCI) is an independent, 
internationally recognized certifying body for the HR profession. HRCI cer-
tifications require professionals to demonstrate their expertise in the core 
principles of HR practice by taking examinations. The material in this appen-
dix covers three bodies of knowledge: the Professional in Human Resources 
(PHR), the Senior Professional in Human Resources (SPHR), and the Global 
Professional in Human Resources (GPHR). HRCI also offers PHR and SPHR 
exams for certification in the state of California, and the body of knowledge 
for that exam is available on the HRCI website.

Appendix C: Human Resource Planning Society 
Knowledge Areas

The Human Resource Planning Society is an organization for senior human 
resource executives and other leaders in the HR field. The organization’s 
mission is to enable its members to enhance individual and organizational 
performance. Its strategy is to bring together diverse thought leaders and 
practitioners to extend leading edge HR knowledge and practice in key stra-
tegic areas. The society has identified five main areas for its strategic focus, 
which are outlined in this appendix.

APPENDIX SUMMARY

APPENDICES: Available online at http://www.wiley.com/college/sc/stewart
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Appendix Summary 591  

This appendix summarizes the major employment laws administered by the 
federal government in the United States. Individual states also enact and 
administer employment laws, so this summary is by no means exhaustive. 
Moreover, laws are not static; Congress may alter or amend them at any time. 
For these reasons, it is important to consider this list as merely a starting point 
for understanding employment law.

Appendix D: Major Employment Laws 
in the United States

Appendix E: Organizations of Interest to HR Students 
and Professionals

This appendix lists names and web sites of both US-based and international 
professional associations related to HR. In addition, the appendix contains 
the names and web sites of major US employment unions and US government 
agencies. 

Appendix F: Journals Useful to HR Students 
and Professionals

This appendix lists both research and practice-oriented periodicals, most 
often referred to as journals. Journals are organized under two headings: HR 
and Behavioral Science, and General Management. 
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