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Reinventing Human
Resource Management:
Challenges and New Directions

Organizational researchers have consistently shown relationships between a range of strategic
human resource management practices and organizational effectiveness. In spite of this evidence,
however, few firms attempt to introduce these practices by changing their organizational cultures.
This volume reviews the latest thinking and research evidence, and the reasons why human
resource management practices are not being applied in the workplace. It makes the case that
human resources have become the only competitive advantage an organization has that cannot
be easily copied.
Specific chapters consider:

B The relationship of human resource management practices and organizational career
development

B The effective management of an increasingly diverse workforce

B How to develop managers for the global business environment

B The relationship between human resource management and the delivery of high-quality
services, the unleashing of innovation and creativity, and the creation of organizational
speed and flexibility

B Practical solutions for bringing about change in an organizational culture

The contributors ably demonstrate not only why reinventing human resource management is
vital to continued organizational success, but how this has been done in a variety of organiza-
tions in Europe and North America. The rhetoric that “people are our most important asset’”
has been realized in organizations that have made human resource management a central part
of their managerial accountability. With contributions from key thinkers, this is one of the most
important books on human resource management available.

Ronald J. Burke is Professor of Organizational Behavior, Schulich School of Business, York
University in Toronto, Canada. The editor of over a dozen books, he has participated in over 300
management development programs, and has served as a consultant on organizational effectiveness
issues for private and public sector organizations.

Cary L. Cooper, CBE, is Pro Vice Chancellor (External Relations) of Lancaster University and
Professor of Organizational Psychology and Health, Lancaster University Management School.
He holds numerous honors, eminent fellowships and professional distinctions. He is the author of
over 100 books and is a renowned authority in the field of Organizational Psychology.
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Chapter 1

The human resources revolution
Why putting people first matters?

Ronald J. Burke and Cary L. Cooper

The world of work and organization has become increasingly demanding and turbulent
(Burke and Cooper, 2004). Ulrich (1997) lists eight major challenges currently facing orga-
nizations. These are: globalization, responsiveness to customers, increasing revenue and
decreasing costs, building organizational capability, change and transformation, imple-
menting technology, attracting and developing human capital, and ensuring fundamental
and long-lasting change. Thus, levels of competition among organizations have increased.
Most organizations today can copy technology, manufacturing processes, products, and
strategy. However, human resource management (HRM) practices and organization are
difficult to copy, thereby representing a unique competitive advantage (Pfeffer, 1994,
1998). To be successful in the future, organizations will have to build organizational capa-
bility. HR professionals and HRM practices will be required to create value by increasing
organizational competitiveness (Ferris et al., 1999).

Traditional views on competitive advantage have emphasized such barriers to entry as
economies of scale, patent protection, access to capital, and regulated competition. More
recent views have highlighted a different source of competitive advantage, a firm’s human
resources and human capital (Huselid et al., 1997). New demands facing organizations as a
result of heightened competition, globalization, and technological advances have put a pre-
mium on creativity and innovation, speed and flexibility, as well as efficiency. The critical
firm assets do not appear on a balance sheet but reside, instead, in people and management
systems (Ichniowski et al., 1996). The role of firm strategy, human resources, and HRM in
firm performance is being rethought. Rather than seeing the HR function as a cost, an HRM
system that supports a firm’s strategy should be seen, instead, as an investment, a strategic
lever for the organization in creating value.

The 1990s witnessed a growth in research interest in examining the link between HRM
strategies and practices and a firm’s financial performance (Becker and Gerhart, 1996).
Studies have shown a strong positive relationship between the two, and this relationship has
been observed in studies of one firm, one industry, and multiple industries (Becker and
Huselid, 1998). Becker and Huselid have shown in three separate national surveys (over
2,400 firms) an economically and significant impact on several measures of firm perform-

ance. They observed a link between changes in the sophistication of a firm’s HR architecture
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NEW DIRECTIONS IN HUMAN RESOURCE MANAGEMENT

and dollar change in market value per employee, suggesting three stages of HRM practices
on firm performance.

How do we create organizations that add value to investors, customers, and employees?
Organizational capability is the key and both HR professionals and line managers need to
work together to achieve this. Pfeffer (1998) articulates the reasons why a people-based strat-
egy pays dividends. High-performance management practices (selective hiring, extensive
training, sharing of information, etc.) lead to performance results (innovation, productivity)
while being hard to copy; in the long run, profitability is maintained.

HRM practices influence employee skills through the acquisition and development of
human capital (Wright et al., 1994). Effective recruitment and selection practices can
provide the firm with highly qualified applicants. Training and development opportunities
contribute to increasing human capital. HRM practices can also influence levels of motiva-
tion through the use of performance appraisals, pay-for-performance incentives, and internal
promotions systems based on merit (Brown et al., 2003). HRM practices can also influence
the design of work so that highly motivated and skilled employees can use what they know
in performing their jobs (Wright and Boswell, 2002).

The past decade has produced research evidence supporting the critical role human
resource management plays in the success of an organization. This evidence has been gener-
ated in a variety of different types of organizations including manufacturing, professionai
services, and health care (see Liker, 2003).

The human resources function has, for a number of reasons, been typically viewed by
executives as peripheral to the successful performance of their organizations. Human
resource management, as a course in most MBA programs, is often not seen as useful as
offerings in finance, marketing, or information technology. Yet, managers with full-time

work experiences report that their major challenges involve people.

REINVENTING HRM

The human resources field is, itself, in a time of ferment and self-reflection. For example,
the Human Resources Division within the US Academy of Management had a pre-confer-
ence workshop at the 2002 Annual Meeting in Denver (August 9) titled “HR Education: Is
it dead or just sleeping?” This example reflects efforts to reposition human resources in a
more relevant way.

Ulrich (1997) depicts the role of the HR department in a new light. HR professionals
must create policies and practices that make employees more competitive. They need to
have both HR theory and practice in their tool box. HR initiatives must have a measurable
impact on business results. These efforts should increase intellectual capital and add value.
Managers need to implement these best practices. HR professionals need to position HRM
as a competitive advantage that adds business value.

Line managers need to understand that HRM practices build up organizational capabili-
ties which, in turn, become a critical source of competitive advantage. In addition, managers
need to invest time and resources in expanding organizational capability.

Lengnick-Hall and Lengnick-Hall (2003) advocate that HRM focus on the role of

human capital steward. This would include deciding on the investments in human capital,
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THE HUMAN RESOURCES REVOLUTION

developing flexible individuals and organizations able to respond to changing demands and
use human capital effectively to reach organizational goals.

For too long, organizations have increasingly become short-term, bottom-line focused
with more attention paid to cost cutting than training and development. The trade-off
between profits and people is, in fact, an unnecessary opposition. The most successful
companies balance an interest in people and productivity (Cameron et al., 2003; Waterman,
1987; Katzenbach, 2000). This collection endorses this balance: healthy people and healthy
organizations go together.

It is also important to consider the contemporary context. Organizations, facing increased
needs for innovation, speed, and productivity are demanding more of their employees—
both their hearts and minds. In turn, the most highly educated workforce the world has
ever seen is demanding more of their organizational employers. They want challenge,

influence, recognition, development, and ownership.

IS HRM ANOTHER FAD?

It is casy to view much of the HRM writing on new approaches to managing people and
organizations as faddish. Ulrich (1997, p. 63) lists the characteristics of HRM practices likely
to be “cute, popular and faddish HR trends.”

It is simple and claims to solve complex problems.
It claims to apply to and help everyone.

It is not anchored or related to any known and generally accepted theory.

A ow o =

Proponents hesitate to present it in academic settings or write about it in refereed
journals.

Proponents cannot tell you exactly how it works.

It is a “track” topic at 75 percent of the conferences you attend.

Its proponents claim that it has changed their lives and that it can change yours too.

co ~J O »1

Its greatest proponents are those with the least experience in the field.

a  Proponents claim that the only way to really understand it is to try it personally.
b It cannot be explained or demonstrated.

9 It is just too good to be true.

While amusing, these statements ring all too true. For too long, HRM practices have
been adopted as “quick fixes” and implemented in a rushed and superficial manner (Whitney
and Tesone, 2001). When expected immediate benefits were not evident, organizations
jumped to the next “one-minute” solution (Micklethwait and Wooldridge, 1997).

Pfeffer argues (1994) that HRM practices that are likely to be successful are not faddish,
hard to understand, or hard to understand why they work, or contingent on a firm’s partic-
ular organizational strategy. But to be effective, these HRM practices must be interrelated
and internally consistent.

Although we are beginning to understand more about effective HRM practices, signifi-
cant challenges remain in the application of this knowledge. It takes significant time to

achieve a competitive advantage through the workforce. Organizations doing well may feel
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NEW DIRECTIONS IN HUMAN RESOURCE MANAGEMENT

no need to change; organizations doing poorly may face immediate pressures making it,
too, unlikely to change. Managers may not use the knowledge they have about effective
HRM (Pfeffer and Sutton, 2000). There also may not be enough communication of best-
practice knowledge. In addition, managers may know something that researchers do not.
Finally, some HRM practices may be risky and often fail.

However, Pfeffer estimates that only about one-eighth of efforts to change management
and organizational approaches will introduce HRM practices that lead to organizational
success. Of those who read about these concepts, one half won’t believe the evidence, one
half (of the other half) will attempt a quick fix, and only one half of those undergoing

substantial change will persist in their efforts.

WHY DON'T WE USE HRM BEST PRACTICES?

Considerable research has shown that organizations do not use current or innovative HR
best practices (Johns, 1993; Rynes et al., 2001). In fact, very few HR practitioners even
read the research literature (Terpstra and Rozell, 1997, 1998). HR research has become
increasingly technical, making it more difficult to keep up with the literature. It may also
be that HR practitioners do not see the HR research as being relevant or useful in meeting
their needs (Adams, 2003; Ford et al., 2003).

Rynes et al. (2002) surveyed HR managers to determine whether their beliefs about HR
best practices were consistent with the latest research findings. It was assumed that HR
professionals were the ones responsible for spreading information about effective HRM to
their organizations and helping line managers develop HRM strategies to achieve business
objectives. They concluded that HR practitioners lacked knowledge about best practices
supported by research evidence.

Rynes et al. (2003) conducted a study of business recruiters’ espoused preferences for
students with both technical skill and behavioral skill. Students tend to believe that recruiters
favor technical skill. Although recruiters indicated a preference for students that combined
both, they gave the same employability rating to students who only took functional /technical
course work. There is considerable evidence that business students are skeptical about the
value of courses in HRM and Organizational Behavior (OB) (Rynes and Quinn, 1999).

Yancey et al. (2003) believe that HR practitioners and HR researchers move in different
circles (i.e., belong to different professional associations, read different publications, attend
different conferences). They surveyed 45 industrial-organizational psychologists, examining
where they published, what conferences they attended, and what they knew about the HR
practitioner community. Their findings indicated that industrial-organizational psychologists
shared their research ideas with each other rather than with HR practitioners.

What can be done about this state of affairs? Rynes and her colleagues (2003) believe
the first step is to see this crisis in HRM/ OB legitimacy as a systemic, not a local, problem.
Other suggestions include: more clearly defining the HRM/OB knowledge base, forming
alliances with other teaching disciplines having greater legitimacy, doing better research on
the teaching of HRM/OB, being more critical of negative practices and proposing even

more positive organizational futures (see Cameron et al., 2003, for examples).
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THE GAP BETWEEN RESEARCH AND PRACTICE

Case studies and research projects conducted over the past two decades have shed consid-
crable light on the characteristics of successful and satisfying work places. We know what
needs to be done to satisty both human and business needs (Katzenbach, 2000). If you accept
these statements to be true, why are so few organizations implementing best practices?

Some of the reasons for the gap between research and practice lie with the researchers
themselves (Mohrman et al., 2001; Dossahoy and Berger, 2002). They spend most of their
time communicating with other researchers and little time conversing with practitioners
(Blanton, 2000; Boehm, 1980). Much of the scholarship of the research community is not
read by most practitioncrs or even most academic researchers.

One must also look at the teaching programs of most MBA courses. Many of the profes-
sors in schools of business are, themselves, researchers, or the consumers of research
findings. Few business schools teach OB or HRM in ways that illustrate the usefulness of
this knowledge to increase organizational health and performance. Traditional OB texts
review countless motivation theories and leadership theories which, if entertainingly
presented, can be interesting to students, but the link between these concepts and bringing
about peak performance is thin at best. Few business schools address the implementation
of concepts, models, and research findings.

One might expect that line managers would not be aware of the current thinking on
unleashing potential of staff but that HR specialists would. The evidence does not bear this
out. Most HR specialists do not read the more research-oriented HRM journals. Rynes
et al. (2002) report that fewer than one percent of their sample usually read the academic
literature while 75 percent reported that they never do so. Yet, Terpstra and Rozell (1993)
found that firms whose HR managers read and used the academic literature had higher
financial performance than those that did not.

Latham and Latham (2003) write that the gap between researchers and practitioners
creates “two solitudes.” Managers are either unaware or unconvinced of the value of HRM

research ﬁndings. They offer eight ways to break down the two solitudes:

1 Set mutually interdependent goals. Researchers and practitioners have to be on the
same team.
Act like an insider.
Identify a champion who is an influential member of the other solitude.
Build an alliance of a researcher with an HR manager. Learn to speak the language of
the other solitude.

5  Write in practitioner outlets.
Support the education of both solitudes by the other.

7 Fund collaborative research projects by business organizations. This would provide a
common focus to the project.

8  Build networks of researchers and HR managers who, through contact and

communication, will expedite knowledge transfer.



NEW DIRECTIONS IN HUMAN RESOURCE MANAGEMENT

COUNTRY DIFFERENCES AND INTERNATIONAL PERSPECTIVES

Although we have included material by authors from four countries in this collection, there
is a North American bias in both content and orientation. Other writers (e.g., Brewster,
1994; Brewster and Hegewisch, 1994; Roe and van den Berg, 2003) have addressed HRM
issues in Europe. Some HRM concerns were seen as similar in both North America and
Europe while others were different. In addition, HRM policies and practices differ across
European countries themselves (Brewster and Larsen, 1992). Not surprisingly, countries
that are geographically and culturally closer to each other have similar HRM practices (Dany
and Torchy, 1994; Ryan et al., 1999). Labor unions are much stronger in Europe than in
North America. Central governments also play a larger role in dictating HRM policies to
industrial sectors in Europe than in North America. Europe has generally had a higher rate
of unemployment than is the case in North America.

European organizations have adopted similar strategies, as did North American organi-
zations, to compete in the global economy. These have included strategic alliances, use of
outsourcing, flattening the hierarchy, downsizing and restructuring, varied employment
relationships, and an emphasis on a greater market orientation and flexibility.

These transformations have raised the importance of HRM efforts as organizations
attempt to increase productivity and performance while reducing labor costs and, although
these efforts may be similar to those observed in North America, the broader economic
social and cultural environment must be considered to better understand particular HRM
practices in various countries.

Although some have noted a growing convergence in HRM policies and practices in
Europe, the entrance of countries from Central and Eastern Europe, which had different
soviet-based labor relations systems, into the European Union, adds new dimensions to the

European HRM picture.

THIS COLLECTION

This collection reviews the most current thinking and evidence on HRM practices associ-
ated with high levels of current organizational performance and likely to be responsive to
the new challenges facing organizations over the next two decades. Hence the title—
Reinventing Human Resource Management. Human resources will need to mobilize in new ways
to meet the demand of this period of time. These practices are shown to be a key part of
the managerial jobs, not merely the domain of the human resource department. Building
on a comprehensive framework incorporating HRM practices, strategies and organizational
needs, traditional HRM functions are addressed in a new way.

What human resource management practices characterize effective organizations? What
emerging human resource challenges face organizations in their search for managerial talent?
How do peak performing organizations develop and nurture talent? Why are human
resource management practices becoming more critical for success in the new world of
work (Cooper and Burke, 2002)?

Readers of this collection will gain a better appreciation not only of why reinventing

HR is vital to continued organizational success, but how this has been done in a variety of
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organizations in Europe and North America. The rhetoric that “people are our most impor-
tant asset” has, in fact, been realized in organizations that have made HRM a central aspect
of managerial accountability.

Much of the current HRM writing is aimed at the HR professional. Our approach, while
still relevant for this audience, positions HRM activities as a central feature of the manage-
rial job, having demonstrated value to organizational success. Our approach is, therefore,
similar or compatible with Pfeffer’s work (1994, 1998).

This volume also directly addresses the concern that HRM has not received its due. What
can be done about this and why is it critical to continued organizational performance and
innovation? It also provides concrete research evidence as well as company best practice,
showing the tangible benefits from reinventing human resources—the strategic positioning
of people, as the key element in sustaining peak performance.

We have assembled contributions from a number of different countries as new human
resource initiatives are occurring throughout the industrialized world. This is vital since
different countries have produced research and writing reflecting examples of best practice
in various areas or sectors of organizational functioning.

This collection is divided into four parts. Part I makes the case that effective HRM matters
and describes potential roles for the HR function in the new world of work. In this first
chapter, Ronald Burke and Cary Cooper have offered a wide-ranging review of the
challenges facing organizations today, why HRM practices contribute to organizational effec-
tiveness, the reasons many companies do not adopt effective HRM practices, and suggestions
for organizational culture change. They conclude with a summary of each chapter that
follows.

Ronald Burke then sets the stage for the chapters that follow in making the case that
human resources represent a critical, perhaps the most critical, competitive advantage.
Challenges facing contemporary organizations are first identified, suggesting that it is now
more difficult than ever for organizations to be successful. New approaches to achieving
peak performance are needed as a result. Some empirical evidence showing that the use of
effective HRM practices increases firm performance is then offered. When employees are
managed effectively, they work both smarter and harder. Jeffrey Pfeffer’s list of effective
HRM practices is reviewed along with the contributions of key writers such as Edward
Lawler, John Katzenbach, Jim Collins, and Jerry Porras. Unfortunately, many organizations
do not emphasize HRM and reasons for this are considered. The chapter concludes with
some thoughts on implementing effective HRM practices.

Mark Lengnick-Hall and Cynthia Lengnick-Hall examine the HR function in the new
knowledge economy. They see the HR function at a crossroads. HR will play a secondary
role (automated, outsourced) if HR professionals continue to see themselves as deliverers
of services. HR can play a significant role, however, if it transforms both how it is orga-
nized and its purpose. HR needs to be a key factor in the creation of competitive advantage.
Competitive advantage results when knowledge is developed and used to build individual
and organizational resources and capabilities that allow the organization to provide superior
value to customers. People are the essential ingredient in these processes. They suggest
four roles for HRM in the new economy: human capital steward, relationship builder,

knowledge management facilitator, and rapid deployment specialist.
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Part II considers new challenges for HRM as both an academic discipline and an area of
practice. Shad Morris, Scott Snell and David Lepak offer an architectural approach to
strategic human resources management. They first develop an architectural framework for
managing human resources and show how this framework relates to different employment
relationships within an organization. They then consider how human capital can be recom-
bined through two specific HR architectures: cooperative and entrepreneurial. HRM
practices are then identified that support the flow of knowledge within organizations which
contributes to a sustainable competitive advantage.

Colette Frayne identifies three ways that international HRM has been characterized and
developed in research and, in a preliminary way, in practice. The first involves a compar-
ison of HRM practices across countries; the second considers the internalization of business
functional areas across countries, and the third examines the intersection of the HR func-
tion with business strategy and stages of internationalization of the firm. She then describes
a university course she developed that incorporates these three themes. This unique course
has the same title as her chapter. She concludes with a summary of the implications this
line of research has for the firm and for HR professionals and their development.

Robert Dipboye then addresses the gap between HRM practice and academic HRM.
While the gap is wide, Dipboye believes there are legitimate reasons for it. HR practitioners
are unfamiliar with the academic HRM literature or adopt academic HRM concepts but
implement them poorly. He considers three reasons for the gap: failure of academics to
communicate their research and theory to practitioners, failure to research topics of import-
ance to practitioners, and deficiencies in the education of practitioners. Dipboye also
believes that the gap serves important organizational purposes. These include: helping orga-
nizations deal with fast changing and unpredictable environments (keep unstructured, loose,
flexible); helping organizations work in other cultures, to conform or imitate important
organizations or constituencies; to gain competitive advantage by using HRM practices that
are unique or not easily copied; and maintaining the organizational culture. In addition,
individual HR practitioners face different demands in their jobs than do academics (assigned
tasks, a short time frame), face different roles (selling their HR services), can easily modify
“soft HR practices,” and HRM practitioners have their own needs and values (for variety,
satisfaction, fairness, power, and influence). Dipboye concludes with three suggestions for
bridging the gap between HRM theory and research, and practice. First, HRM theory and
research needs to embrace a multilevel perspective; HRM practices found to be ineffective
at one level may be effective at another. Second, HRM research and theory must live
with the paradoxes and conflicts inherent in organizational life. Third, there is a need for
compromise between the rigors of science and the intuition of practice.

Part I focuses on the role of HRM practices on the development and utilization of talent
as well as on the long-term well-being of employees. Elizabeth Craig and Douglas Hall
advocate a new model of organizational career development (OCD) in which career
development work is spread throughout the organization. In an increasingly competitive
economy, driven by knowledge work and dependent on the talents and knowledge of the
workforce, career development becomes strategically more important. OCD not only builds
talent and skills but also increases employee commitment. They view the career as learning

stages—an ongoing acquisition of new skills. To be successful, OCD systems need to build
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self-awareness and adaptability in employees. They identify developmental experiences,
developmental relationships, meaningful feedback, and a culture of development as key
OCD levers. They also believe that OCD is best done by the line organization with a
supporting role played by the HR function. Organizations will need to learn how to best
diffuse their learnings in operationalizing their OCD systems and to capture and develop
the strategy, systems, and structures necessary for OCD to work effectively.

Eduardo Salas, Mary Kosarzycki, Scott Tannenbaum, and David Carnegie note the
increasing use of teams by organizations to achieve their objectives. For teams to work
effectively, they must receive organizational support. The HR function and HRM practices
have evolved to meet this new challenge; teams cannot flourish without supportive HRM
practices. They illustrate these best practices in a number of areas: recruiting and hiring,
training, compensation, performance management, leadership, organizational culture, and
communication. They also stress the alignment of these practices to gain maximum value.

Mark Agars and Janet Kottke focus on HRM innovations in diversity management.
Diversity management requires initiatives across HRM responsibilities and areas of organ-
izational functioning. They identify a range of HRM practices central to managing diversity:
recruiting, structural support, accountability, training, measurement of results, and large-
scale system change. They conclude their chapter with recommendations for more tightly
integrating diversity management and HRM practice with theory.

Wayne Cascio focuses on the role of HRM in organizational downsizing. He defines
organizational or employment downsizing as an intentional proactive management strategy.
Downsizing has been undertaken in all developed countries, but unfortunately the antici-
pated benefits do not always materialize. Some firms have become more productive and
successful following downsizing. Cascio contrasts several myths about downsizing with
facts, using many company illustrations. Distinguishing two approaches to downsizing—
employees as costs to be cut and employees as assets to be developed—he raises nine issues
to be considered before any organization undertakes this transition.

Marc Schabracq reviews the ways in which HRM can enhance employee well-being and
health. Organizational initiatives to address employee well-being and health concerns will
become more important strategic factors in global competition. The HRM perspective
places human capital—healthy and effective employees—as the main assets of the organ-
ization. Building heavily on the Dutch experience, Schabracq describes potentially useful
HRM interventions. These include the role of executive leadership in articulating the under-
lying philosophy and values, training, selection, staff utilization and development, and work
design. He envisions a significant role for HRM specialists or co-managers in these efforts.

Part [V examines the contribution of HRM practices to organizational effectiveness. Lisa
Nishii and Benjamin Schneider discuss the HRM implications of both increased interna-
tionalization and domestic diversity for service firms. They first review the role of HRM in
the delivery of quality service with a particular emphasis on identifying contingencies that
specify the nature of the relationship between HRM practices and desired outcomes. They
then proceed to examine the ways in which internationalization influences the relationship
of HRM practices to these outcomes. Best practices identified in the West may not be effec-

tive in other cultures. Thus, some HRM practices need to be adapted to local cultural norms
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and expectations. This notion is then applied to increased diversity in local markets as well.
Whether one likes it or not, HRM has boundary conditions.

Jay Galbraith illustrates the role of organization design in the creation of organizations
that act with speed, flexibility, and integration. Using specific company models and exam-
ples, he shows how internal consistency and external alignment of strategy, structure, and
HRM practices can provide solutions to customers. He identifies specific roles, mechanisms,
and HRM practices (e.g., selection and attraction, training, reward systems) critical for
success.

Finally, Ralph Katz and William James examine the role of HRM practices in organiza-
tional innovation. This is a tall order requiring HRM practices to function effectively in the
present while supporting innovation in the future. HRM practices are seen by the inno-
vating community as doing a good job of managing the present but not supporting innovative
RandD efforts. What would be helpful here are HRM practices that impact motivation (e.g.,

work redesign, reward systems, utilization and development, clear goals and accountability,

and feedback).

IMPLICATIONS

We may be on the threshold of a renaissance in the application of HRM knowledge and
best practices. Organizations may have no choice given the critical importance of dealing
with the increased level of global competition and pace of change. In addition, a lot of
threads are coming together (TQM, re-engineering, learning, core competences) to give
higher priority to HRM. Consider the following conclusions which we believe to be valid:

Human capital has become the key to competitive advantage.

2 The traditional relationship between people and organizations has been shattered; a
new relationship is needed.

3 We now know a lot about individual competence and development and organizational
effectiveness.
We now know a lot more about changing organizations to deliver “best practices.”

5  There is an urgent need to create peak performing organizations and we know how to

do that.

To the extent that organizations can unleash the hidden value in their people, they will
increase their chances of success, particularly as knowledge and intellectual capital become
more important. Some companies have achieved high levels of performance over a long
period of time. Why are these companies successful? The accumulating research evidence
has identified powerful reasons that are applicable to almost all organizations (O’Reilly and
Pfeffer, 2000). Employee commitment and motivation come from involvement and from
the ways that people are treated. Organizations have found that giving people a stake and
a say in what they do is important in building high levels of commitment. It is possible to
use the ideas, thoughts, and wisdom of the people who do the work every day to help the
organization become more productive and efficient. This requires leaders of organizations
to have the courage to put people first if they are to successtully meet these challenges.
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NOTE

1 Preparation of this Introduction was supported in part by the Schulich School of Business,
York University and Lancaster University.
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Chapter 2

Human resources as a
competitive advantage!l

Ronald J. Burke

WHY HUMAN RESOURCES MATTER

Organizations today are facing challenges on several fronts in their efforts to remain compet-
itive. These include the need to increase productivity, the prospects of expanding into global
markets, new technological developments, responding to changes in the marketplace,
containing costs, developing a skilled and flexible workforce and bringing about significant
organizational change. These challenges are emerging in the context of changing needs of
the workforce, changing attitudes in the broader society and heightened legal requirements
(Capelli, 1999). These challenges are making it both more important and more difficult for
organizations to be successful. There is now a greater emphasis on organizational results.
Not surprisingly, more organizations are looking for ways to improve their performance
(Ashkenas et al., 1995; Galbraith et al., 1993; Heskett et al., 1997; Lawler, 1992; Lawler
et al., 1995; Nadler et al., 1995; Pfeffer and Sutton, 2000; Tushman and O’Reilly, 1997).

The past decade has produced research evidence supporting the critical role human
resource management plays in the success of an organization. This evidence has been gener-
ated in a variety of different types of organizations including manufacturing, professional
services and health care (Becker et al., 2001).

The human resources function has, for a number of reasons, been typically viewed by
executives as peripheral to the successful performance of their organizations (Ulrich, 1997).
HRM, as a course in most MBA programs is often not seen as useful as offerings in finance,
marketing, or information technology. Yet, managers with full-time work experiences
report that their major challenges involve people.

Pfeffer (1998) notes a downward performance spiral as organizations address real and
pressing performance problems such as low profits, high costs, poor customer service and
low stock prices. Typical organizational responses include staff layoffs, greater use of part-
time and contract staff, a restriction of hiring and promotions, freezes or cutbacks and
reduced investment in training and employee development. Employees respond, in turn,
by reducing their job involvement, exhibiting lower job satisfaction, decreasing their effort,
increased accidents and greater turnover. These individual behaviors have the effect of
increasing the performance problems that led to the organizational responses in the first

place. Thus, the downward spiral continues.
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Some organizations do see increased profits in the short run through cost cutting efforts.
In addition, cost cutting can be done in ways that minimize their impact on the long-term
success of the organization. But these somewhat successful initiatives fall short of achieving
peak performance.

There is considerable empirical evidence that the use of effective HRM practices increases
firm performance. Why should this be the case? Performance increases because employees
work both harder and smarter (Pfeffer, 1994, 1998). Employees work harder because of
greater job involvement, greater peer pressure for results, and the economic gains based
on high performance. Employees work smarter because they can use their knowledge and
skill, acquired through training and development in the jobs themselves, in getting the work
done.

In addition, effective HRM practices are likely to reduce the direct and indirect costs of
employee grievances. Finally, performance benefits are likely to be seen in the elimination of
jobs whose main responsibility is to monitor people whose main job, in turn, is to monitor
other people. Such administrative overhead is costly, both in the salaries paid to those who
hold such positions and in the diminished contributions from those being monitored. Trained,
motivated, self-managed and broadly skilled staff can dramatically reduce administrative
overhead costs.

The traditional views on competitive advantage have emphasized such barriers to entry
as economies of scale, patent protection, access to capital, and regulated competition. More
recent views have highlighted a different source of competitive advantage, a firm’s human
resources and human capital. New demands facing organizations as a result of heightened
competition, globalization and technological advances have put a premium on creativity and
innovation, speed and flexibility, as well as efficiency. The critical firm assets do not appear
on a balance sheet but reside, instead, in people and management systems. The role of firm
strategy, human resources and the role of HRM in firm performance is being rethought.
Rather than seeing the HR function as a cost, the HRM system that supports a firm’s strategy
should be seen, instead, as an investment, a strategic lever for the organization in creating
value (Wright and McMahan, 1992).

The 1990s witnessed a growth in research interest in examining the link between HRM
strategies and practices and a firm’s financial performance. Studies have shown a strong posi-
tive relationship between the two, and this relationship has been observed in studies of one
firm, one industry and multiple industries (Becker and Huselid, 1998). Becker and Huselid
have shown in three separate national surveys (over 2,400 firms) an economically signifi-
cant impact on several measures of firm performance. They observed a link between changes
in the sophistication of a firm’s HR architecture and dollar change in market value per
employee, suggesting three stages in influence of HRM practices on firm performance. The
first stage represents the development of a professional HR capability. The second stage
involves the development of HR excellence by the HR function but with a modest influence
on firm performance. In the third stage, the HRM system achieves a dramatic impact on
financial performance. The HRM system at this stage has both achieved operational
excellence and is supportive (consistent with) the firm’s strategic goals.

HRM practices influence employee skills through the acquisition and development of

human capital. Effective recruiting and selection practices can provide the firm with highly

18



HUMAN RESOURCES AS A COMPETITIVE ADVANTAGE

qualified applicants. Training and development opportunities contribute to increasing human
capital. HRM practices can also increase levels of motivation through the use of perform-
ance appraisals, pay-for-performance incentives and internal promotions systems based on
merit. HRM practices can also influence the design of work so that highly motivated and
skilled employees can use what they know in performing their jobs (Bailey, 1993).

In summary, the contributions of employees can have an impact on firm performance,
and HRM practices can influence employee contributions through their effect on motiva-
tion, skill and participation in decision-making. These employee contributions have been
shown, in reviews of research findings, to have a financial impact.

Pfeffer writes (1998, p. xvi): “The returns from managing people in ways that build high
commitment, involvement, and learning and organizational competence are typically on the
order of 30 to 50 percent, substantial by any measure.” He later adds (Pfeffer, 1998,
p- 32): “substantial gains, on the order of 40 percent or so in most of the studies reviewed,
can be obtained by implementing high performance management practices.” HRM matters.

The sources of competitive advantage today are different than they may have been 20
years ago. Today, how firms manage their workforces is the major competitive advantage—
the organization, its employees and how they work. Pfeffer argues (1995) that HRM
practices likely to be successful are nor faddish, it is not hard to understand them or why
they work, and they are not contingent on a firm’s particular organizational strategy.

Although we are beginning to understand more about effective HRM practices, signifi-
cant challenges remain in the application of this knowledge. First, it takes significant time
to achieve a competitive advantage through the workforce. Organizations doing well may
feel no need to change; organizations doing poorly may face immediate pressures, making
them, too, unlikely to change. There also may not be enough communication of best-
practice knowledge. In addition, managers may know something that researchers do not.

Finally, some HRM practices may be risky and often fail.

HRM PRACTICES AND FIRM PERFORMANCE

There is considerable evidence that a range of HRM practices have been shown to reduce
staff turnover. In addition, HRM practices have been found to be associated with organ-
izational productivity. Finally, some work has explored the links between individual HRM
practices and corporate financial performance (see Becker and Gerhart, 1996).

Huselid (1995) examined the links between systems of HRM practices and firm perform-
ance in a sample of almost 1,000 US firms. He included 13 HRM practices which factor
analysis then reduced to two factors: employee skills and organizational structures and
employee motivation. His results showed that use of these HRM practices had an econom-
ically and statistically significant effect on both intermediate employee outcomes (turnover,
productivity) and short- and long-term measures of corporate financial performance. Little
support emerged for a contingency perspective.

Arthur (1994) compared two HRM strategies in a study of 30 US steel mini-mills. One
strategy emphasized control and attempted to reduce labor costs or improve efficiency by
enforcing employee compliance with specific rules and procedures. The other strategy

emphasized commitment and focused on developing highly motivated and committed
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employees through employee involvement in decision-making and training in group problem
solving. He found that the commitment approach resulted in greater labor efficiency and
lower scrap rates. Turnover was higher in the control-oriented mills, but their hiring and
training costs were low. Turnover in the commitment-oriented mills, while lower, had a
more negative effect on labor efficiency and scrap rates.

Banker et al. (1996a) undertook a longitudinal field study examining the impact of work
teams on manufacturing performance. Both quality and labor productivity improved over
time with the use of work teams.

Welbourne and Andrews (1996) examined the impact of HRM in enhancing the per-
formance of initial public offering (IPO) companies. Two HRM variables, human resource
value and organization-based rewards predicted initial investor reactions and long-term
company survival. Rewards had a negative relationship with initial performance and a positive
relationship with long-term survival.

Banker et al. (1996b), using a contingency framework, investigated the effects of an
outcome-based incentive plan on sales, customer satisfaction and profit. Contingency factors
included competitive intensity, customer profile and behavior-based control (supervisory
monitoring). The outcome-based incentive scheme had positive relationships with the
performance measures (intensity of competition, proportion of upscale customers) and
negative relationship with level of supervisory monitoring.

Delaney and Huselid (1996), in 590 for profit and non-profit firms, found positive rela-
tionships between HRM practices (e.g., training, staffing selectivity) and perceptions of firm
performance.

Davidson et al. (1996) found that the presence of an early retirement program, a strategic
HRM response, was associated with favorable views of investors.

Schneider et al. (2003) reported the results of a study of the relationship between
employee attitudes and organizational performance with both sets of variables measured at
the organizational level of analysis. Employee attitude data from 35 companies over eight
years were analyzed at the organizational level against financial returns (return on assets,
ROA) and market performance (earnings per share, EPS) using cross-lagged analyses.
Statistical significant relationships across various time lags were observed for three of the
seven employee attitude measures. Overall job satisfaction and satisfaction with security
were predicted by ROA and EPS more strongly than the reverse, though some of the reverse
relationships were also significant. Satisfaction with pay had a reciprocal relationship with
ROA and EPS.

Schneider and his colleagues integrate the literature on high performance work practices
(HRM) with their findings as follows. HRM increases production efficiencies which, in turn,
increases organizational financial and market performance which, in turn, increases pay and
security to employees and a more positive company reputation, resulting in higher levels
of employee positive outcomes (Cameron et al., 2003).

Batt (2002), in a nationally representative sample of call centers, examined the rela-
tionship of HRM practices, employee quit rates and organizational performance. She found
that quit rates were lower and sales growth higher in call centers that stressed high skills,

employee participation in decision-making and in work teams, and HR incentives such as
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high pay and job security. Quit rates partially mediated the relationship between HRM prac-
tices and sales growth; call centers with lower quit rates indicated greater sales growth.

Carpenter et al. (2001) propose that CEOs with international experience create value
for their organizations and themselves through their possession of a valuable and unique
resource. They found that US multinationals performed better with CEOs with international
assignment experience, particularly when this human capital was bundled with other
organizational resources and capabilities.

Perry-Smith and Blum (2000), based on a national sample of 527 US firms, reported
that organizations with more extensive work-family policies have higher perceived firm-
level performance. In addition, there was partial support for the hypothesis that the
relationship between work-family bundles and firm performance was stronger in older firms
and firms employing a larger proportion of women.

Guthrie (2001) reported a positive association between the use of high-involvement work
practices and employee retention and firm productivity. Interestingly, high turnover was
associated with lower productivity when use of high involvement practices was high and
with increased productivity when use of high involvement work practices was low.

Delery and Doty (1996) related seven HRM practices (internal career opportunities,
formal training systems, appraisal measures, profit sharing, employment security, voice
mechanisms and job definition) to measures of financial performance. They found that HRM
practices (profit sharing, results-oriented appraisals, employment security) were significantly
related to two financial performance measures.

Konrad and Linnehan (1995) considered the question of whether formalized human
resources management structures promote goals of employment opportunity and affirm
active action. They examined antecedents and outcomes of formalized HRM structures in
over 100 organizations, measuring the presence of “identity conscious” and “identity blind”
HRM structures. They report that identity-conscious structures were associated with some
positive indicators of the employment status of women and people of color.

Terpstra and Rozell (1993) found that organizations using the employee selection
processes recommended by industrial-organizational psychologists (validation studies, struc-
tured interviews, cognitive ability tests, validation of application form questions and
investigation of the usefulness of different recruiting sources) enjoy superior performance
(higher profit margins, higher annual growth in profit and higher annual sales growth). But

few organizations use these processes.

EFFECTIVE HRM PRACTICES

Effective HRM practices are long-established and well-known, easy to understand what they
are and why they work and are not contingent on an organization’s strategy. Pfeffer (1994)
lists 16 interrelated HRM practices, for example. No organization does all 16, or all 16
well. And an organization can do all 16 and fail because people are only one factor in the
success of an organization. These are not easy to implement. Their implementation requires
involvement, effort and responsibility of all employees. Some employees will resist, some
may leave, some are used to and feel comfortable with low commitment and not using their

minds.
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Pfeffer’s original list of HRM practices include the following:

B Employment security conveys a long-standing commitment of the organization to its
people. Employees respond in kind.

B Selectivity in recruiting means you hire better people in terms of performance, signaling
to all that high performance expectations exist and the organization is an excellent
one.

B High wages attract more and better applicants who stay. Firms can be more selective
in hiring and high wages signal that the organization values its people.

B Incentive pay shows that the organization values performance and shares performance
gains with all its people.

B Employee ownership aligns the goals of people with managers and shareholders.
Employees are more likely to take a long-term view of the company.

| Ilyrormation sharing makes more people knowledgeable and powerful.

B Participation and empowerment pushes decision-making to lower organizational levels
where hands-on experience resides.

B Use of teams and job redesign increases communication, coordination, disciplined effort,
data collection and monitoring and peer supervision.

B Training and skill development increases problem-solving skills and ability to use
knowledge.

B Cross-utilization and cross-training increase motivation and employment security.

B Symbolic egalitarianism increases communication, reduces “us” versus “them” attitudes and
focuses people towards a common goal.

B Wage compression reduces competition, increases cooperation, and signals that all
people matter.

B Promotion from within encourages training and development, increases the likelihood
that managers understand the business, increases trust between management and
employees and serves as a reward for good performance.

B Long-term perspective supports the necessary long-term commitment to implement
effective HRM practices.

B Measurement of the practices suggests that HRM is important and provides information
on how well these practices are being implemented.

B An overarching philosophy connects the individual HRM practices into a coherent
system, offers a rationale explaining what the organization is doing and why, and
supports experimentation to achieve effective HRM practices. A philosophy, a system
of values or beliefs about what the organization holds about the basis of its success and
its approach to HRM, ties all the individual practices together.

These 16 HRM practices are not fads but reflect long-standing ideas about how to manage
people.

Pfeffer (1998) later listed seven broader HRM practices, not 16. He combined some and
eliminated others that dealt with implementation. These seven were: employment security,
selective hiring, self-managed teams and decentralization, high compensation contingent on

performance, training, reduction of status differences, and the sharing of information.
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O’Reilly and Pfeffer (2000) identified six HRM levers in common across eight out-
standing organizations. These were: alignment of values, culture and strategy; hiring people
for fit with the values and culture; investing in the training and development of all staff;
widespread sharing of information; the use of team-based systems, and tying rewards and
recognition to desired behaviors and results.

ALIGNMENT OF HRM PRACTICES

In their discussion of strategic HRM practices, several writers focus on alignment—the align-
ment of HRM practices with each other (internal consistency or alignment) and the alignment
of HRM practices with an organization’s strategy (external consistency or alignment).

Gratton and Truss (2003) propose a three-dimensional people strategy based on their
work with several large UK organizations over a ten-year period. The three dimensions
were: vertical alignment between people strategy and business goals; horizontal alignment
between individual HR policies, and practices and an action or implementation dimension
to capture the extent to which the people strategy impacts the day-to-day experiences of
employees and the behaviors of first-line managers.

Pfeffer (1998) suggests that the alignment process start by examining the organization’s
particular strategy. The next step involves identifying a small number of critical compe-
tencies or behaviors that are needed to implement the strategy. A consideration of the
various HRM practices that will support the demonstration of these competencies and
behaviors is undertaken. The final step is a check to make sure these HRM practices are
internally and externally consistent. Pfeffer provides an illustrative example of how a firm
can assess external congruence and internal consistency.

Can the HRM practices observed in high performing firms be labeled as “best practices”
or are they so specific to a particular firm that generalization across firms become mean-
ingless—you will recall that Pfeffer (1998) proposed seven “best practices.” These seven
clements all emphasize the performance-enhancing aspects of the HRM system and each is
part of an integrated high performance HRM system.

BEST PRACTICES VERSUS CONTINGENCY?

The internal fit perspective suggests that the use of an internally consistent system of HRM
practices would be seen in better firm performance in all cases. This would lead to the iden-
tification of specific HRM practices leading to important firm outcomes. The contingency
perspective, on the other hand, raises the question of whether any HRM practice can
only be seen as “best” in the context of a particular firm’s strategy, industrial sector or
environment (Lepak and Snell, 1999).

It is also possible for evidence to support both a best practices and a contingency perspec-
tive. That is, some HRM practices and good internal fit may lead to high performance across
all firms. But firms that tailor their HRM practices to their specific strategy, sector or envi-
ronment may achieve additional performance gains.

Youndt et al. (1996) considered universal and contingency models of the HRM—
performance relationship in manufacturing settings. Data were collected in 97 plants and
generally supported a contingency approach to HRM. Human capital HR systems,
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linked with a quality manufacturing strategy, were associated with multiple dimensions of
operational performance (employee productivity, machine efficiency, customer alignment).

The universal approach is the “best practices” perspective and implies a direct relation-
ship between particular HR practices and performance. The universal approach documents
the benefits of HRM across all contexts. The contingency approach suggests that an organ-
ization’s strategy adds to (or detracts from) the impact of HR practices and performance.
The contingency approach develops more situationally specific findings. These two
approaches can be complementary, not competing views, that is, not mutually exclusive.
In both cases, HRM policies and practices matter.

It is likely that bundles of HR practices have more impact on performance than individual

practices, suggesting that internal consistency or fit among HR practices matters.

CASE STUDIES OF HRM PRACTICES

Becker and Huselid (1999) synthesize findings from five case studies carried out in firms
known to be leaders in the management of people (Herman Miller, Lucent, Praxair,
Quantum, Sears). The case studies are reported in Barber et al. (1999); Harris et al. (1999);
McCowan et al. (1999); Artis et al. (1999); and Kirn et al. (1999). They draw three broad
conclusions (Becker and Huselid, 1999, p. 287):

1 the foundation of a value-added HR function is a business strategy that relies on
people as a source of competitive advantage and a management culture that embraces
that belief;

2 avalue-added HR function will be characterized by operational excellence, a focus on
client service for individual employees and managers, and delivery of these services at
the lowest possible cost; and

3 avalue-added HR function requires HR managers who understand the human capital
implications of business problems and can access or modify the HR system to solve
those problems.

SOME KEY CONTRIBUTORS

Edward Lawler

Lawler (1996) builds on the writings on employee involvement, TQM, re-engineering,
empowerment, learning and boundarylessness, and offers a broader new logic for organizing
based on six principles. He believes that particular programs (e.g., TQM) can be successful
but, by themselves, not be enough to make organizations effective in a highly competitive,
global business environment. In addition, many programs are adopted as quick-fixes.
Instead, Lawler advocates change from the ground up.

He contrasts six principles to organizing (Lawler, 1996, p. 22):

Old Logic Principle: Organization is a secondary source of competitive
advantage.

New Logic Principle: Organization can be the ultimate competitive advantage.
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OId Logic Principle: ~ Bureaucracy is the most effective source of control.

New Logic Principle: Involvement is the most effective source of control.

OId Logic Principle: ~ Top management and the technical experts should add most
of the value.

New Logic Principle:  All employees must add significant value.

OId Logic Principle: ~ Hierarchical processes are the key to organizational
effectiveness.

New Logic Principle: Lateral processes are the key to organizational effectiveness.

OId Logic Principle: ~ Organizations should be designed around functions.
New Logic Principle:  Organizations should be designed around products and

customers.

OId Logic Principle: ~ Effective managers are the key to organizational
effectiveness.
New Logic Principle:  Effective leadership is the key to organizational

effectiveness.

These six new logic principles must be considered as a whole and form the basis of a
broad approach to organizing and managing that involves changes to all systems and prac-
tices necessary for organizational effectiveness. Lawler goes on to illustrate how these
principles can be implemented. Bringing about large-scale organizational changes is very
difficult. The following are important factors in bringing about successful change. First,
there must be a compelling business reason for change. Second, senior management must
support and guide the change. Third, change must be seen as a long-term investment.
Fourth, continuous experimentation and learning must be encouraged. Fifth, involve as
many managers as possible in the change process. Sixth, start the change process in the most
responsive areas; these spread it to other areas as requested.

Lawler (2003) titles a recent book Treat People Right. This sounds obvious and simple to
do but, in reality, it is very difficult to do. Managers need to take action that is good for
both people and organizations. Lawler calls the relationship between people and organiza-
tions when people are treated right a “virtuous spiral” in contrast to the downward spiral
described by Pfeffer (1998).

This is not a feel-good approach. Treating people right is complex. Organizations must
treat employees in ways that motivate and satisfy them; employees must behave in ways that
help their organizations become more effective and high performing. This approach requires
insightful, forward-looking leaders, skilled management, well thought out management
structures, programs and policies designed to motivate employees to perform at peak levels.

It is commonly believed that there is a conflict between what is good for an organiza-
tion and what is good for people. While sometimes true, when people are treated right the
likelihood of such conflict is reduced. Lawler sees this as a two-way street. Organizations

must adopt new attitudes and practices; employees have a responsibility in meeting goals
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of high organizational performance. Employees need to take responsibility for their know-
ledge, skills, development and performance. These efforts foster a virtuous spiral of success.
When organizations value and reward people, those people are committed to performing
well. As a result, the organization accomplishes more and it can then reward employees
more and attract and retain more talented employees. This leads to even higher organiza-
tional performance. This involves developing a variety of HRM practices that motivate
people to peak performance with accompanying rewards. Staff, in turn, are more committed
to the organization and more responsible for their own behaviors (contribution, learning,
development, etc.).

Seven principles for treating people right and creating a
virtuous spiral

1 Attraction and retention: Organizations must create a value proposition that defines the
type of workplace they want to be so that they can attract and retain the right people.

2 Hiring practices: Organizations must hire people who fit with their values, core
competencies, and strategic goals.

3 Training and development: Organizations must continuously train employees to do their
jobs and offer them opportunities to grow and develop.

4 Work design: Organizations must design work so that it is meaningful for people and
provides them with feedback, responsibility and autonomy.

5 Mission, strategies and goals: Organizations must develop and adhere to a specific
organizational mission, with strategies, goals and values that employees can
understand, support and believe in.

6  Reward systems: Organizations must devise and implement reward systems that
reinforce their design, core values and strategy.

7 Leadership: Organizations must hire and develop leaders who can create commitment,
trust, success and a motivating work environment. Virtuous spirals are the ultimate

competitive advantage—powerful and hard to duplicate.

John Katzenbach

Katzenbach (2000) studied energized workforces that achieved higher (peak) performance
than their competitors, than similar workforces in other companies, than was expected, and
better than the norm. They identified 27 companies that met his criteria.

They then spent considerable time in each, examining front-line workers, middle
management and executive levels, resulting in intensive case studies. Objective perform-
ance data were assembled for each company. This included indicators of productivity,
quality, customer service (where relevant) and employee turnover.

Although each organization took its own unique approach, some common themes were
noted. They believed strongly in each employee. They captured their employees both
emotionally and rationally. They also balanced a disciplined emphasis on worker fulfillment
and organizational objectives. While good people management was important, these peak

performing organizations went further in firing up their workforces.
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Katzenbach expected these organizations to use similar approaches in achieving their
success: in fact, they did not. Katzenbach identified five balanced paths to peak performance.

These were:

mission, values and pride
process and metrics
entrepreneurial spirit

individual achievement

G W N =

reception and celebration.

Some organizations combined two or more paths. Katzenbach suggests that these orga-
nizations did not deliberately create or decide on these paths but the paths emerged as senior
managers tried to realize both organizational performance and fulfilled employees. Although
these two objectives are basic to each of the five paths, organizations used a different set of
practices and approaches; each formed a balanced path (or culture) that produces a highly
motivated workforce that consistently achieves high performance. Katzenbach offers sugges-
tions on how organizations can create and focus the energy of a workforce, how discipline
can be developed and enforced to achieve consistently superior performance and how

organizations can identify the best paths for them to pursue.

Jim Collins and Jerry Porras

Collins and Porras (1994) studied 18 outstanding and long-lasting companies (outperformed
the stock market by a factor of 15) comparing them to one of their top competitors. Great
companies embrace both extremes on a number of dimensions (e.g., visionary and futur-
istic/ outstanding daily execution). They put profits after people and products. They retain
a core ideology while changing practices, products and people. They set challenging and
risky goals. They build very strong cultures. They promote from within. They resist the
status quo and continually try to do better. They experiment, take action and make things
happen. Mistakes are accepted as a necessary cost of doing outstanding business. Finally,
they work continually to make sure all parts are as well aligned as is possible.

Visionary companies continue to be outstanding performers over long time periods,
several generations of leaders and many product life cycles. Collins and Porras use the term
visionary companies to distinguish companies that have been the best performers in their
industries for decades.

Collins and Porras used vast amounts of financial data and written information (books,
articles, case studies, company publications, video footage) on their 36 companies. The key
question was what distinguished the visionary companies from the 18 comparison companies.

In the visionary companies, the building of the company, not the building of products, was
the ultimate goal. Visionary companies put profits after people. Visionary companies lived
with paradox (e.g., low cost and high quality, conservative and bold). Visionary companies
retained a core ideology while pursuing programs and change. Visionary companies had “big
hairy audacious goals.” Visionary companies had cult-like cultures. Visionary companies tried

lots of things, keeping what was useful. Visionary companies invested heavily in management
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development, believing strongly in promotion from within. Visionary companies were never
satisfied with being good enough. Finally, visionary companies forged their core ideology and
unique approaches to progress and peak performance into all aspects of the organization and
into everything the organization did.

Much of the latest management writing can be described as buzzwords and fads trum-
peted as new creative approaches. Most of these buzzwords are not new, having been
practiced in outstanding organizations for decades. In addition, widely held assumptions
about outstanding organizations were found to have questionable value.

Collins and Porras (1994), for example, list 12 shattered myths. These include: it takes
a great idea to start a great company; visionary companies require great and charismatic
visionary leaders; the most successful companies exist first and foremost to maximize profits;

and visionary companies are great places to work, for everyone (Collins and Porras, 1994,

pp- 7-9).

Jim Collins

Collins (2001) studied 14 companies that dramatically improved their performance and
maintained these results for at least 15 years. These companies were matched with compar-
ison companies that were unable to move from good to great. Data on these companies
included financial information, interviews with many executives in the good to great
companies, and published material on these 28 companies.

Similar to the earlier Collins and Porras (1994) study, the good-to-great companies were
contrasted with those companies that failed to achieve greatness. As in the 1994 book,
Collins found many of the myths were not supported. Thus, strategy did not separate the
two groups of companies. Neither technology nor mergers and acquisitions made a differ-
ence. Good-to-great companies were not necessarily in great industries. Finally, bringing
in celebrity leaders from the outside reduced the likelihood of moving from good to great.

But some factors did distinguish the two groups of organizations. Senior executives in
the good-to-great companies invested in building the company and not themselves. This
exhibited high levels of personal humility and professional resolve and fearlessness.
Executives in good-to-great companies focused initially on recruiting the right people and
removing the wrong people. Then efforts were made to build a superior executive team.
Executives in good-to-great companies thrive on truth, dialogue and debate, and the facts.
Good-to-great companies understood what they could excel at and what they could not.
Good-to-great companies had a culture of discipline. Disciplined people engaged in disci-
plined thought, and then undertook disciplined action. Good-to-great companies used
carefully selected technology as an accelerator of momentum. The changes that took place
in these good-to-great companies were natural, evolving and cumulative processes over a

long period of time. There was no single dramatic deﬁning moment or program.

WHY DON’T ORGANIZATIONS EMPHASIZE HRM?

What is surprising, however, is the slow rate of diffusion of the use of HRM practices across

organizations. A survey of US businesses showed that only 16 percent had at least one
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innovative practice in each of four major HRM policy areas (flexible job design, worker
training, pay-for-performance compensation and employment security). A study of 3,300
US workplaces concluded that the use of high performance work systems was relatively
rare. About one-third had tried a formal TQM program, and about one-quarter used bench-
marking programs to compare their practices and performance with other organizations.
The fact that it is difficult to specify the particular HRM practice that contributed to
enhanced firm performance may be one more reason for the lack of diffusion.

Although the use of best HRM practices has increased, only a minority of firms use them.
And, somewhat surprisingly, successful HRM practices are not necessarily the ones adopted;
instead, firms often opt for those easiest to adopt. Practices adopted sometimes fail and
more often are discontinued. Implementing such programs is difficult. Implementation
needs to be monitored and approached in a planned and comprehensive way.

Pleffer (1994, 1998) identifies several internal and external barriers to the use of effec-
tive HRM practices. Four internal barriers are noted. First, CEOs touted as heroes are often
those who succeed in the short term by destroying the human system rather than achieving
long-term competitive advantage through people. Second, unproductive theories of human
behavior in the workplace are endorsed. Employment relationships are couched in economic
transaction terms rather than in human and social terms. Third, organizations use language
that diminishes trust, cooperation and self-management. Fourth, managers are resistant to
and cynical about the implementation of new HRM practices because of the past history of
management practices in their companies (deskilling, fighting unions, management control).
Among external factors, Pfeffer believes that labor laws, at least in North America, mitigate
against organizational change. The legal system applicable to the employment relationship
makes it harder to use people to competitive advantage.

There are also other internal sources of resistance to implementing HRM practices. These
include: the loss of jobs, status and pay through the removal of hierarchy; the costs, bene-
fits and uncertainty of change; inadequate measures of the benefits of change; and hiring man-
agers from outside who do not understand ways to obtain competitive advantage through
pcoplc in their new companies.

Pfeffer (1998, p. 132) finds the following sources of resistance to utilizing HRM best
practices. Organizations desire to do what everyone else is doing and to follow the crowd—
a problem is, the conventional wisdom is incorrect. There are managerial career pressures,
derived from the need to “make the numbers” and to have a track record that makes one
“mobile,” pressures that create an emphasis on short-term financial results. There is a persua-
sive belief in leadership and a tendency to overvalue things we have helped produce, making
delegation difficult. There exist demands for accountability and reproducibility in results
and decisions that destroy the benefit of expertise, which is inevitably dependent on tacit
knowledge. Career trajectories—who gets promoted—all too often reward financial rather
than human resource or people management. There is an excessive focus on measuring
costs—often short-term costs at that—and neglecting to assess the returns of those costs
and investments. The business press and management education touts “mean” or “tough”
management. There exists a management education and training focus on finance and
accounting rather than on human resources or organizational behaviour. There is a greater

normative and economic value placed on being a skilled analyst, on knowing, compared to
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the value placed on being able to manage people, on doing. Finally, the capital market
primacy over other stakeholders and demands for short-term performance make long-term

investments in people more difficult.

IMPLEMENTING EFFECTIVE HRM PRACTICES

It has been estimated that about three-quarters of all organizational change efforts fail. Ulrich

(1997, p. 157) offers ten reasons why change efforts do not produce results:

Not tied to strategy

Seen as a fad or quick fix

Short-term pcrspcctivc

Political realities undermine changc

Grandiose expectations versus simple successes
Inflexible change designs

Lack of leadership about change

Lack of measurable, tangible results

Afraid of the unknown

Unable to mobilize commitment to sustain change.
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Pfeffer offers some thoughts on bringing about change to achieve competitive HR advan-
tage. Management must take responsibility for fixing those problems found to exist. Then
strategic choice must be exercised. To what extent are the HRM policies and practices
internally consistent? To what extent are the HR practices and policies externally consistent;
that is, produce the skills and behaviors necessary to compete given the firm’s strategy and
the competitive environment it faces? People must feel a need for change, a need to do
things differently. This can be assisted by data showing that current practices are not
working, identifying ways in which evolving company strategy impacts on HRM, and
seeking external stimulation through plant visits, other companies, seminars.

Ulrich (1997, pp. 158—159) summarized seven critical success factors for change. These
are fairly widely known, yet most change efforts fail. Organizations and change agents have

done a poor job of translating this knowledge into action:

B [eading change: having a sponsor of change who owns and leads the change initiative.

B Creating a shared need: ensuring that individuals know why they should change and that
the need for change is greater than the resistance to change.

B Shaping a vision: articulating the desired outcome from change.

B Mobilizing commitment: identifying, involving and pledging the key stakeholders who
must be involved to accomplish the change.

B Changing systems and structures: using HR and management tools (staffing, development,
appraisal, rewards, organization design, communication, systems and so on) to ensure
that the change is built into the organization’s infrastructure.

B Monitoring progress: defining benchmarks, milestones and experiments with which to

measure and demonstrate progress.
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B Making change last: ensuring that change happens through implementation plans,

follow—through and on-going commitments.

How does one start?

First, senior management must establish a philosophy, goal or vision. This means publicly
and repeatedly stating the importance to the organization’s success. Senior management has
a key role in developing an overarching philosophy or vision for their HRM initiatives.
Second, it is critical to make some changes with immediate impact (immediate visible results
generate support and widespread commitment to make going back almost impossible); to
take action of some sort. Try experimenting. Finally, companies seriously committed to
effective HRM practices use measurement of their efforts as a central feature of their efforts.
Measurement serves several purposes. It puts attention on these practices. It provides feed-
back on the implementation of their HRM practices.

To the extent that organizations can unleash the hidden value within their people, they
will increase their chances of success, particularly as knowledge and intellectual capital
become more important. There is a sense that organizations today need new ways of
functioning to be successful. As a recent advertisement stated: “There’s just one problem

with business as usual. It’s business as usual.”

NOTE

1 Preparation of this chapter was supported, in part, by the School of Business, York University.
Joe Krasman assisted in the literature review; Louise Coutu prepared the manuscript.
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Chapter 3

The HR function in the
hew economy

Mark L. Lengnick-Hall and Cynthia A. Lengnick-Hall

A firm’s human resources often are acknowledged as a crucial source of competitive value
and among a firm’s most important assets. This has never been more accurate than in the
new knowledge economy. The knowledge economy erodes many familiar sources of
competitive advantage (D’Aveni, 1994). Market characteristics make it unlikely that any
firm can find a secure external position that offers a sustainable edge over rivals. Corporate
boundaries, rather than national borders, define a firm’s scope of activities. Substitutes for
natural and technological resources are rapidly developed and made readily available, and
technological advances are quickly replaced or so diffused that they become basic business
requirements rather than sources of advantage. These diminished sources of dominance,
coupled with relentless market shifts, suggest that a firm’s internal resources and intangible
capabilities are the primary source of value creation for the future, since they offer a more
reliable and controllable foundation for strategy making (Grant, 1991). It is becoming clear
that success in the knowledge economy will accrue to those organizations that are adept at
creating strategic capability.

What is strategic capability? According to Saint-Onge (2001) strategic capability is the
capacity to create value based on the intangible assets of the firm. A firm’s tangible assets
generally are well understood: they are readily visible, rigorously quantified, form an inte-
gral part of the balance sheet, can be casily duplicated, and depreciate with use. In contrast,
intangible assets are less well understood. Intangible assets are invisible, difficult to quan-
tify, not tracked through accounting, have to be developed in a path-dependent way over
time—they cannot be obtained instantaneously, bought, or imitated—and they appreciate
with purposeful use. Examples of intangible assets include technological know-how,
customer loyalty, branding, and business processes. Tangible assets are necessary, but not
sufficient, for gaining a competitive advantage in the knowledge economy because most
tangible assets can be imitated or obtained through the market. It is the intangible assets
that will make the difference to which firms succeed and which fail.

Some of the indicators of strategic capability include: a high level of business competency;
a superior ability to detect, understand and direct what’s going on in the marketplace (where
preferences are shifting rapidly); the ability to transfer skills quickly and effectively across
the organization, the ability to scale-up production to meet explosive demand, and quickly

expand market reach; and the ability to generate new opportunities for the organization
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before the marketplace has discovered they are required. Strategic capability is a readiness for
the present and an ability to adapt in the future.

Strategic capability is obtained through relationships where the creation, exchange, and
harvesting of knowledge builds the individual and organizational resources and capabilities
that enable a firm to provide superior value for customers. On their own, most resources
offer limited competitive value. It is when resources from different categories (i.e., finan-
cial, technological, human, intangible) are combined and coordinated to create a bundle
that is rare, valuable, difficult to imitate, and non-substitutable, that resources make the
greatest strategic contribution (Barney, 1995). Combining bundles of resources through
organizational processes can yield organizational and strategic capabilities. Organizational
capabilities describe what a firm can do more effectively than its rivals. An organizational
capability is the capacity to accomplish a specified task, outcome, or mission. Capabilities
are integrated bundles of skills and accumulated knowledge that use organizational processes
to coordinate and exploit the firm’s assets. Therefore, resources are the foundation of a
firm’s capabilities, and capabilities are the primary source of competitive advantage.
Successful firms typically make strategic investments in infrastructures and processes that
link resources of various kinds to create capabilities. The longer and more complicated the
string of activities needed to transform a bundle of resources into a capability, the more
difficult it is for competitors to duplicate the accomplishment.

However, a sustained advantage requires a firm to be as varied, flexible, and changeable
as the market in which it competes. The more turbulent, unpredictable, and diverse the
marketplace, the more flexible, agile, and varied the organization needs to be in order to
compete (Ferrier et al., 1999). Therefore, an extensive repertoire of capabilities that create
different kinds of value, coupled with organizational agility and versatility, are necessary to
sustain desirable competitive results.

People play an essential role in realizing the benefits of resources, organizational capa-
bilities, and strategic competencies. Building block resources typically are inert—they
cannot create value without human intervention. Likewise, few resources can be bundled
into capabilities or orchestrated into competencies without human contributions. A deci-
sion support system, for example, offers little value without a decision maker. Sophisticated
cameras and unique special effects equipment are ineffective without the artists who create
the movie. Human resources are the connective tissue of value creation.

The juxtaposition of a string of highly orchestrated, rare, and valuable organizational
capabilities with the fluid, diverse, and often discontinuous market expectations character-
istic of the knowledge economy, creates a dynamic tension that puts an additional premium
on human factors. Most strategically valuable resources and capabilities are path depen-
dent—building on prior actions and experiences and requiring investments over time to
develop. Path dependency exploits tacit knowledge and, therefore, is dependent on human
capital. In addition, most strategically valuable resources and capabilities are socially
complex. Social complexity means value is realized through people working collaboratively,
often in reciprocally interdependent ways that transcend formal job descriptions and
reporting relationships. Social complexity builds on relationships and, therefore, is depen-
dent on social capital. Both path dependency and social complexity reinforce consistency in

patterns of behavior.
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However, as noted previously, the fluid market of the knowledge economy requires
agility and versatility. Knowledge management provides the foundation for achieving effec-
tive organizational flexibility and variety. Four processes lie at the core of knowledge
management: generating knowledge, organizing knowledge, developing knowledge and
distributing knowledge (March and Garvin, 1997). Each of these processes depends heavily
on human contributions. Therefore, as with human capital and social capital, knowledge
management is dependent on a firm’s human resources.

Human capital, social capital, and knowledge management are foundation capabilities that
can lead to competitive advantage in the knowledge economy if they are applied quickly,
effectively, decisively, and toward the appropriate target. Rapid deployment is the orches-
trating competency that transforms these three foundation capabilities into strategic advan-
tage. As with human capital, social capital and knowledge management, rapid deployment
is derived, primarily, from people in action.

The knowledge economy suggests that a new lens is needed for the human resource man-
agement (HRM) function in most organizations. People are at the heart of value creation in
the knowledge economy, but the conventional ways in which many HRM professionals have
viewed people is not focused on the types of contributions that will be crucial in this con-
text. Many of the practices and perspectives traditionally found in HRM units are well suited
to matching people to jobs and jobs to strategies, to motivating people to make a variety of
contributions to value creation expertly and efficiently, and to responding to a firm’s strate-
gic intent. But, the knowledge economy requires a different kind of human resource man-
agement in which human resource (HR) professionals take the initiative in designing value
creation options for their organizations. The focus of HRM in the knowledge economy should
emphasize making it possible for people to leverage other types of resources to create capa-
bilities, and to nurture core competencies within a context that rewards both consistency
and innovation and values both persistence and flexibility (Quinn, 1991).

This chapter will describe how the HRM function is evolving and will continue to evolve
to meet the demands of the knowledge economy. First, we will describe characteristics of
the knowledge economy. Second, we will define new roles for the HR function. Third, we
will provide an example of how one company has reshaped its HR function to meet the

demands of the knowledge economy.

THE KNOWLEDGE ECONOMY

By the end of the twenticth century, there was a great deal of discussion about the “new
economy.” In contrast to the “old economy,” the “new economy” describes aspects or sectors
of an economy that are producing or intensely using innovative technologies, and rely heavily
on information and other knowledge-based sources of value creation. This concept partic-
ularly applies to industries where people depend more and more on computers,
telecommunications, and the internet, to produce, sell, and distribute goods and services.
Articles and pundits proclaimed a new and transformed way of doing business and—to a
large extent—they were correct. Now that we are several years past the peak of excite-
ment, it is possible to reflect on what was hype and fad, and what was truly transformational

and enduring.
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The term knowledge economy probably better captures what is new and different about
a marketplace that is becoming ever more dominant. The knowledge economy encompasses
all jobs, companies, and industries in which the knowledge and capabilities of people, rather
than the capabilities of machines or technologies, determines competitive advantage
(Lengnick-Hall and Lengnick-Hall, 2003). Labor, materials, and money can be combined
from locations dispersed across the globe, making it possible—for example—to have
computer programmers in India and California working on developing the same software
24 hours a day, 7 days a week, and 365 days a year. Organizations and institutions are
becoming increasingly interconnected—facilitating sharing information and forming ad hoc
partnerships that can be created and dissolved to meet situational needs. Products and
services can be quickly and cost effectively fitted to the individual needs of customers, using
the methods of mass production coupled with the speed of information technology. The
middleman standing between producers and customers can be largely eliminated due to
more direct means of communication afforded by technology, allowing companies to deal
directly and efficiently with each of their customers. The knowledge economy brings
together disparate groups, blurring the boundaries between industries, organizations, units,
and technologies. Finally, the knowledge economy places a premium on immediacy—busi-
ness is transacted in real time, organizations continuously adjust to changing business
conditions, and product life cycles become shorter.

Competition in the knowledge economy takes place on three levels (Doz et al., 2001).
Competing on the sensing plane means organizations will have to constantly search out new
knowledge that could lead to the development of new products and services. Competing on
the mobilizing plane means that once organizations have found useable knowledge, it must
be marshaled to create a product or service. Competing on the operating plane means that
knowledge must be focused to create and distribute the products or services. Competition
at all three levels will require a combination of individual and organizational capabilities to
learn and share knowledge rapidly and effectively.

The knowledge economy will have two important effects on HRM. First, HRM should
not remain confined to its conventional activities of staffing, training and development,
performance management, and so on. As with all other functional areas, HRM activities
will be expected to demonstrate how they contribute to value-creation, create organiza-
tional capabilities that enable the firm to thrive in a fluid economy, and leverage the other
activities and resources of the organization. HRM in the knowledge economy includes activ-
ities that overlap with other traditional business functions (e.g., finance, marketing, and
strategy). HRM in the knowledge economy also includes new activities, such as knowledge
management, that do not fit into one of the previous functional areas of HR concern. Finally,
HRM is responsible for managing the capabilities that people create and the relationships
that people must develop to enable organizations to compete.

The second important effect of the knowledge economy on HRM is that who does HRM
will become the joint responsibility of the HR department, managers, and employees. Much
of the administrative work is, and will continue to be, outsourced. In addition, HRM shares
more of its work with managers and employees as developments such as e-HR (web-based
manager and employee HR self-service) become more prevalent. A partnership orientation

means that HR will need to contribute directly to activities traditionally relegated to line
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Thus, an emphasis on strategic capability necessitates rethinking the HRM function.
Rather than focusing on specific operational tasks, such as selection or training, the creation
of strategic capabilities requires a broader perspective. This is similar to the reorientation
toward core competencies in the strategic management field (Prahalad and Hamel, 1990).
Rather than emphasizing products and markets, a strategy built around core competencies
centers on harmonizing streams of technology and knowledge across organizational units to
create integrative organizational capabilities. We propose that by forming the HRM func-
tion around common themes (Ulrich, 1999) or roles, organizations will be able to adapt
better to the demands of the knowledge economy. Roles blend and extend conventional
HRM functions in a way similar to that by which core competencies combine and broaden
traditional distinct competencies of various business units. These HRM roles encompass
more than traditional HRM practices. Roles provide direction and guidance, but do not
lock the HR function into a specific set of activities.

To create strategic capability and effectively manage its three components of human
capital, structural capital, and relationship capital, we propose that the HRM function will
have three primary roles in the knowledge economy: Human Capital Steward, Knowledge
Facilitator, and Relationship-Builder. To effectively capitalize on a firm’s strategic capa-
bility, we add a fourth role—Rapid Deployment Specialist. The relationships among these

roles are depicted in Figure 3.1.

Human P Social
capital o capital
Knowledge
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capability
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Rapid development
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Figure 3.1 Components of strategic capability
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FOUR NEW ROLES FOR HRM

HR roles provide a logical basis for constructing common themes that support an organ-
ization’s strategic capability for thriving in the knowledge economy. Typically, roles are a
more broad and adaptable concept than practices or jobs since they emphasize results rather
than procedures. Roles reduce functional boundaries and conventional organizational
borders since they describe outcomes that typically require diverse contributions. Roles
facilitate adaptation and adjustment since they focus on ends rather than means. Since the
knowledge economy requires capabilities that balance consistency with change, inventive-
ness with expertise, and individual interests with collective results, roles offer a useful
approach to redefining an organization’s HR contribution.

Human Capital Steward

Human capital is the knowledge, skills, abilities, and experience unique to an individual
employee. The collective human capital of all of an organization’s employees forms a unique
intangible resource that distinguishes it from other organizations and provides the basis for
strategic capability. The new role of Human Capital Steward requires accumulating, concen-
trating, conserving, complementing, and recovering the collective knowledge, skills, and
abilities within an organization (Hamel and Prahalad, 1993). To thrive in the knowledge
economy, organizations will need to develop a deep reservoir of talent—among both
employees and external co-producers. HR professionals must develop both competencies
and commitment among this diverse group of workers (Ulrich, 1998). The role of HR will
focus on keeping the best minds and thinkers engaged.

A human capital perspective is different from the traditional (job-based) view of KSAOs
(knowledge, skills, abilities, and other characteristics). In the traditional view of KSAOs,
only those elements directly related to task performance on specific jobs are considered.
However, in the human capital view, all of the various talents, attributes, capabilities, and
insights a person brings to the workplace are included (non job-related as well as directly
job-related). Thus, while an employee’s music skills typically are not considered as directly
relevant to effective performance for many jobs, musical talent may play a significant role
in an individual’s value-creating potential when considered in conjunction with the other
KSAOs the employee brings to the workplace. Musical skills, for example, may allow an
employee to design more creative solutions to a problem, or develop a habit of disciplined
rehearsal, or may form the basis for relationships with other employees that facilitate the
building of social capital. Non-traditional capabilities may enhance job performance in
indirect, but quite valuable ways and thus contribute to strategic capability.

The second aspect of this role that differs from the conventional HR perspective is that
of stewardship. Human Capital Steward prescribes a relationship between the organization
and its employees in which the organization leads without dominating and facilitates
followers without controlling them. Stewardship allows for a relationship between organi-
zations and employees in which each makes significant, self-responsible contributions to
organizational success (Daft, 1999). Stewardship metaphors commonly are used with natural

resources, such as land, fish, and forests. These metaphors focus on preserving, conserving,
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sustaining, growing, and developing the natural resources. Furthermore, these metaphors
focus on the future and ensuring that the resources will be available and thriving beyond
the current time horizon.

The stewardship concept acknowledges several key shifts in employment relationships
that accompany the knowledge economy. Intellectual capital is not owned by the employer,
but is bought and sold in human capital markets. Workers are volunteers or free agents
since they control their intellectual capabilities. Workers also are investors, choosing where
they will share their KSAOs and how long they will stay. They expect a return on their
investment, too. This creates new challenges for attracting, motivating, and retaining volun-
teers and ensuring their identification with the firm. Despite circumstances in which market
contracts often replace employment contracts, HR must ensure that the needed human
capital is available, capable, effective, and grows in value. Stewardship is a pivotal shift in
HR thinking. It is about being deeply accountable to others as well as to the organization,
without trying to control, define meaning and purpose, or take care of them.

Stewardship requires a significant reorientation in HR thinking. First, it means basing
relationships on a partnership assumption rather than a paternalistic, policing role. It reflects
an understanding that partners have a right, and at times an obligation, to say “no” to ecach
other. Partners are honest with each other. They don’t hide information and they don’t
protect each other from bad news. Partners jointly are responsible for outcomes and for
defining vision and purpose. To move toward a partnership orientation, HR needs to unlearn
habits focused on imposing regulations or, conversely, on waiting for direction from
corporate leadership.

Second, a reorientation toward stewardship means localizing decisions and power to
make strategic capability everyone’s responsibility. Everyone is responsible for thinking
strategically, being on the alert for opportunities, providing early warning of problems, and
responding to situational needs. Localized power also means that employees take owner-
ship and responsibility for their own human capital development, and that HR facilitates,
but does not control this process.

Third, stewardship means that core work teams are expected to build the organization.
Teams define goals, maintain controls, and create a nurturing environment. Teams are
expected to choose how they respond to changes in the marketplace or the work context.
Teams design selection, compensation, appraisal, and training practices and are held
accountable for the outcomes that result from these processes. HR responsibilities are more
in the realm of mentor and teacher than supervisor. HR sets the parameters to ensure consis-
tency and provides their expertise through education to expand the firm’s competence
(Block, 1993).

As a Human Capital Steward, HR contributes to strategic capabilities by developing,
leveraging, renewing, and nurturing a firm’s stock of knowledge, skills, abilities, interests,
and talents. HR is there to help ensure that every individual is able to make value added
contributions by identifying and cultivating individual competencies and capabilities.
Moreover, HR contributes to the firm’s strategic capabilities by ensuring that renewal
and rejuvenation are on-going activities rather than episodic events. Resource flexibility,
coordination flexibility, and adaptability over time are all important responsibilities. While

initiatives might include many familiar training and development activities, human capital
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stewardship also includes creating a culture of continuous learning, inquiry, and personal
responsibility for avoiding obsolescence. HR shapes the values and provides the contextual
backdrop that enables people to take initiative and use their judgment in a flexible and fluid
business setting. The role of HR is not to create a dependency between the employee and
the HR unit, but to forge a partnership that leads to increased intellectual capital, enhanced
commitment, greater awareness of opportunities to make a difference, and adaptability.

In addition, Human Capital Stewards contribute to strategic capabilities by creating a
broad and adjustable pool of human talent. This requires the design of an appropriate mix
of core, associate, and peripheral groups of employees, supplemented by flexhire workers,
mediated services, contractors, customers, suppliers, and others willing to engage in co-
production to improve productivity. An important part of the HR unit’s contribution to
strategic capabilities comes from transforming potential contributors into actual contribu-
tors. HR will need to devise broad, flexible, customized, and meaningful sets of incentive,
reward, and appraisal systems to energize people to want to contribute their best and to
look for opportunities to make a difference.

Relationship Builder

In an increasingly fast-paced and turbulent environment, more emphasis will be placed upon
the relationships—or social capital—created and sustained among employees within and
across organizations. Rather than building fixed assets on their balance sheets, companies
will develop partnerships, oftentimes creating intense collaborators out of a company’s
fiercest rivals.

The role of Relationship Builder focuses on creating programs and practices that enable
employees to encourage, facilitate, nourish, and sustain relationships among fellow employ-
ees, customers, suppliers, firms in complementary arenas, and at times, even rivals. The
power of relationships lies in creating synergy within the organization and across the market-
place. Agile combinations of employees who have developed relationship networks can create
more value for the organization than the mere sum of their individual contributions.

One of the lessons from the work on complex adaptive systems is that relationships hold
the key to organizational resourcefulness and resilience (Pascale, 1999). The ways in which
people interact substantially determine the extent to which the full benefits of their capa-
bilities are realized by a firm. Thus, the creation of social capital through building
relationships is a key factor for leveraging human capital and other resources to create
strategic capability. The significance of social capital is demonstrated dramatically when firms
attempt to implement sophisticated information processing systems. Social capital is essen-
tial for transforming the potential benefits of information technology systems into
competitive reality (McDermott, 1999).

The relationship builder role is pivotal since both human capital and knowledge manage-
ment are most effective in the context of an organizational community. Communities are
more resilient and more adept at co-evolution with their surroundings than other types of
social groupings (Peck, 1987). In communities, individual and collective interests are inte-
grated by an allegiance to the firm as a whole. What does it take to build a community?

Communication and relationships in communities go deeper than the typical “masks of
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composure” found in many workplaces. Communities are noted for their interdependence
and mutual respect. They are intimate and invite disclosure through on-going verbal and
nonverbal communication. Community members share a mutual concern and are committed
to resolving problematic conditions faced by others in the web. Communities typically are
populated by good organizational citizens (Bateman and Organ, 1983). Communities
develop an allegiance to the whole enterprise that, in turn, enables them to balance both
individual performance and collective action. Communities are the result of complex,
genuine, and healthy relationships. When HR creates community relationships across
the firm and beyond its borders, it provides a platform for leveraging resources, creating
capabilities, and developing core competencies.

Communities are built around real needs and real work, so HR can make valuable contri-
butions by clearly distinguishing value-added work from historical artifact activities within
a firm (Brown et al., 1994). A corollary contribution comes from ensuring that current
definitions of value creation are well publicized. It is easy for an organization to become
habituated to considering a particular competence as a source of competitive advantage
even when the market no longer values this capability. HR must be vigilant in helping an
organization unlearn obsolete assumptions and perspectives.

In addition, communities are built by shared experiences. Therefore, HR can create
experiences in which individuals learn by doing together. For example, many of the tech-
nology tools for knowledge management offer important opportunities for enhancing the
structural, cognitive, and relationship components of social capital (Nahapicet and Ghoshal,
1998). The structural dimension is the configuration of impersonal links between people
and units. Data flows and network connections present a tremendous opportunity to
enhance a firm’s structural basis for building social capital. The relational dimension is the
personal relationships people develop with each other across a history of interactions. These
relationships include emotional responses such as respect and friendship that influence indi-
vidual behavior. Technology implementation increases opportunities for new relationships
to be developed by exchanging information about formerly tacit processes. However,
counter to intuition, developing personal relationships in the presence of electronically
mediated exchanges requires an increase, rather than a decrease, in face-to-face communi-
cation. For information technology to foster relational social capital, information exchanges
must be used as a platform for developing direct human contact rather than as a substitute
for face-to-face meetings. The cognitive dimension of social capital is the knowledge and
1anguage system providing shared representations, meanings, and interpretations among
members of a network. Implementing a new organization-wide information system, such
as enterprise resource planning, is an experience that is both personal and widely shared
across a firm. This experience provides a powerful foundation for developing the cognitive
dimension of social capital. Information technology is an omnipresent factor in the know-
ledge economy. HR can leverage the technology itself, and the implementation processes,
as mechanisms for developing social capital.

One of the biggest challenges for creating communities in the knowledge economy is to
be able to forge relationships to achieve the benefits of co-location without actual proximity.
Periodic face-to-face contact must be rich and memorable. Virtual connections need to be

constructed to share intimate, revealing, and significant ideas.
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HR can contribute to a firm’s ability to leverage its resources and develop strategic capa-
bilities and core competencies by helping individuals build a strong web of relationships.
Some of these, such as those within a community of practice (an informal association of people
with something in common who share what they know and learn from others), should be
quite “sticky” and enduring. Others should be fairly loose and more focused on particular
types of transactions or events. In its various forms, social capital benefits an organization
in many ways (Adler and Kwon, 2000). It helps workers find jobs and creates a richer pool
of recruits. It facilitates inter-unit resource exchange and product innovation. Social capital
facilitates the creation of intellectual capital since people are more likely to share tacit
information and take intellectual risks in a supportive social environment. It facilitates cross-
functional team effectiveness since social capital enables people to see situations from
perspectives that are different from their own. It reduces turnover rates, since individuals
are less likely to leave a firm if they have strong, positive social connections with their co-
workers. It strengthens supplier relations, regional production networks, and inter-firm
learning since social capital can be the foundation for multifaceted, multidirectional, mutu-
ally beneficial relationships that extend beyond transactional exchanges. Clearly, the ability

to create social capital is a crucial organizational capability in the knowledge cconomy.

Knowledge Management Facilitator

It is not enough simply to hire talented employees and put them to work. Strategic capability
requires a firm to be able to create and disseminate knowledge among its employees and
often its customers, suppliers, and firms that make complementary products as well. This
knowledge sharing can range from the mundane simple fix of a computer problem shared
by an employee via e-mail, to the re-engineering of a process disseminated throughout all
units in the organization via a training program, to ensuring that products purchased by
other organizations make full use of a firm’s product functionality. As Intel discovered, not
only was it essential for its own employees to share technology advances among themselves,
it was equally important for firms making the software and hardware that uses their micro-
processors to incorporate new concepts in their products. Cutting-edge technology allows
employees in the lower levels of organizations to seize opportunities and get breakthrough
ideas to the market first. Language barriers are eroding as employees and freelancers
anywhere in the world will soon be able to converse in numerous languages online without
the need for translators.

HR can play a vital role in facilitating organization learning and knowledge sharing
between employees, among departments, throughout the organization, and with external
co-producers. This is not an easy capability to develop and it is closely linked with human
capital and social capital. An important aspect of human capital stewardship is identifying
people who want to learn. Employees need to be able to learn and unlearn continuously,
to teach and to be taught. The organization must tap into all employees’ knowledge as
sources of innovation. HR can make an important contribution by identifying sources of
employee knowledge and eliciting that knowledge from employees. A crucial responsibility
is determining how to reward knowledge acquisition and sharing. Rewarding knowledge

acquisition may be the easier challenge of the two since there are few answers for how to
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get employees to share knowledge that they know, once shared, no longer provides them
with a personal competitive advantage, and makes them expendable.

New knowledge must lead to new behaviors if it is to create strategic capability.
Knowledge is of little use unless a firm is able to adjust its actions, decisions, and relation-
ships to capitalize on the insight (Garvin, 1993). Knowledge management facilitation includes
developing organizational capabilities that enable individuals to apply knowledge more
adeptly, quickly, and creatively. Equally important, HR must help organizations strike a bal-
ance between productively focusing efforts on critical tasks while constantly incorporating
new ideas.

Knowledge management and human capital stewardship inevitably are intertwined.
Knowledge management develops the root source of organizational capabilities and compe-
tencies that comprise human capital. What people know, the skills they have honed, the obser-
vations that they can interpret, and the situations in which they can act effectively, comprise
the capabilities and competencies of an organization. Several themes dominate effective know-
ledge management efforts: (1) expanding the data, intelligence, and information that is avail-
able, (2) facilitating access, sorting and interpretation so that information is useful for action,
and (3) maintaining a rich diversity of ideas while secking agreement on purposes.

Realizing these capabilities will require HR to orchestrate a complicated dance that
requires both individual mastery and collective artistry. Knowledge management facilita-
tion is not teaching people what they need to know—often the technical expertise and
specialized information this requires is well beyond the scope of HR. Rather, the essential
capability is ensuring that people know how to learn. This parallels the concept of personal
mastery defined as “the capacity not only to produce results, but also to ‘master’ the prin-
ciples underlying the way you produce results. It stems from your ability and willingness
to understand and work with the forces around you” (Kleiner, 1994, p. 194). As facilita-
tors of individual mastery, HR professionals are personal coaches (to customize a
development investment), resource gatherers (to set the stage for learning), “tightrope spot-
ters” (for when the learning becomes risky or uncomfortable), and appraisers (to provide
feedback continuously regarding the clear competitive value of what is being mastered).
Collective knowledge management requires a relationship orientation and, therebys, is linked
to social capital as well as human capital.

The connection between knowledge management and strategic capability is extensive and
visible. Effective knowledge management allows organizations to respond effectively to
threats, problems, and other changes in the marketplace. Buckman Laboratories, for
example, found that a customer needing a solution to a problem in France was able to get
one from an associate in Monaco after receiving input from US associates and locating
previous solutions and presentations on the K’'netix knowledge network (Hackett, 2000).
Another Buckman associate (i.e., employee) had a microbiological control problem that was
solved by a colleague halfway around the globe who had a hobby—micro brewing—that
involved controlling a similar organism. In both cases, rapid knowledge sharing led to more
productive people who solved customers’ problems quickly. This capability resulted in big
gains for the company. Also in both cases, the synergies across the resources and organiza-
tional capabilities embedded in management, human capital, and social capital are obvious.

Each of these three roles—Human Capital Steward, Relationship Builder, and Knowledge
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Management Facilitator—puts the greatest emphasis on organizational capacity, capability,
and readiness. The final HR role needed in the knowledge economy emphasizes action. As
Rapid Deployment Specialists, HR draws upon the firm’s human capital, knowledge, and
social capital to deliver performance quickly, efficiently, flexibly, and with superior effec-
tiveness. For many in HR, this is a clear departure from the current perspective. Here the
focus is on organization-level results. Evaluation of success is not based on whether HR did

its part, but on whether the organization accomplished its strategic intent.

Rapid Deployment Specialist

The rapid pace and constantly changing environment that many organizations and industries
confront creates another new challenge and new role for HRM: Rapid Deployment
Specialist. The benefit from introducing new products to the market before competitors is
short-lived. Technology, as well as a variety of ways to create value, allows competitors to
meet or exceed such advantages almost instantancously. Rather than creating and sustaining
a long-term competitive advantage that is defended over time, many organizations in the
knowledge economy, instead, will opt for short-term, in-and-out guerrilla-like tactics that
allow them to take advantage of fleeting opportunities in the marketplace (D’Aveni, 1994).
Once the advantage has been achieved, these organizations will move on to the next oppor-
tunity. Many whole companies intentionally will be ephemeral, formed to create new
technologies or products only to be absorbed by sponsor companies when their missions
are accomplished. Other firms will design their strategies around maneuverability to reflect
their turbulent and unpredictable marketplaces.

Many firms are experiencing greater competitive aggressiveness as the total number of
competitive actions (new market-based moves that challenge the status quo) increase
(Ferrier et al., 1999). Persistent strategic success is likely to come from continuous and
quite varied competitive activities. Firms that rely on a comparatively simple and narrow
range of strategic initiatives increase their vulnerability to performance declines in aggres-
sive and changeable markets. Dynamic competition is driven by the ability to move quickly,
take decisive and unexpected action, and thereby confuse and slow the competitive response
capabilities of rivals. Since the knowledge economy is characterized by aggressive, unprece-
dented, and quite varied value-creation activities, rapid deployment is a principal dimension
of strategic capability.

Consequently, strategic capability requires competence in rapidly assembling, concen-
trating, and deploying specific configurations of human capital in order to achieve
mission-specific strategic goals. Rapid deployment of human talent requires employees who
are adaptable. Workers need to be adaptable, versatile, and tolerant of uncertainty to
operate effectively in the constantly changing global market (Pulakos et al., 2000). The
variety of conditions and situations that workers will need to adapt to is daunting: new
people, new teams, novel and ill-defined problems, different cultures, new technology,
challenging physical conditions, among others. Eight primary dimensions of adaptive
performance have been identified and empirically tested (Pulakos et al., 2000). Adaptive
employees react with appropriate and proper urgency in life threatening, dangerous, or

emergency situations. They remain composed and cool under pressure, not overreacting,
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managing frustration well, and acting as a calming and settling influence on others. Adaptive
individuals are effective in solving atypical, ill-defined, and complex problems. They are
able to act effectively despite uncertainty and ambiguity. Adaptive individuals anticipate,
prepare for, and learn what is needed to perform future assignments. Adaptive individuals
demonstrate interpersonal flexibility. Likewise, they demonstrate cultural adaptability—
successfully integrating into a new culture or environment. Finally, these individuals adapt
quickly and effectively to different physical conditions required in changing job/task envi-
ronments. Identifying and fostering these dimensions is part of human capital development,
but rapid deployment effectively uses these capabilities.

As customization and co-production become more prevalent, it becomes increasingly
difficult to respond to local situations if the workplace remains fixed within the walls of a
factory or corporate office. Technology advances enable people to telecommute or to take
their work on the road. In the knowledge economy, work needs to become portable and
this means developing a number of new skills within the workforce and new design
mechanisms within the firm.

Reconceptualizing place to mean working together on a common issue rather than
working in the same room, enables HR to rethink the ways in which location can allow
people to contribute to a firm’s competitive advantage. To transform physical location into
psychological location, individuals with very different perspectives must be able to inter-
pret and use many types of information effectively and toward a common purpose.
Employees, and many who are external to a firm, will have direct access to real time
information at multiple locations within a firm and in the field. Information transparency is
a prerequisite for effective decentralized and autonomous decision making. For information
to be transparent, not only does data need to be accessible in many locations, people need
to know how to transform data that may be generated outside their sphere of expertise into
effective choices and actions. This requires enterprise-based training and a clear under-
standing of organizational goals and metrics. A very dispersed workforce also means that a
strong culture and a common passion, rather than rules or supervision, must provide the
guidance system for autonomous choices and behaviors.

Quick response is also a direct source of strategic capability. From quick turnaround
times for aircraft, to rapid response on insurance claims, to immediate commercialization
of movie tie-ins, the ability to move quickly leads to greater resource utilization, lower
costs, and customer loyalty. Speed also can improve accuracy. When an adverse drug reac-
tion is detected immediately or when a claims agent can observe an accident scene before
vehicles have been moved, the root source of a problem is easier to detect and fix, and it
is less likely that a firm will respond to secondary symptoms. Speed can enable a firm to
adjust its pace to meet market conditions. As firms move toward just-in-time production,
all of those organizations along their supply chain must be able to adjust their processing
speed to match that of the dominant player. As product customization becomes the industry
standard, firms with quick development and production cycles will outperform those with
slower internal responses. Many firms are just beginning to recognize the value of speed as
an important strategic competence.

It is important to recognize that rapid deployment has a reciprocal interdependence with

human capital development, relationship formation, and knowledge management. As a
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firm’s cumulative competitive activity increases, new action repertoires, routines, and
wisdom about how to carry out competitive moves also expand. In this way, these four

roles work together to enhance strategic capability both immediately and into the future.

ORGANIZING THE HRM FUNCTION FOR THE KNOWLEDGE
ECONOMY

With new roles to play in the knowledge economy, how should the HR function be orga-
nized? How do you organize without functions? How do you implement a broader, more
role-based organizational structure for HR?

To contrast the dramatic changes in organizing the HR function, it is worthwhile to see
how HR typically has been organized in the past and how it is evolving in the present. A
traditional HR function compartmentalizes HR responsibilities—staffing, compensation,
training and development, labor relations, etc. (see Figure 3.2). Determining where deci-
sions on HR responsibilities are made depends upon the size of the organization and other
considerations, such as business strategy. Some organizations centralize HR responsibilities
at corporate headquarters; dispersed business units simply implement directives from head-
quarters. Some organizations decentralize HR responsibilities, allowing flexibility for
business units to meet the particular needs of their situations. Some organizations combine
both centralized direction with decentralized flexibility.

In the 1990s, cost and efficiency pressures stimulated some organizations to move toward
a new “three-legged stool” model (Joinson, 1999). The “three-legged stool” consists of an
administrative service center, a center of excellence, and HR business partners. Figure 3.3
depicts how Dell Computer Corporation organizes its HR function using this “three-legged
stool” model. The administrative service center (Dell’s Employee Resource Center) processes
payroll, benefits, and other transactional activities. Its focus is on efficiency. Much of this
work is delivered through employee and manager web-based self-service in some organi-
zations. The center of excellence (Dell’s Center of Competency) houses managerial expertise
in areas important to the business. Its focus is on effectiveness. Experts in this function
concentrate on dcsign rather than transactions, and their customers are line managers. HR
business partners (Dell’s HR Generalists) are generalists who report directly to line managers
in business units, and only indirectly to the HR department. Their focus is on providing
tailored HR services to individual units. They serve as business consultants, aiding managers
in the development and utilization of their human capital.

Vice President
Human Resource

[ [ [ [ ]
Staffing/Employer Compensation |Training and Development | Employee Relations Division/Unit H

Figure 3.2 Traditional HR function
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Human resource information management system

Figure 3.3 Dell’s HR function

Neither the traditional HR function model nor the “three-legged stool” approach is
adequate for meeting the demands of organizations in the knowledge economy. Both models
still maintain a largely functional focus for HR activities. Both models focus on traditional
HR activities and do not directly address issues of human capital, structural capital, and
relationship capital. What is needed is a new way of organizing HR that integrates the
management of all three forms of capital for the benefit of creating strategic capability.
A Canadian financial services company provides a model for how the HR function can be
organized to meet the challenges of the knowledge economy.

Clarica (formerly Mutual Life of Canada) has embraced many of the ideas discussed in
this chapter. As a member of the Sun Life Financial group of companies, Clarica helps more
than four million customers with their personal financial needs. Clarica has more than 8,000
employees at 90 locations in Canada and two in the US.

Their HR function is organized around three teams; ecach led by a Practice Leader (see
Figure 3.4). The Individual Capability Team secks to promote self-initiation and collective
ownership. A key component of this team is the membership contract. The membership
contract establishes the relationship between individuals and the organization as one of
opportunity to develop and use capabilities rather than entitlement to a guaranteed future.
Members include anyone who is involved in creating value for customers. Membership Services
provides employees and managers with a three-tiered system for supporting their work.
Tier 1 provides employees and managers the opportunity to conduct HR transactions
through self-service on the corporate intranet and via e-mail. For issues that cannot be
handled at Tier 1, Tier 2 provides employees and managers with a contact (e.g., by tele-
phone) to facilitate resolution. Finally, at Tier 3, Individual Capability Consultants are available

to intervene for the most complex situations.
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Figure 3.4 Clarica’s HR function

The Organizational Capability Team consists of 12 Organizational Capability Consultants
(OCCs). These consultants report to the leaders of their assigned business teams. The 12
OCCs form a community of practice that oversees the organization’s approach to change
and leadership development. OCCs focus on organizational-level issues of capability whereas
the Individual Capability Team focuses on individual employee capability issues.

The Knowledge Architecture Team is responsible for providing all employees with the know-
ledge they need to learn in real-time to support colleagues and serve customers. This team,
in collaboration with the various business areas, constantly updates the knowledge depot, which
contains reference and learning materials. This team also is responsible for helping to create
communities of practice through which knowledge is shared widely in the organization.

The Strategic Capabilities Unit is the organizational structure that links individual and
organizational capabilities to the customer and the overall strategies of the firm. The Head
of the Strategic Capabilities Unit oversees three Practice Leaders (for each of the three teams),
the Head of Membership Services, and the Technology and Business Manager.

Some general principles can be derived for organizing the HR function in the knowledge
economy. First, the HR function should reduce its role in managing the mundane, admin-
istrative tasks that do little to add value and further the perception of HR as primarily a
clerical function. Outsourcing is one route for some of these activities. Web-based employee
and manager self-service provide another means for accomplishing this goal. Second, the

HR function should increase its role in creating and exp]oiting strategic Capabi]ity. HR
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should collaborate actively in the design and administration of knowledge management
systems. HR should provide nurturance and support for communities of practice and other
forms of relationship building that generate social capital for the organization. Third, the
HR function should organize around broader roles, such as those Clarica devised, in order
to move away from a focus on tools and methods and move toward making value-added

contributions to the strategic capability of the organization.

CONCLUSION

HR is at a crossroads in many organizations. It can be outsourced, automated, and rele-
gated to a secondary support role. This is most likely to occur if HR professionals continue
to see themselves primarily as deliverers of HR services. Alternatively, it can become a
major player in the creation and realization of competitive advantage. This is most likely to
occur if there is a fundamental shift in rethinking what purpose HR can serve in the organ-
ization, along with a transformation in how it is organized. Continuing to operate along
principles and methods that were effective in the industrial era will lead to the declining
importance of the HR function and an erosion of its ability to contribute directly to organ-
izational effectiveness. However, rethinking the roles of HR in the knowledge economy
will mean that, while the HR function may look quite different from what it was in the

past, it may have a large and direct impact on the success of the organization.
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Chapter 4

An architectural approach
to managing knowledge
stocks and flows

Implications for reinventing
the HR function

Shad Morris, Scott A. Snell and David Lepak

INTRODUCTION

Strategy tends to increasingly focus on how firms configure knowledge-based resources to
create value. This is largely due to firms competing less on stable products and markets,
and more on competencies, dynamic capabilities, new ideas, and innovation. Thus, scholars
and executives alike are interested in how firms can enhance and exploit the knowledge
embedded in their people, and other forms of intellectual capital. Such knowledge (often
referred to as knowledge stocks) helps firms create competitive advantage through the effec-
tive use, manipulation, and transformation of various organizational resources required to
perform a task (Nonaka, 1994; Kogut and Zander, 1992; Grant, 1996).

In addition to the importance of knowledge stocks, Dierickx and Cool (1989) noted that
knowledge flows are vital for strategic renewal of new knowledge, as well as recombination
of existing knowledge. In dynamic environments especiaﬂy, the flow of knowledge both
within and across firms is essential for innovation and continuous adaptation—leading to a
more sustainable competitive position (Grant, 1996; Kogut and Zander, 1992; Nonaka and
Takeuchi, 1995; Spender, 1996). Viewed this way, it is the configuration of knowledge
stocks that provides a foundation for competitive advantage (Grant, 1996), but the renewal
and recombination of those stocks that allow a firm to sustain that advantage (Grant, 1996;
Teece et al., 1997). This distinction can be important because, as Leonard-Barton (1995)
pointed out, without continual knowledge flows to enhance and renew their strategic value,
knowledge stocks can sometimes become the cause of rigidity rather than advantage.

These points at once highlight the importance of knowledge management for competi-
tive advantage and make the boundary between strategic management and human resource
management almost indistinguishable. Unfortunately, while HR is often on the “front line”
in developing the knowledge base in organizations, it is almost never in a leadership role

when it comes to creating competitive advantage. However, in today’s environment, the
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assumption of people-embedded knowledge requires that we re-examine our approaches to
HRM (Snell et al., 2002).

In this chapter, our intent is to examine how different employees’ knowledge stocks are
managed within a firm and how—through their recombination and renewal—those stocks
can create sustainable competitive advantage. To do this, we organize the chapter as follows.
First, we discuss the notion of an architecture for managing human resources and review
how the framework provides a foundation for studying alternative employment arrangements
used by firms in allocating work. We review both the theoretical and empirical work done
in this area and discuss how the HR architecture allows us to draw inferences about the form
and function of an entire employment system within firms (cf., Becker and Gerhart, 1996;
Nadler et al., 1992). Second, we extend the architecture by examining how knowledge stocks
(human capital) can be both recombined and renewed through the management of social cap-
ital. By identifying and managing different forms of social capital across employee groups
within the architecture, HR practices can facilitate the flow of knowledge within the firm,
which ultimately leads to sustainable competitive advantage. Finally, we discuss the rela-
tionships among HR practices designed to manage the human capital (knowledge stocks)

relative to the HR practices designed to manage the social capital (knowledge flows).

AN ARCHITECTURAL PERSPECTIVE ON KNOWLEDGE STOCKS

Research dealing with strategic issues in HR has helped shift our attention toward firm-level
issues related to managing people’s knowledge stocks. Instead of focusing on particular HR
practices that are used independently or in isolation, strategic human resource management
(SHRM) typically looks more broadly at bundles of HR practices that are implemented in
combination. For instance, many SHRM researchers (e.g., Arthur, 1992, 1994; Koch and
McGrath, 1996; Kochan and Osterman, 1994; Lawler, 1992; Levine, 1995; Pfeffer, 1994)
have supported high commitment and other types of high-involvement work systems that
focus on making large investments in knowledge stocks to foster sustainable competitive
advantage.

While more macro perspectives such as these help to draw the linkage to strategy, they
do not offer much insight into how different knowledge stocks might contribute to firm
advantage. As firms depend more upon employees who contribute in different ways based
on differences in their knowledge (Grant, 1996), it is increasingly important to do two
things: first, firms must recognize how they can best manage those differences. And second,
they must recognize how they can best combine those differences. Generally speaking, these
requirements reflect the dual imperatives of systems differentiation and integration
(cf., Lawrence and Lorsch, 1973; March and Simon, 1958; Thompson, 1967).

Researchers have noted differences in employees’ knowledge stocks and how employ-
ment sub-systems exist as a result (e.g., Baron et al., 1986; Pinfield and Berner, 1994). For
instance, Mangum et al. (1985), Doeringer and Piore (1971), and Cohen and Pfeffer (1986)
all noted that many firms heavily invest in a core group of employees (often called know-
1cdgc—workcrs), while also maintaining a pcriphcral group of cmployccs from whom thcy

prefer to remain relatively detached. In fact, Osterman (1987) identified four patterns or
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types of subsystems based on the firm’s decision-making process. These categories helped
identify the different employment arrangements or modes that might exist within one firm.

Building on this research, Rousseau (1995) as well as Tsui et al. (1995) argued that not
only do employment arrangements or subsystems differ, but also that the employment rela-
tionships or psychological contracts may differ as well. In general, firms might emphasize
cither a long-term, relational approach or a short-term, transactional approach for internal
and external workers. Related research also exists that shows not only how employment
arrangements and relationships might differ according to employees’ knowledge stocks, but
also how the actual HR practices might differ across these groups. Miles and Snow (1984),
for example, were among the first to note that while companies may have HR practices
that are standardized across the firm, many may very well be customized to fit the indi-
vidual knowledge and skills of different employee groups. These ideas were later made more
explicit in a framework by Lepak and Snell (1999, 2002) to show how HR practices might

differ across employment groups based on their human capital.

The conceptual foundation of the architecture

An architectural perspective helps to link these differences and create an overall picture of
how an organization’s portfolio of knowledge stocks is managed. The architectural perspec-
tive, as purported by scholars such as Lepak and Snell (1999), Hitt et al. (2001), and Tsui,
et al. (1995) provides a framework for examining how differences in human capital are likely
to be accompanied by differences in employment as well as by variations in HR practices.
Lepak and Snell identified two overarching dimensions of the architecture based on the
characteristics of employee human capital: value and uniqueness.

The first dimension in the framework, human capital value, is determined by the accu-
mulated knowledge and skills of employees that enable a firm to enact strategies that
improve efficiency and effectiveness, exploit market opportunities, and/or neutralize poten-
tial threats (Barney, 1991; Porter, 1985; Ulrich and Lake, 1991; Wright and McMahan,
1992). Accordingly, value is derived from the ability of these knowledge stocks to increase
the ratio of benefits to customers relative to their associated costs (i.e., value = benefits/
costs). The second dimension, human capital uniqueness, refers to the extent to which
knowledge and skills are specialized or firm-specific (e.g., Coase, 1937; Williamson, 1975).
Unique human capital may consist of tacit knowledge or deep experience and understanding
that cannot be found in an open labor market (Perrow, 1967). Accordingly, Becker (1976)
mentioned that firms are more likely to make investments in firm-specific human capital
that cannot be transferred to other firms.

By juxtaposing these two dimensions—rvalue and uniqueness—it is possible to derive a
matrix of four types of human capital: core, compulsory, ancillary, and idiosyncratic (Snell
et al., 1999). Each cell in the matrix differs in terms of employment modes and employment
relationships (see Figure 4.1). Based on these different employment modes and relationships,
the HR practice configurations are also likely to vary across each cell. Figure 4.2 summa-
rizes four configurations of HR practices that are aligned with each type of employment found

in a firm.
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Figure 4.1 Architectural perspective

Core human capital

Based on their unique and valuable human capital, these employees tend to be employed
internally and managed as core knowledge-workers. Their employment relationships tend
to be long-term and focused on fostering organizational commitment and trust. The HR
practices found among core employees are most likely to be associated with high-perform-
ance work systems (e.g., Huselid, 1995; Lawler et al., 1995) that empower employees,
encourage participation in decision making and discretion on the job. Likewise, many
different long-term incentives (e.g., stock ownership, extensive benefits, or knowledge-
based pay systems) may be offered to ensure that core employees receive continued and
useful feedback and adopt a long-term orientation (Snell and Dean, 1992; Delany and
Huselid, 1996). Such practices are designed to help firms maintain unique knowledge that
leads to strategic advantage (Becker, 1976).

Compulsory human capital

Similar to core human capital, compulsory human capital is important for value creation
and strategic advantage. For that reason, employment tends to be internalized. However,
because this form of human capital is not unique (i.e., more transferable to other firms),
organizations tend to de-emphasize development, and the employment relationship tends
to adhere to a more traditional job-based orientation focused on immediate performance.
As a result, managers are likely to rely more on a productivity-based HR configuration that
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Figure 4.2 HR practices from an architectural perspective

focuses on standardized jobs and selecting people from the external labor market who can
contribute immediately (cf., Koch and McGrath, 1996; Snell and Dean, 1992; Tsui et al.,
1995). Incentives for these employees tend to focus on efficiency and productivity through
a results-based approach (Mahoney, 1989). Consistent with a productivity orientation firms
are also less likely to expend money and time on long-term developmental performance

appraisals but more likely to emphasize a short-term, results oriented component (Snell,
1992; Snell and Youndt, 1995).

Idiosyncratic human capital

Because their knowledge is not as central to value creation and strategy, employees with

this type of human capital tend to be externalized. However, these external partners have
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specialized knowledge that is not easy to find in the market. As a consequence, long-term
partnerships are likely to be fostered that preserve continuity over time, ensure trust among
partners, and engender reciprocity and collaboration (Dyer, 1996). Thus, while there tends
not to be investment in the human capital itself, there is substantial investment in the rela-
tionship with these individuals. Given the need for ongoing exchange, alliance partners are
more likely to be managed by a collaborative HR configuration characterized by group incen-
tives, cross-functional teams, and the like. Such practices ensure greater integration and

stronger relationships with the firm and the partner employees (cf., Mathieu et al., 1992).

Ancillary human capital

In cases where human capital is of less strategic value and not unique to the firm, employ-
ment is increasingly externalized (e.g., outsourced). Contract workers are similar to tradi-
tional workers in that they have a more transactional relationship with the firm (Rousseau
and Parks, 1993), and in this case the scope of work tends to be limited and well defined.
To manage these employees, firms are likely to implement HR practices that focus on worker
compliance with preset rules, regulations, and/or procedures. For example, job descriptions
are likely to be standardized and training and performance management, if conducted, is
likely to be limited to ensuring that company policies, systems, and procedures are carried
out (cf., Mahoney, 1989; Rousseau and Parks, 1993). In addition, compensation schemes
for these employees are likely to be based on an hourly wage and the accomplishment of
specific tasks or goals (Lepak and Snell, 2002).

Empirical evidence of the architecture

Based on theoretical implications of an architectural perspective, studies have been
conducted to test the model empirically. For example, in a study of 206 cases from 148
publicly traded companies with over 200 employees, Lepak and Snell (2002) provided
support for the notion that different types of employment are associated with variations in
human capital value and uniqueness. Consistent with the strategy and economics literatures
(Barney, 1991; Becker, 1976; Quinn, 1992; Williamson, 1975), these findings showed how
workers with high degrees of strategic value tended to be internalized. Likewise, alliance
partners and core employees were found to have more unique knowledge stocks than the
other two cells, which was theorized based on Matusik and Hill’s (1998) suggestion that
firms invest more long-term (in terms of employment relationship and employment mode)
in external and internal workers who are key in providing private or complex knowledge.
The HR configurations found within each of these employment groups also vary. For
example, commitment-based HR configurations were found to occur more often in core
groups than any other employee group. Similarly, the compliance-based HR configuration
was found to be significantly more prevalent in the contract employee group.

Lepak and Snell (2002) also noted several related points when looking at the HR func-
tion. First, typical job descriptions do not offer clear indicators of how employees are
managed and their relationship to the firm. Specifically, a group of engineers in one firm

might be called upon to utilize their general occupational training, while the same type of
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engineer in another firm may be asked to develop and utilize firm-specific competencies.
The skills underlying the nature of these employees’ contributions, rather than their job
descriptions, would likely place them in different employment groups, suggesting that job
descriptions do not neatly capture differences in employee contributions. Such findings
argue for the importance of HR research to focus more on the characteristics of employees’
human capital in determining how they are managed (cf., Ulrich and Lake, 1991; Stewart,
1997; Lepak and Snell, 1999), rather than relying exclusively on traditional HR systems
focused on tasks and jobs. One of the broader implications of this research is that different
employees are clearly managed in different ways. Lepak and Snell (2002) provide evidence
that there is no single approach to HRM that tends to be used for all employees, nor perhaps
should there be. However, simply showing differences across employees does not reveal
much of an architecture in the sense of integrated design and function. Indeed, a fundamental
premise of organizations is that individuals pool their talents and energies to achieve collec-
tive outcomes. To address this issue, Lepak et al. (2003) examined the various combinations
of the four types of employment (core, traditional, alliance, and contract) and firm perform-
ance. Using an accounting-based performance indicator (return on equity, ROE) and a
market-based performance indicator (market-to-book), they measured the relationships
among the use of different employment modes and firm performance. Focusing on archival
performance data, they were able to identify top-level executives to comment on their
firm’s overall use of each employment mode. The results of their study showed that firms
that rely on both core employment and contract labor display higher performance than firms
that rely on only one or neither of these employment modes. This finding supports argu-
ments made by researchers such as Baron et al. (1986), Davis-Blake and Uzzi (1993), Lepak
and Snell (1999), Matusik and Hill (1998), and Pinfield and Berner (1994), in that firms
might benefit from the simultaneous use of both external and internal employment modes.

Conceptually, the underlying rationale for this benefit is that different employment
modes afford firms different types of flexibility (Wright and Snell, 1998). With regard to
internal employees, knowledge-workers provide organizations with a greater degree of
resource flexibility—the ability to perform a wide assortment of tasks—compared to tradi-
tional employees. With regard to external or contingent workers, contract arrangements
providc organizations with more coordination ﬂcxibility—thc ability to adjust the number
and types of skills in use—as compared to more long-term alliances. The benefits of these
forms of flexibility are enhanced when knowledge-workers are used in conjunction with
contract workers. At the same time, however, the combined use of alliances and traditional
employment minimizes the benefits of flexibility and, as a result, was negatively associated
with firm performance. In short, their findings indicate that there are multiple ways to
improve performance via the use of knowledge-workers as well as contract labor, due
to the realization of different types of organizational flexibility.

Interestingly, Lepak et al. (2003) found that, while traditional employees are the most
widely used form of employment in firms, their effectiveness is dependent on the level of
technological intensity as well as whether they are used in conjunction with core or contract
employees. Thus, the benefits of traditional employment may be limited to when it is used in
firms within more stable environments such as firms low in technological intensity, and when

it is used in conjunction with knowledge-based or contract employees who provide enhanced
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organizational flexibility to offset their limited flexibility (Lepak et al., 2003). Viewed in com-
bination, these results provide support for Tsui et al.’s (1995) argument that there is no single
best way to deploy employees to enhance firm performance and, more broadly, it shows the

importance of examining employment systems through an architectural framework.

Implications for HRM

The aforementioned studies offer insight into how different knowledge stocks—or human
capital—are managed and how they might affect firm performance. They also provide a
model for managing the HR configurations in a way that is consistent with the uniqueness
and value of employee knowledge and skills, employment mode, and employment rela-
tionship. In that regard, the architectural perspective offers a framework to understand how
employees are managed in a firm based on their strategic contributions.

However, while focusing on knowledge stocks provides a foundation for understanding
the role of human capital as a potential source of a firm’s core competencies (Grant, 1996),
knowledge flows are necessary for creating a firm’s dynamic capabilities to renew and inte-
grate knowledge (Teece et al., 1997). Managing current knowledge and human capital is
certainly an important component for an architectural model of HRM. However, managing
the creation of new knowledge and shared knowledge may be equally important and,
perhaps, more important to understand how to leverage existing knowledge for competi-
tive success (Kang et al., 2003). In the remainder of this chapter, we extend the architectural
perspective to incorporate social capital as a critical component to managing the flow of

knowledge between employees to serve as a source of competitive advantage.

AN ARCHITECTURAL PERSPECTIVE ON KNOWLEDGE FLOWS

Understanding how different knowledge stocks are configured and managed within a firm
is a potentially important first step in understanding how configurations of people’s human
capital (knowledge stocks) can be a source of competitive advantage for firms. However,
these points alone do not reveal much about how employee knowledge can be managed to
combine and move knowledge across the organization as a whole to leverage knowledge as
a source of future value creation and competitive advantage.

From the standpoint of organizational learning and innovation, the architectural frame-
work needs to be augmented to reflect how knowledge flows across employees within firms
(see Figure 4.3). Just as different employees are characterized as having different know-
ledge stocks, they are also likely to be characterized by different knowledge flows across
employee groups. To date, there has been very little work that addresses how HR prac-
tices can facilitate the accumulation and integration of knowledge within, as well as across,
firms (Leana and Van Buren, 1999). Yet, as we discuss below, the implications for strategic
management in this capacity are very clear.

Managing knowledge flows through social capital

Scholars from a variety of perspectives have argued that social capital may play an important
role in knowledge flows by providing a mechanism to share and combine the distributed
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Figure 4.3 The architecture of knowledge-exchange relationships

knowledge among organizational members (e.g., Nahapiet and Ghoshal, 1998; Tsai and
Ghoshal, 1998; Adler and Kwon, 2002; Tsai, 2002). These scholars posit three significant
dimensions of social capital that facilitate knowledge flow—structural, affective, and cogni-
tive. The structural dimension refers to the pattern of interpersonal networks as well as the
strength of ties among related parties. Through social interactions, employees may gain
access to other employees’ knowledge that allows them to transcend structural boundaries
within an organization as well as outside an organization to find what they need (Kanter,
1983). Second, the gffective dimension refers to elements of trust and reciprocity. Simply
stated, when there is trust in social interactions among employees, they may be more willing
to share knowledge without worrying that they will be exploited (Bradach and Eccles,
1989). Third, the cognitive dimension of social capital refers to the shared understanding
and mental models of how parties interact with one another, thus influencing the clarity
and economy of communications among employees (Tsai and Ghoshal, 1998).

These three dimensions of social capital (structural, affective, and cognitive) are concep-
tually linked with parallel components of the architectural perspective (employment mode,
employment relationship, and human capital). We discuss these below in order to reveal
how social capital might facilitate knowledge flow within an architectural perspective
(cf., Kang et al., 2003).

Employment modes and the structural dimension

In addition to influencing the HRM practices used by organizations to acquire, build, and/or

retain their human capital, employment modes also influence the opportunities and patterns
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of interactions among the four employee groups. For example, decisions regarding which
employees are internalized versus externalized are likely to be directly related to the extent
to which these different groups of employees are able, and likely, to interact. External
employees have different organizational memberships so there may be relatively few formal
mechanisms (e.g., shared organizational identity or shared geographic location) for frequent
and dense interaction with internal employees. In contrast, internal employees (i.e., core
and traditional) share membership in the same organization and are more likely to be co-
located; thus, providing greater opportunity for frequent and redundant interactions than
with external employee groups. This said, it is conceivable that while structural interac-
tions among internal employees and various external groups may be developed over time,
without strategic interventions they are likely to remain comparatively sparse and fail to
fully develop as much as among employees within the same firm. Indeed, Dyer and Nobeoka
(2000) found that strong and dense knowledge sharing networks were developed between
internal employment groups at Toyota and their suppliers through strategic interventions

supporting these types of relationships.

Employment relationships and the affective dimension

Beyond the structure of employment arrangements, employment relationships also affect
the affective component among employees themselves (Rousseau, 1995). This establishes a
direct link between employment relationships and the affective elements underlying social
relations (cf., Kang et al., 2003). For example, Lepak and Snell (1999) noted that when
core employees and alliance partners collaborate in the utilization of their knowledge stocks,
a synergistic value might be realized for both. Accordingly, external parties may develop
dyadic trust (trust between individuals based on past interaction) to facilitate knowledge
sharing and simultaneously suppress opportunistic behavior to withhold knowledge from
one another (Kale et al., 2000).

While dyadic trust may be found among internal employee groups, the type of trust
most prevalent among internal employees is a more generalized trust (trust between
individuals based on reciprocity expectations derived from shared norms or organizational
identity). Whether traditional or core, Rousseau (1995) noted that most employment
relationships that are internalized carry with them an expectation of conformity to norms.
In these instances, individuals are more likely to accord respect and discretion to fellow
employees based upon shared norms and identity. This means that there is less of a
need for dyadic trust, which requires commitment and investment between the inter-
acting parties. Furthermore, if the interacting employee groups represent different depart-
ments, functions, or business units of the firm, they may have a greater need for a more
generalized trust that does not require large investments in the individual relationship, and
that allows for maintaining a denser network than might be found between internal
and external employees. Thus, there are two main types of trust that might exist across
employee groups, and each may depend on the relationships those employees have with

the organization.
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Human capital and the cognitive dimension

Not only is it important for employees to interact and develop relationships, they also need
to understand one another in order to share and apply each other’s knowledge. As
employees interact, they often develop a shared language of expertise, codes, and the like
as well as how to communicate and exchange knowledge. One form of this shared cogni-
tive dimension is referred to as common “component knowledge” (Matusik and Hill, 1998),
which allows people to understand one another’s domain knowledge deeply enough to
transfer, assimilate, and apply it. For example, alliance partners tend to have specialized
knowledge that, while perhaps not directly related, is complementary to a firm’s core
employees (Lepak and Snell, 1999). They jointly work with core knowledge-workers to
conduct particular tasks or projects. Those common task experiences are likely to facilitate
the development of common component knowledge between alliance partners and core
knowledge employees over time (Cicourel, 1973; Brown and Duguid, 1991, 2001). The
other shared cognitive dimension that can exist is known as common “architectural know-
ledge,” which allows people of different specializations to understand how the different
components fit together (Matusik and Hill, 1998). An example would be the interaction of
knowledge-workers and traditional employees who are likely to share common architec-
tural knowledge, which is most likely due to the fact that they both understand the processes
and coordination mechanisms in the firm.

Thus, common component knowledge might be found or be more appropriate across
certain employee groups, while common architectural knowledge is more likely found
in other situations. In other words, both forms of shared cognition among employees
contribute in different ways to the flow of knowledge.

Knowledge-exchange relationships in an architectural perspective

Because social capital is not one-dimensional, it is important to understand the patterns
among structural, affective, and cognitive elements as they relate to facilitating knowledge
flows. The challenge for HRM is to understand how these social capital dimensions should
be related and managed to facilitate knowledge creation. Knowledge creation can be broken
down into two separate categories: (1) the pursuit of new knowledge, which is often
referred to as exploratory learning; and (2) the recombination or deepening of existing
knowledge, or exploitative learning (March, 1991). Both types of knowledge creation are
considered necessary, but require two separate forms of learning by the firm—thus creating
a need for unique HR systems to manage each. Researchers focusing on knowledge creation
have suggested that these two forms of learning may stem from two different types of activ-
ities: (1) entreprencurial activities among employees that result in the creation of new
knowledge; and (2) cooperative activities among employees that involve the refining and
recombining of existing knowledge in new ways (cf., Schumpeter, 1934; March, 1991).
While the notion of entreprencurial and cooperative activities is fairly straightforward, the
manner by which HRM may foster these two types of activities is less well understood.
Kang et al. (2003) suggested that there are two dominant and distinct relational HR
archetypes that facilitate or build upon the realization of entrepreneurial and cooperative

activities among employees (see Figure 4.4).
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Figure 4.4 Knowledge-exchange relationships

At one extreme, a cooperative archetype is designed to refine and recombine in new ways
the existing knowledge stocks that are dispersed across different employee groups within
an HR architecture. Essentially, a cooperative archetype focuses on linking and leveraging
different sources of existing knowledge in ways that may stimulate new knowledge. These
knowledge flow activities may be facilitated through specific, interrelated aspects of the
social capital dimensions. With regard to the structural dimension of social capital, frequent
interactions with numerous people in other employment groups may facilitate the exchange
of knowledge necessary to stimulate new and creative ideas. With regard to the affective
dimension of social capital, employee groups that share generalized trust—trust based on
norms of reciprocity—are more likely to share personal knowledge, regardless of a direct
personal relationship. Doing so enables the recombination and refinement of employee
knowledge already in existence in or outside of the firm. With regard to the cognitive
dimension of social capital, when employees share an architectural understanding of how
things fit together, they are more likely to exploit and tweak existing knowledge or ways
of doing things. This is because their focus is more on the big picture that allows them to
look at minor improvements in terms of efficiency or more surface level changes that affect
the interconnection of all the components.

Looking at the pattern among these three characteristics of social capital, it reinforces
the notion of cooperative activities among employees. Thus, cooperative dimensions of
social capital are logically consistent with the efforts of employees to refine and recombine

existing knowledge among closely affiliated employee groups.
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At the other extreme, the entrepreneurial archetype is designed to create knowledge
through the exchange and combination of new knowledge from different employee groups.
Whereas cooperative archetypes are utilized to realize the extension of existing knowledge
into new possibilities, an entrepreneurial archetype is oriented toward the creation of new
knowledge from disparate, and previously unrelated knowledge sources. Like the cooper-
ative archetype, there are also specific aspects of social capital that facilitate this type of
knowledge flow. First, the structural dimension of social interactions is based not on ongoing
and frequent interactions but on sparse and non-redundant networks of employees, where
they are in a better position to identify new and creative ways of linking these different
sources of knowledge. Second, the social connections are based on dyadic trust among some
of the parties rather than generalized trust over the whole unit. This means that people
with dyadic trust relationships are able to share unique and new knowledge that might not
normally be found in generalized trust relationships found through common employers.
And finally, relationships among group members in this instance are more likely to have
common component knowledge that allows them to combine deeper and more radically
new knowledge. This more loosely connected system is consistent with the entreprencurial
requirements of an organization’s efforts to share and develop novel and diverse knowledge
stocks in new or unfamiliar domains.

The two archetypes discussed above are typically found within the HR architecture. Kang
et al. (2003), for example, suggested that relationships among internal partners within an
organization most likely reflect the characteristics of a cooperative archetype, while external
partnerships more likely reflect the entrepreneurial archetype. More specifically, they
argue that internal partnerships tend to be more structurally redundant, based on general-
ized trust and organization norms, connected and integrated not by common expertise, but
by the architectural knowledge of organizational coordination. In contrast, connections with
external partners typically are more sparsely populated and loosely connected networks,
based on dyadic trust born through personal experience, and connected via common areas

of expertise.

Human resource implications for knowledge flows

If we recognize that relational archetypes (social capital) play a fundamental role in facili-
tating knowledge flow, and that these two alternative archetypes involve fundamentally
different employee behaviors, then it is likely that different HR practices will be appropriate
for each (cf., Kogut and Zander, 1992; Kang et al., 2003) (see Figure 4.5).

The theoretical development of alternative HR configurations takes into account several
premises. First, HR practices typically focus on managing human capital (i.e., ways to
develop and utilize individual skills and competencies that will enable the employee to
optimally contribute to the firm) (e.g., Snell and Dean, 1992), while recent research shows
the importance of managing the exchange relationship (social capital) between employees
(Nahapiet and Ghoshal, 1998; Leana and Van Buren, 1999; Dyer and Nobeoka, 2000;
Takeishi, 2001). Taking this into account, HRM researchers have discussed and identified
various HR practices that are focused more on helping employees develop and utilize social

relationships with each other rather than developing or utilizing their own skills (e.g., Batt
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Figure 4.5 Extended HR practices for knowledge flow

and Moynihan, 2002; Gant et al., 2002; Gittell, 2000). In other words, while most HR
practices might influence the way employees interact with one another, certain practices
might be designed for, and directly encourage, employees to interact with others in a certain
way. For example, HR practices applied to core employees may encourage them to develop
more cooperative exchange relationships with employees in other groups.

Second, the configurational approach implies that HR practices reinforce and comple-
ment each other as a coherent system to improve organizational performance (Wright and
Snell, 1991; Snell and Youndt, 1995; Huselid, 1995; Delery and Doty, 1996; Delaney and
Huselid, 1996; Ichniowski et al., 1997; Becker and Huselid, 1998; Guthrie, 2001). This
means that there likely exists a group of practices that support one another in building
exchange relationships that support both exploratory and exploitative learning.

Third, we argue that there are two distinct configurations of HR practices that are applic-
able to almost all possible exchange relationships within an architectural perspective and
focus on managing across employee groups rather than managing all employees within a

particular employee group. While certain exchange relationships across different employee
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groups might already exist within an organization’s architecture, the two HR configurations
we discuss may be strategically applied in conjunction with existing practices to create or
enhance cooperative-type knowledge recombination or entrepreneurial-type knowledge
renewal.

Related HR practices supporting relational archetypes (social capital) are complemen-
tary to—or supplemental to—HR practices designed to support human capital. In other
words, these configurations of practices can usually be applied over the existing practices
used to manage each employee group. Where applicable, by adding such practices to
different employee groups, a firm may be able to facilitate greater knowledge flow.
Specifically, for a certain knowledge-exchange relationship to be encouraged, the corre-
sponding HR practices need to be applied to only one of the interacting groups. For
example, a firm might apply cooperative HR practices to a certain group of core employees
to encourage them to develop stronger relationships with their external alliance partners.

HR practices for the cooperative archetype

Researchers have proposed a wide array of HR configurations that are comprised of rein-
forcing HR practices that may lead to organizational performance. Despite their differences,
a common theme is that an effective HR system must simultaneously focus on developing
the skills of employees, motivating employees to use their skills via incentive systems, and
provide a work environment that allows them to do so (MacDuffie, 1995). HR configura-
tions geared toward the facilitation of cooperative knowledge-exchange relationships also
consist of HR practices directly focused on work structure, incentive, and skill improvement
practices consistent with the three dimensions of social capital.

Work structure. The structural dimension of frequent and dense connections found in
cooperative exchange relationships may be developed and maintained by interdependent
work structures. For example, team-based production that requires reciprocal interdepen-
dence among employee cohorts can help to enhance their interactions, which leads to mutual
adjustment and close coordination (Delaney and Huselid, 1996; Gittell, 2000). Similarly,
job rotations across employee groups can strengthen the ties and facilitate knowledge
transfer. Dyer and Nobeoka (2000), for example, discussed how rotational schemes used
by Toyota with their external suppliers encouraged knowledge sharing and strengthened
their network ties (cf., Nonaka and Takeuchi, 1995; Gant et al., 2002). Another example
of how interdependent work structures might influence dense connections is found in the
expansion of staffing patterns to include external partners (Pennings et al., 1998).

Incentives. Generalized trust found in the affective dimension may be enhanced through
clan-fostering activities that strengthen shared goals and values (Goold and Quinn, 1990;
Snell, 1992). For example, selecting partners based on organizational fit or alignment with
organization values helps to ensure that there are common motives and expectations across
employee groups. Snell (1992) and Snell and Youndt (1995) found that this is especially
important in those situations where behavioral protocols cannot be spelled out in advance.
To support this, socialization programs and efforts to build communities of practice,
reinforce the idea that partners stand to gain more by working together than they do

operating in isolation.
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Generalized trust may also be reinforced through performance management systems that
emphasize collective achievements (Leana and Van Buren, 1999). For example, team-based
appraisal systems and multi-rater (360 degree) feedback have been shown to strengthen the
sense of contextual performance and mutual reliance (Day et al., 2001). Similarly, partici-
pative goal-setting, rights of redress, formal grievance procedures, and the like, are all ways
to more broadly enhance organizational support that encourages generalized trust (Gittell,
2000; Orlikowski, 2002; Wayne et al., 1997).

Skill improvement. The cognitive aspect of cooperative exchange relationships may be
developed through staffing practices that encourage different employee groups to focus on
broader organizational issues. For example, long-term employment contracts, which not
only increase commitment and loyalty, may also prevent premature endings to valuable
learning networks (Dyer and Nobeoka, 2000).

Training and development practices also provide effective mechanisms to build broader
architectural knowledge among different employee groups. Extensive orientation and social-
ization programs are typical development practices that help employees understand and
internalize unique values, goals, history, and culture of the firm and share tacit knowledge
including cognitive schema (Feldman, 1989; Nonaka and Takeuchi, 1995). Similarly,
mentoring and on-the-job training enable them to build strong social and cognitive connec-
tions (Mullen and Noe, 1999; Gittell, 2000; Orlikowski, 2002). Other organizational
development techniques such as group training can help to expand and integrate the mental
models of different employee groups (cf., Wright and Snell, 1991; Nonaka, 1994).

HR practices for the entrepreneurial archetype

In contrast to the cooperative archetype, HR practices supporting entrepreneurial exchange
relationships are geared toward creating an infrastructure that not only provides the flexi-
bility needed for knowledge-exchange relationship creation, but the mechanisms that
encourage and reinforce its development. Those HR practices include work structures that
might facilitate structural aspects of social capital, incentives for affective dimensions, and
skill development focusing on cognitive aspects of social capital.

Work structure. Certain work structures are likely to affect the structural aspects of entre-
preneurial exchange relationships. For example, the design of flexible work structures and
temporary project teams may help to engender diverse and transitory connections between
different employee groups. In cases where jobs are broadly defined and allow for discre-
tion and self-direction, employees are likely to build exchange relationships with a variety
of partners in order to address problems and opportunities (Lepak and Snell, 1999; Gant
et al., 2002). Also, cross-functional teams provide employees with opportunities to interact
with colleagues in different functions and practices and thus to access various knowledge
domains and expertise within the firm (Clark et al., 2002).

Incentives. Dyadic trust might be strongly influenced by the focus of incentive systems.
For example, individual incentives may stimulate individuals’ motives to build varied rela-
tionships of trust for exploratory learning (Edmondson, 1999). Accordingly, Leana and Van
Buren (1999) noted that individual incentive systems might discourage social loafing or the

free-rider effect (a problem inherent in group-based incentives). The potential advantages
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of individual incentives may be best leveraged when incentives are accompanied with the
acquisition of knowledge or new ideas (e.g., pay-for-knowledge or pay-for-reputation),
which may motivate core employees to acquire a broad set of knowledge and skills by
various social connections within firms (Youndt et al., 1996; Hargadon and Sutton, 1997;
Gant et al., 2002). These types of incentives may institutionalize an organizational culture
emphasizing “creative abrasion” (Leonard-Barton, 1995), which stimulates conflicting ideas
in order to productively link them to performance (Nonaka and Konno, 1998).

Skill improvement. Common component knowledge is a cognitive aspect of social relation-
ships that might be developed through skill improvement practices. For example, multiple-
carcer development practices (e.g., generalist or boundaryless careers) are often used to
develop trans-specialist or multi-skill knowledge by helping employees to experience various
job opportunities beyond the boundaries of a single expertise (Defillippi and Arthur, 1994).
Such knowledge may also be enhanced through group training (Moreland and Myaskovsky,
2000) and cross-training or job rotations (Hargadon and Sutton, 1997). Such practices might
encourage employees to develop a common area of interest or know-how with various other
employee groups in order to share more complex knowledge outside of their traditional
knowledge domains. Another example of how firms develop greater common component
knowledge is through the development of archival-based mechanisms such as know-how
reports and electronic databases to retain component-specific knowledge that improves
transactive memory (i.c., shared knowledge of each other’s expertise) (Takeishi, 2002).

By looking at how HR configuration might facilitate relational archetypes we can better
understand the potential role HR plays in different knowledge-creation activities. Such
practices might prove useful in developing or redirecting existing archetypes found within

a firm.

CONCLUSION

The primary objective of this chapter was to create an integrative framework that brings
together current thinking about knowledge stocks and flows and how they can be managed
from an architectural perspective. Using the characteristics of human capital (value and
uniqueness), we reviewed how employee knowledge stocks are identified and managed
differently in the firm. Combining that with social capital theory, we extended the archi-
tectural perspective to show how knowledge stocks might be recombined and renewed
through two distinct types of knowledge-exchange relationships. We also discussed two HR
configurations that might specifically be applied to the development of these relationships.

This chapter also addressed the ongoing question of how the tensions of exploratory and
exploitative learning might be balanced in a firm through HR practices. Part of this tension
comes from the fact that management researchers have identified very few mechanisms
(incentives, structures, etc.) to avoid what Levinthal and March (1993) describe as the
“myopia of learning” where organizations feel that they can focus only on one or the other
forms of knowledge-exchange activities. We presented a potential solution for future empir-
ical research by arguing that firms might apply cooperative HR practices to one group of
employees while simultaneously applying entrepreneurial HR practices geared toward

another group of employees under the same organizational umbrella.
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We believe that the framework offered in this chapter provides several avenues for future
research. Obviously, the ideas presented in this chapter are conceptual and research is
needed to determine the salience of the different social capital dimensions and how they
correspond with the architectural dimensions of human capital, employment mode, and
employment relationships. Related to this, while we anticipate that distinct HR systems are
more appropriate for each type of knowledge-exchange relationship (cooperative and entre-
preneurial), we do not know if differences in how firms structure their HR systems for
each archetype translates into differences in employee and organizational performance.
Moreover, when the focus is on managing knowledge flows in addition to knowledge stocks,
there may be implications for different types of performance for each knowledge-exchange
relationship. It may be the case that cooperative relationships are strongly related to some
indicators of performance (e.g., product extensions, new market penetration), while entre-
preneurial relationships are more strongly related to other performance metrics such as new
markets and new products/services. Moreover, the relative level of performance may be
enhanced (or diminished) based on the extent to which firms align their HR systems to
realize cooperative or entreprencurial archetypes These two exchange relationships, and
their associated HR systems, are distinctly focused on different types of value creation and
research is needed that examines how these configurations are uniquely related to important
organizational outcomes.

Second, future research might also help understand whether the archetypes are exclu-
sive to internal or external relationships. For instance, can one group of employees have
both cooperative and entrepreneurial relationships? Based on social capital theory, we
assume that more cooperative relationships will be found internally and more entrepre-
neurial types found with outside partners. Yet, other research has suggested that the
opposite can actually happen. Dyer and Nobeoka (2000), for instance, found that relation-
ships of cooperation, strong ties, and generalized trust were developed between Toyota
core groups and their suppliers. Similarly, Uzzi (1997) showed how strong cooperative
knowledge-exchange relationships between external business partners developed in the New
York City garment industry. Thus, what is more common and what is more effective
become two pertinent questions.

Third, as we assumed in this chapter that these practices might be applied simultaneously
with existing practices, future research might address how these relationship-based HR prac-
tices might actually be implemented with existing practices and the possible effects of these
overlaps. For example, do some of these relationship-based HR practices send conflicting
messages to employees on what type of relations to value? Also, how cost effective is it to
implement multiple HR practices within the firm? Likewise, are there compromises that
need to be made in terms of taking out or adding in certain HR practices?

In conclusion, as firms turn more toward people and their knowledge stocks to create
a competitive advantage, it is important to remember that the sustainability of these advan-
tages may be dependent upon how they renew these stocks. Many avenues emerge when
we view the dynamics of knowledge in a firm. The architectural perspective provides a
focus and clarity to how both knowledge stocks and flows should be viewed and researched.
Hopefully, this focus will offer greater understanding of the importance of people in today’s

organizations .
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Chapter 5

Managing people in
global markets

Colette A. Frayne

Developments during the last decades of the twentieth century have produced what may
be termed an era of globalization. As business has continued to globalize, one of the most
challenging aspects has focused on how a firm manages its human resources to sustain a
competitive advantage.

Scholars from several disciplines are addressing these issues—coming at them from the
perspective of strategy, cross-cultural management, international business, organizational
theory, sociology, and human resource management (HRM) (Evans et al., 2003). It appears
that the traditional boundaries between academic disciplines and functional areas (e.g., HRM
and strategy) are becoming more highly integrated and that the globalization of business is
having a significant impact on human resource management and organizational performance
(Dowling et al., 1999). This chapter presents an integration of various approaches to
designing and delivering courses on the topic of international human resource management.
The key role of the international human resource management professional, implications
for training and development in organizational settings, and future challenges regarding

managing people in global markets are presented.

APPROACHES TO INTERNATIONAL HRM

The field of international HRM is generally characterized by three broad approaches
(Dowling et al., 1999). Initial approaches in this area emphasized a cross-cultural approach
to examining human behavior in organizations. Another approach studies comparative
HRM practices within and across countries. A third approach focuses on various functional
aspects of HRM in multinational firms. However, a recent undertaking by Evans, Pucik
and Barsoux (2002) integrates the orientations of strategy, culture, and HRM and presents
international human resource management from a general management rather than a func-
tional perspective. These authors suggest using an organizational systems perspective and
argue that we must consider implementation of various HRM strategies within a context
of conflicting needs of the organization, such as local responsiveness versus global integra-
tion, coordination versus control, and short-term profitability versus long-term innovation.

This orientation expands the traditional curricular focus to be more comprehensive and
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interdisciplinary, drawing on multiple theoretical perspectives and clearly promoting a
general management view. The theoretical rationale draws upon fit and contingency theory,
the resource-based view of the firm, different contextual schools (comparative management,
institutional theories from political science), while building links to social capitalism and
network theories, as well as theories of organizational learning (Evans et al., 2003). This
approach clearly fits with recent demands of scholars and practitioners that international
HRM be interdisciplinary and focused on contributing to firm performance.

A course or seminar designed to teach students and managers about human resource
management in international settings has been identified at different schools as well as within
different organizational settings. The course is usually designed to introduce students to the
nature of managing human resources in international, multinational, global, and transnational
firms. The purpose of the course is to provide students with an in-depth understanding of
the basic problems inherent in international HRM. The intention is to either prepare the
students for further work in the field or to give them a sound basis for understanding the
international corporate dimensions of their own careers—sometimes both. Utilizing Evans
et al.’s (2003) framework, I developed a course entitled Managing People in Global Markets.
The overall framework stipulates that the relationship between HRM and organizational
performance must be separated into three different faces or roles; namely, “the builder,”
“the aligner,” and “the navigator” who steers through the dualities confronting organiza-
tions today. This course, which is comprised of case studies, readings, videos, and projects,
has been designed to reflect an integrative strategic approach to understanding and practic-
ing international HRM. Adaptations of this course and its foundations have also been intro-
duced in organizational settings in an attempt to develop an awareness and capability among
line managers, senior managers, and professionals within the international human resource

management division.

CONCEPTUALIZING AND DESIGNING A COURSE/SEMINAR IN
INTERNATIONAL HUMAN RESOURCE MANAGEMENT

The Managing People in Global Markets course is designed for students of international man-
agement and general management, rather than for specialists in human resource
management. The course is intended to introduce students to the major issues associated
with managing people in the context of the global marketplace. The emphasis in the course
is upon skill development. In this regard, an effective manager must evidence fluency
in the theories and concepts required to achieve congruence between an organization, its
environment, its organizational systems and structures, the kcy tasks that the organization
has to perform, and the organization’s human, technological, financial, and other resources.
Yet, conceptual skills alone are not sufficient. An effective manager must also evidence
the skills required to manage the task, people, structures, and systems, as well as the
ability to apply those skills to complex situations. This course uses the case study method
as a primary pedagogical approach, in an effort to create an environment conducive to
active and participative learning, as opposed to more passive lecture-based instructional

approaches.

82



MANAGING PEOPLE IN GLOBAL MARKETS

Pedagogical ohjectives for the course

I have various objectives for this course:

W to facilitate students’ understanding of the impact of cultural differences on the
management of people in multinational organizations;

B to enhance students’ ability to assess the impact of global conditions on the strategic
management of human resources in the context of overseas subsidiaries, acquisitions,
and joint ventures and alliances;

B for the student to compare and contrast critical human resource issues in the contexts

of domestic and international operations and the stages of a firm’s internationalization.

In order to increase students’ awareness of the complexity of managing multinational
operations, I continuously ask them to identify key environmental, strategic, and organiza-
tional variables that influence international operations, how these variables interact, and
how these variables affect the management of an organization’s human resource capabili-
ties. This course was designed for graduate students and practicing managers, however,
I am teaching it to an upper division undergraduate class. The course materials are complex
and rigorous and certainly present challenges to any audience, particularly to undergradu-
ates. After a discussion of the course, I will discuss adaptations of the course for
organizational settings as well as the challenges faced as we continue to confront the multi-
tude of challenges that are posed by the development of international human resource

management professionals.

Qutline of the course

The course is divided into four modules:

1 Historical Overview of HRM and Global Competition
2 Foundation Components of HRM

3 Aligning or Changing HRM Practices

4 Leveraging HRM Capabilities.

I use the term “module” to reflect focused learning on a specific topic within the overall

course. These modules vary in length and depth, depending on the overall topic area being

addressed, and are discussed in greater detail in the following sections. I use the term
[{3

“course” when referring to my courses designed for university students; “seminar” when

referring to modules offered through organizational settings.

Module 1: Historical Overview of HRM and Global Competition

Module 1 provides a historical overview of human resource management and global compe-
tition, building, aligning, and leveraging HRM capabilities. The overview seeks to establish
the scholarly disciplines inherent to the design of the course, including HRM, strategy,
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cross-cultural management, international business, international economics, and trade
theory. The interdisciplinary nature of international HRM is distinguished from traditional
HRM and the changing role of HRM in international organizations is highlighted. I have
found the article by Harry Lane, “Implementing Strategy, Structure, and Systems” (Lane,
1999a) to be very useful for students in the beginning phase of this course. This reading
provides students with a framework for assessing the various elements of an organization’s
design. This module also emphasizes the need for students to understand and assess the
importance of cultural biases that may exist in an organization’s normal modes of opera-
tion. Culture and context, central to the entire course, are presented so that students focus
on being aware of the cultural assumptions underlying their systems and practices and the
implications of their use in other countries and cultural contexts. The contextual issues
considered extend beyond the realm of national/organizational culture and challenge the
student to simultaneously balance these variables with the external context of the firm, its
international context and stage of internationalization, the business strategy context, and
the key structures, tasks, and mode of operation in the business environment. In this way,
students are continuously challenged to examine the cultural and non-cultural contextual
variables and their impact for the HRM context within the firm.

In organizational settings, the focus of this module requires each participant to under-
stand the industry context within which the organization operates—a need to understand
the changes in the environment that are affecting changes in the organizational strategy,
structure, and systems of the firm. Key within designing this module is to challenge the
participant to consider the critical link between a firm’s and/or business unit’s strategy and
the “fit” of the other elements of an organization’s design in relationship to the human
resource management function. I often present the organizational design framework found
in the Lane article as a basis for each participant to map the current organization and assess
(within the elements of the framework) where changes in internationalization of the firm
can result in subsequent changes needed in managing people. A critical analysis often gives
managers insight into what type and level of employee is required in the international

context and what “bench strength” the firm has when attempting to accomplish its key tasks.

Module 2: Foundation Components of HRM

Module 2 introduces the first face of building HRM—getting solid foundations of selection,
development, and performance management into place. T use the Lincoln Electric: Venturing
Abroad case to illustrate getting the basics of human resource management into place and
ensuring internal coherence. This case has been used traditionally to show how human
resource management can contribute to sustainable business performance. The largest
manufacturer of welding equipment in the world, Lincoln Electric motivates its employees
in the US through its incentive and performance appraisal system. The company enjoyed
unrivaled growth and prosperity until it decided to embark on a bold strategy for interna-
tionalization, under the guidance of a management team that had never worked outside the
US. The Lincoln Electric: Venturing Abroad case sets the foundation for the entire course by
raising many important issues about how HRM contributes to organizational performance

as a company goes international. Issues and concepts raised in the case include those of core
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competencies, culture-bound management practices, and the need to adapt, transfer, or
create new systems as a company operates in one country versus another. Students get to
see international acquisitions as a growth strategy, the duality of control versus coordina-
tion during the process of internationalization, and the overall importance of developing
managers with international experience. I teach this case over a four-hour time block and
complement the case study by showing a video of an interview with Lincoln Electric’s
former CEO, Donald Hastings, and NBC’s Leslie Stahl from an excerpt of the television
program, Sixty Minutes (CBS video). The video is excellent and brings the plant, the workers,
and Cleveland, Ohio, into your classroom.

In organizational settings, this case also works well. The critical theme within this module
is one of understanding “fit” between the elements of the organizational design model as well
as the pragmatic issues of internal consistency between the human resource management
function and the other strategic functions within the firm. Many of the firms that I have
worked with internationally often appreciate the key learnings in this case: namely, the link
between HR and performance in international firms; the “power” of strategy-structure-
systems fit; the motivations, mentalities, and means of internationalization; and the

complications when national confronts organizational culture.

Module 3: Aligning or Changing HRM Practices

Module 3 introduces the second face of “aligning HRM”—aligning or changing HRM strat-
egy and internal practices so as to implement that business strategy effectively. The rela-
tionship of HRM with the organization’s business strategy is key and is seen as a critical
partnership. During this module, I emphasize the role of strategic HRM and the importance
of “fit” with the external environment. I use the Colgate-Palmolive: Managing International
Careers case to illustrate the critical issues of human resource management and career develop-
ment as the firm’s activities span nations and continents. Colgate-Palmolive, the US-based
consumer products company best known for its toothpaste and detergents, has long empha-
sized overseas experience for its managers. In the 1980s, Colgate-Palmolive developed a
comprehensive policy regarding expatriate assignments, that addresses many personal, finan-
cial, and logistical concerns. By the 1990s, a new problem emerged: dual careers and the
reluctance of some prospective expatriates to accept these critical international assignments.
By examining these topics, students are exposed to the many issues involved in the man-
agement of international careers, as well as to the impact of social and environmental trends
driving the company to re-examine this policy and its emphasis on international experience
as a prerequisite for promotion to top management. Can a firm with 65 percent of its sales
in international markets, which sells consumer products that must be adapted to local tastes
and customs, not alter its expectations that managers obtain international experience through
these types of assignments? The case provides a rich discussion of expatriate management,
dual careers, business strategy, and the link of HRM strategy, international markets, and
competence development. I also teach this course over a four-hour time period and end with
a brief lecture on dual careers and the critical role that expatriates can play for a global firm.

The issue of dual careers, as well as what constitutes dual career families/couples, is a

key challenge facing organizations today. In a seminar setting, having managers share their
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concerns regarding expatriate assignments and/or any type of international assignments has
been a useful lens for participants to identify challenges that they and their employees face
as the need to develop human resource talent often outpaces the developing global strategy
being pursued. This module is often a foundation or basis for developing a multitude of
training programs consistent with a firm’s strategy and stage of firm internationalization.
Recent work in China and the rest of the Asia Pacific region confirms that the need to iden-
tify, train, and maintain internationally skilled and minded talent remains a key challenge
and often an obstacle to further growth and performance of many firms.

To further “round out” the module on aligning capabilities, I continue the examination of
global staffing and the key role of expatriation management. The Marconi Telecommunications
in Mexico case allows the students to study personal accounts of expatriation, adjustment, and
repatriation in the context of a firm that has continued global expansion through acquisitions
while, perhaps, outdistancing its ability to staff the acquired companies in Mexico, Chile,
and other parts of Latin America. We once again revisit the systems framework provided in
Module 1 by the Lane article and examine the role of “fit” between strategy and systems as
Marconi embarks on a global strategy with implications for its human resource capabilities.
Continuing with an examination of the systems model and the concept of “fit,” the ABB Poland
case provides a wonderful study for examining international strategy, structure, and staff-
ing in acquisitions, as well as the need to manage change initiatives in the newly acquired
Polish companies. The students struggle with issues of national versus organizational culture,
how to implement changes, and how to maintain the matrix structure and mindset of
ABB with a host of companies in an ex-Soviet bloc area. We conclude this module and
the ABB Poland case analysis with a discussion of the challenges of transferring systems
within another organizational entity—namely, international joint ventures—and we address
the continued difficulty of adaptation versus creation of new systems to fit the strategy,
culture, or administrative heritage of either the foreign parent company or the host country
partner. Throughout this module, I introduce various regions of the world (e.g., Latin
America, Poland, Russia, Southeast Asia) so that the students are continuously challenged
to think about HRM practices in a context of country comparisons, issues of globalization
and localization, and stages of the firm’s internationalization. I expect that the students
will prepare each case with a clear recognition of the country or region in which the case
is depicted. I challenge the students to use current internet sources, newspapers, maga-
zines, and Culturegrams to understand the HRM practices particular to the country/
region of study. When we do the ABB Poland case, for example, I provide them with the
article “Business Success in Eastern Europe: Understanding and Customizing HRM” by
Kirizov, Sullivan and Tu. This article gives the students a good grasp of the disparate and
complex factors that influence human resource practices in some of the former communist
countries.

A key component of this module in organizational settings is the aspect dedicated to the
Management of Change. Most of the seminars delivered involve the need for the strategic
alignment of a firm’s human resource management practices with the strategic focus and
organizational structure of the firm. Many line managers are charged with implementation
of new business strategies but often lack the skills required to effectively assess and imple-

ment the changes needed from a human resource management perspective. The Change
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framework provided in the ABB Poland case allows managers to assess the key elements
for consideration during a change process, including the skills needed for an effective change

agent and/or change team.

Module 4: Leveraging HRM Capabilities

The final module of the course focuses on leveraging HRM capabilities. The emphasis in
this module is on the development of organizational capabilities for competitive advantage.
The tensions between the “dualities” that are faced by international organizations are high-
lighted, including short-term results versus long-term profitability and global integration
versus local responsiveness pressures. Each of the cases that I have selected for this module
focuses on a different stage of leveraging HRM capabilities. The Bristol-Compressors, Asia Pacific
case focuses on the efforts of the President of the Asia-Pacific region and his Management
Committee as they try to increase the quality and quantity of managers in the region. Lack
of management bench strength is viewed as a critical problem for Bristol Compressors and
the students are faced with action alternatives that balance training current managers,
recruiting locals, or returning to the use of expatriates. Continuing with the theme of lever-
aging capabilities, students are exposed to cases in China (Mabuchi Motor Co., Ltd); Vietnam
(HCM Beverage Company); Indonesia (Building Products International); and Korea (LG Group:
Developing Tomorrow’s Global Leaders). Each of the cases exposes the students to different
cultural contexts, different phases of leveraging capabilities (e.g., managing, protecting, and
steering), and different phases of HRM activities (e.g., training and development programs;
crisis management programs; global leadership development, recruitment, and selection).
The focus of this module is truly integrative and is supported with readings dealing with
the global manager and with the challenges of aligning the functional areas with the global
strategies.

After completing the fourth module, I conclude the course with an integrative review
and summary of the key concepts, frameworks, and learning points. To promote active
involvement and interaction in this final review and learning session, I require the students
to bring their three most important learning points from the course and to share these points
during the class discussion. Not only do these learning points promote active involvement
of the students in the context of a review session, it also allows for additional concepts to
be raised and for concepts to be discussed in greater depth and with further emphasis on
integration.

The learning from this session enables me to reflect on the challenges as well as successes
that I have experienced in teaching this course. The key challenge for me is presenting each
module and clearly articulating the keen differences between the three faces of HRM in
international firms. For each face, T highlight four main arcas; namely, the activity, the focus,
the theory, and the role of HRM within each distinct face. For example, during the Building
HRM face, the activity involves getting the basics in place; the focus is on internal coher-
ence; the theory is one of “fit” from an internal organizational design perspective; and the
role of HRM is that of a builder. It often takes students some time to understand each of
the faces and the challenge for me is to highlight these four main areas throughout the selec-

tion of cases that I use. The key success for me in teaching this course is my preparation
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and selection of the various cases for each of the modules as well as the corresponding read-
ings and activities. Through the extensive use of relevant, current, and meaningful case
studies, I find that the student leaves the course with a richer appreciation of the human
resource management challenges that are involved in the process of internationalization.
They also understand the need to operate in an increasingly global and complex environment

where people are considered a precious and sustainable competitive advantage.

ORGANIZATIONAL FIELD PROJECT

As an additional integral means of applying concepts from the course, student groups are
asked to complete a field project that examines in some detail the management challenges
of globalization. The student team selects an organization on which to conduct this project,
which incorporates analysis, critique, and recommendations. In order to place responsibility
on the students for accessing and interpreting primary as well as secondary data sources for
the chosen organization, interview and first-hand data are required in this project. The field
project tests the students’ deeper understanding of how an organization actually manages
the global workforce and how well each of the students is able to integrate the materials
and learning that we have collectively developed throughout the course. Most importantly,
this project is intended to help the students internalize and integrate the issues discussed in
the course in a practical, useful, and career-enhancing way. Past students have reported that
they learned an enormous amount about the organization that they were interested in, as
well as knowledge of current global management challenges. Critical skills of how to collect
data, conduct analyses, and apply the knowledge that they have gained in this course are
also important to project success.

I also use these projects within organizational seminars as a basis for managers to transfer
their training learnings and outcomes back to the workplace. I use the same guidelines
described above and also encourage the organization to allow these projects to be graded
within some type of certificate program within the company. Upon completion of the field
projects, presentations are given to the company’s top management team as a basis for
organizational learning and discussion. The field projects provide the managers with a prac-
tical and effective way to apply the knowledge generated during the seminar and a means

to share that knowledge with colleagues within and across business units and functions.

PERSONAL LEARNING JOURNALS

Coupled with the field project, a final and perhaps potent form of organization learning
resides in the requirement for each student to keep a personal learning journal as we proceed
through the course. The purpose of this journal is to ask each student to reflect on the daily
learning in the class and ask the question, “What does all of this really mean for me as I try
to enhance my ability to effectively manage and work with others?” After each session,
students are asked to draw upon the session’s mix of cases, readings, role plays, discus-
sions, simulations, etc., and apply these various instructional activities to their own personal

learning objectives for the course as well as their ability to maintain and enhance their overall
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effectiveness as global managers. I ask the student to do this reflection after each class. The
student, via integration and prioritization efforts, should strive to translate this reflection
into ar least one journal entry for each class session topic and activity. For example, if a
class session consists of a case, a reading, discussion, and a lecture, the student will have at
least four entries for that day. Each entry should reflect a significant discovery, insight,
connection, guideline, observation, concern, or other kind of learning that integrates session
context/experience with the student’s own current/future managerial reality.

It is within these entries that students often reflect on another key aspect of culture,
namely, individual variations and interpretations of their own cultural beliefs, norms, values,
and perspectives. This activity often aids the student in making sense of the various chal-
lenges presented in the cases when national culture confronts organizational culture. Rather
than broadly interpreting cultural differences and making generalizations across cultures
and/or countries, students are able to personalize such learning based on individual cultural
backgrounds and experiences. Three or four entries per class session, multiplied times
17 classes (based on a quarter system), means that the student should possess at least
50 entries by the end of the course. Based on a review and integration of the journal entries,
each student is required to prepare an essay. The essay should reflect their ability to sort
out, integrate, and interpret their own entire collection of entries throughout the course.
This essay provides the students with the opportunity to synthesize their learning from this
course and apply the learning to their personal managerial effectiveness and their career.

I strongly advocate the use of personal learning journals within organizational settings.
Two of the organizations within the Asia-Pacific region have implemented learning journals
throughout each training module conducted with the organization. Each manager is encour-
aged to review his/her journal every two wecks and monitor learning objectives and
outcomes based on personal competencies and goals as well as those set within the frame-
work of a performance appraisal and/or coaching session. During each session of the
organizationally based module, 1 invite participants to share their learning points and
describe how these learnings can enhance the development of international considerations

of human resource management throughout the firm.

CONCLUSIONS

Managerial development is the single biggest challenge presented by increased globalization
of firms and markets. Developing tomorrow’s generation of global managers requires a need
to develop a global mindset and the specific task of developing leaders for the future. These
challenges only serve to heighten the need to conceptualize, design, and deliver courses on
managing human resources in international firms that emphasize a broader perspective of
what operating internationally involves. The course discussed in this chapter is one effort
to meet this important educational and managerial challenge. Adaptation, modification, and
transfer of this course throughout organizational communities has also enhanced our ability
to develop a cadre of international managers and human resource management professionals
responsible for ensuring the quality and abundance of talent required as firms continue to

expand into global markets—developing as well as developed.
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Chapter 6

How I stopped worrying
and learned to appreciate
the gaps hetween academic
HRM and practice

Robert L. Dipboye

The academic work in Human Resources Management (HRM) has challenged many of the
traditional HRM practices and has suggested alternative practices that can have substantial
economic benefit to the organization. The research demonstrating these benefits is growing
in quantity and sophistication. Moreover, the news is getting out to practitioners in the
form of articles and books on best practices. Despite these encouraging developments, the
impact of research and theory on the adoption and implementation of HR techniques is
disappointing. There is a wide gap between HRM practice and academic HRM that is
growing wider. In this chapter, I will consider several factors at the organizational and the
individual/group level that can potentially account for these gaps. Although I advocate a
greater use of academic HRM in industry, my thesis is that gaps can occur for good reasons.
While academic HRM is quite functional at one level of the organization, practices that are
contrary to research and theory are functional at other levels. Moreover, practice requires
modes of thinking that differ from those required in theory and research. To narrow the
gap, practice will require compromises between scientific rigor and intuition, and theory

and research will need to incorporate a multi-level perspective.

ACADEMIC HRM

HRM has progressed as a field over the last century by applying an analytical model that is
designed around a careful situational analysis and evaluated on the basis of rigorous scientific
research. This is to be contrasted with the intuitive approach which is more informal, subjec-
tive, and particularistic and relies on the “gut feel” of the decision maker. Beyer and Trice
(1982) described the rational process by which organizational research is utilized. This
process starts with the identification of research that suggests useful applications. The organ-
izational decision maker questions the validity of the finding and compares the support for
the research and the associated application to the support that exists for alternative possi-
bilities. A rational choice is then made among the alternatives on the basis of expected

benefits and costs of each alternative, in which that alternative having the highest expected
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value is chosen for implementation. This first phase of the utilization process is the adoption
phase. The second phase is implementation, which includes the diffusion of information on
the intervention, actions to reduce attitudinal resistance, and evaluation of the intervention’s
effectiveness.

At the macro level, strategic HRM has emerged as a major approach to improving the
competitive advantage of the firm (Baron and Kreps, 1999). According to this approach,
the strategic objectives and plans of the firm dictate the goals and objectives for HRM. The
role of HRM is to determine the human resources needed to support strategic objectives
and to ensure that employees are selected, trained, evaluated, and rewarded in ways that
further the achievement of business objectives. Strategic HRM is usually depicted as a linear,
rational process that starts with the identification of goals that will guide human resource
practices. HR programs are designed to achieve these goals and evaluated on the basis of
how well they do in this regard. Another theme running through strategic HRM is that
there is internal consistency among HR practices (Baron and Kreps, 1999; Huselid et al.,
1997). Thus, the recruitment, compensation, performance appraisal, promotion, training,
and other HR functions are designed and managed so that they work in concert to achieve
the strategic objectives of the firm.

At the micro level, academic HRM is often described as beginning with a careful analysis
of the work and the organization (Dipboye, 1994). An HR intervention is designed on the
basis of the knowledge, skills, abilities, and other characteristics (KSAOs) that are identi-
fied as fulfilling the criteria that have been identified as important to the organization. HR
interventions are chosen that previous theory and research has shown effective in achieving
the desired objectives in situations such as faced by this organization. Programs are devel-
oped and implemented in a standardized, universal fashion. Finally, the HR program is
evaluated on the basis of the criteria identified in the first step of the process and the program
is revised or discarded on the basis of the results. The cycle then begins anew.

The research has shown that HRM does make a difference and can improve the effec-
tiveness and profitability of organizations. For instance, Huselid et al. (1997) found that
with every one standard deviation increase in the effectiveness of HRM, sales per employee
increased 5.2 percent or $44,380. In another study Huselid (1995) found that increases in
firm performance were associated with increases in high performance HR practices aimed
at enhancing employee knowledge, skills, and abilities and increasing employee motivation
through performance appraisals, pay-for-performance, and merit-based promotion. A one
standard deviation increase in such practices was associated with a 7.05 percent decrease in
turnover and, on a per employee basis, $27,044 more in sales (16 percent) and $3,814
more in profits.

The research addressing the impact on firm performance has given more attention to the
mere presence of training, formal selection, and other HRM procedures rather than the
specific types of HR methods used. Nevertheless, the findings are encouraging insofar as
more effective firms appear to use formal HR programs similar to those recommended in
the academic literature. The academic research has yielded a variety of specific tools and
procedures that are of potential value in the traditional HRM functions. In staffing, the
employer can choose from predictors that have been shown to be reliable, valid and useful

(Schmidt and Hunter, 1998). In performance management, the research has shown how to
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measure performance in ways that are relevant to the job, free of contamination, and reli-
able (Borman, 1991). In training, the instructional systems model is often presented as a

guide for designing, implementing, and evaluating training programs (Goldstein, 1990).

GAPS BETWEEN ACADEMIC HRM AND THE PRACTICE OF HRM

Despite the evidence to support the value of academic HRM, there are large gaps between
what is proposed and actual practice. Strategic implementation of HRM does not appear to
be widely practiced (Othman, 1995). Human resource often does not proceed in the rational
fashion described above. Similar to the utilization of other workplace innovations, the adop-

tion and implementation of HRM occurs “. .

. in many different orderings, with omission,
repetition, recyclings, and truncations” (Beyer and Trice, 1982, p. 597). HRM strategy,
similar to other forms of strategic management is the outcome of the interplay of various
forces (Storey and Sisson, 1993, p. 68) and emerges as a pattern in a stream of decisions
(Mintzberg, 1994). In this process, practices often determine strategy rather than strategy
determining practices (Brewster and Larsen, 1992). There is often conflict among multiple
and incompatible interests and, rather than being a rational process, politics often determine
the choice and implementation of HRM practices (Kochan and Dyer, 1993). The use of
strategic HRM would imply that packages or bundles of procedures would be implemented
that are consistent with strategic objectives of the firm. However, it is relatively rare to find
that work practice innovations are actually implemented as systems (Ichniowski et al., 1996).

Not only does HRM appear to stray from the strategic model but there is also evidence
that the process in which specific HR practices are used in organizations fails to follow the
planned process recommended in academic HRM (Dipboye, 1994). Contrary to the
academic model, the adoption of particular training programs, selection procedures, and
performance management interventions in organizations seldom start with a careful needs
assessment or job analysis (Saari et al., 1988). More often particular programs are adopted
because they are in fashion and other organizations are using them. They are evaluated on
the basis of subjective accounts such as the personal liking of trainees for the trainer or
the intuitive impressions of managers. When evaluations are conducted, they are limited
to short-term results and there is seldom a follow-up to see if there is any degree of
institutionalization.

Many of the HRM practices that have received the greatest support in research are still
not widely used (Colarelli, 1996). For example, the selection procedures that research has
identified as the most valid (Schmidt and Hunter, 1998) are used less frequently than subjec-
tive evaluations of work experience (Wilk and Cappelli, 2003). The most frequently used
technique is the unstructured interview which is also among the least valid (Colarelli, 1996;
Friedman and Williams, 1982; Smith, 1991). Most organizations invest little or nothing in
the training of employees (Labor letter, 1991; Office of Technology Assessment, 1990).
Performance appraisals still suffer from many of the problems (e.g., trait-based ratings) that
academics warned them about five decades ago (McGregor, 1957). The high performance
work arrangements that have been touted in the academic literature have not found their
way into most organizations. Pfeffer (1998) reported a study by the National Center on
the Educational Quality of the Workforce of more than 3,300 establishments in which
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it was found that “only 16 percent of U. S. businesses have at least one innovative practice
in cach of the four major HRM policy arecas: flexible job design, worker training, pay-for-
performance compensation, and employment security” (Pfeffer, 1998, p. 61). One sign of
this is the continuing use of layoffs despite the evidence that they are not effective in
improving the long-term effectiveness and profitability of the firm.

Consistent with the infrequent use of the processes and practices proposed in academic
HRM, there seems to be little knowledge or appreciation of this work. HR managers, direc-
tors, and vice presidents in one survey were found to err substantially on a test of HR research
findings (Rynes et al., 2002a, 2002b). This lack of knowledge on the part of HR professionals
was not surprising given that less than 1 percent said that they usually read the literature and
75 percent said that they never read the academic literature. Another survey found that full-
time practitioners placed less value on the empirical literature on teams than did academic
practitioners with over six times more full-time practitioners than academics (31 percent vs.
6 percent) reporting that the only helpful source of information was the non-empirical
literature (Offermann and Spiros, 2001). The lack of appreciation for the research literature
does not seem limited to those without Ph.Ds. A survey of the membership of the Consulting
Division of the American Psychological Association found that Ph.D. respondents ranked
empirical studies only 7 out of 11 as useful to their consulting practice, and less important
than their personal experience (O’Neill et al.,1998). In another survey, HR executives with
Ph.Ds were more negative toward academic research than were those who did not have a
Ph.D. (Terpstra and Rozell, 1998). While the readership of the academic literature is
relatively small, the popular literature in management is booming. In their criticism of the
management consulting industry, Micklethwait and Wooldridge (1997) estimated that over
$750 million in business books are sold in the US each year but the managers who buy them
fail to finish four in every five. And what is diffused in these venues is not the academic
literature but more often the latest fad.

So far we have noted problems of diffusion and adoption in showing how HR practi-
tioners are unfamiliar with, and fail to adopt, the suggestions of academic HRM. In many
of the cases in which academic HRM is adopted, gaps between academic HR and the prac-
tice of HR still emerge in the implementation phase. Decision makers in organizations may
be knowledgeable about HR research and theory and the interventions implied by this
academic work. They may even be committed to using these interventions in their organi-
zations, and take steps to incorporate the interventions in the organization. Nevertheless,
there are several ways in which academic HR still fails in the process of implementation.

One type of failure is slippage in which the intervention that is implemented does not
match what was intended. For example, many organizations purport to use behavioral or
structured interviews but what they use in many cases appears far removed from the struc-
tured interview described in the research literature (Barclay, 2001). Another source of
slippage is resistance to these procedures. Interventions that clash with the values of the
organization, the culture, or the individual who implements the procedure seem likely to
be resisted in a variety of ways. Benign neglect is, perhaps, the most common form of resis-
tance, where those who are charged with implementing the procedure simply fail to do so.
Resistance can also occur as those who implement the HR procedures go through the

motions of doing so but undermine the procedure to others. And, of course, resistance can
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occur in more overt forms such as sabotage. The end result is that the procedure as actu-
ally used deviates from what was intended. Over time one might expect even further decay
and deterioration. Evidence of this was provided by Latham and Saari (1984) who found a
validity coefficient of only 0.14 in the prediction of performance from a situational inter-
view, a level of validity that was much lower than is typically found for this type of
procedure. The authors observed that:

The original interviewers did not use the situational interview correctly. Rather
than record and score the answer to each question, the original interviewers
recorded nothing. They merely used the questions and the scoring guide to help
them form an overall impression of the applicant.

(Latham and Saari, 1984, p. 573)

THE TYPICAL EXPLANATIONS FOR THE GAPS

There are three common explanations for the gaps between academic HRM and HRM prac-
tice. Each of these explanations is based on the assumption that the research and theory in

academic HRM should be adopted and implemented.

Failures of academics to communicate their research and theory
to practitioners

By far the most common explanation for the gap is that academics have failed to communi-
cate their work in a way that is understandable and persuasive. In support of this contention,
there is some indication that lack of knowledge is a major reason that proven selection tech-
niques are not used (Terpstra and Rozell, 1997). Rynes and Quinn (1999) report on a 1997
survey of MBA students that found that out of 12 disciplines, HR ranked twelfth in perceived
importance to the curriculum and eleventh in perceived quality of teaching. From this
perspective, academicians have a responsibility to ensure that their findings and theories are
not only comprehended but potential users are motivated to use them.

The first step is to communicate in a language that practitioners can appreciate and under-
stand. The academic literature is unlikely to be read because it is highly technical, is often
focused on questions that are far removed from application, and is conveyed in highly
specialized language. One example of this is the research on the “futility of utility” (Latham
and Whyte, 1994). Communications of test validation results in terms of sophisticated utility
analyses have been shown to have no effect, or even a negative effect, on managerial accep-
tance of the results (Latham and Whyte, 1994; Whyte and Latham, 1997). Managers are
looking for solutions but the literature more often provides contingencies and areas for
future research than stating in unequivocal language what should be done in specific situa-
tions. Framing HR problems in administrative terms rather than in technical terms when
communicating to managers is one possible way to improve communication (Johns, 1993).
Other suggestions are: expanding the use of qualitative methods, writing reports in plain
language, and increasing contact between academics and practitioners (Offermann and
Spiros, 2001; Rynes et al., 2001; Ford et al., 2003).
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Failures to research the topics of importance to practitioners

Consistent with failures of communication, others have pointed to the type of research ques-
tions and topics that are addressed in the research (Campbell et al., 1982; Lawler et al.,
1985). Research questions are posed on the basis of the literature and are aimed at addressing
inconsistencies, ambiguities, or gaps in the previous academic research. What is often
stressed is the theoretical foundation of the research questions that are posed and practical
implications are relegated to minor comments in the discussion.

The critics would say that the academic research needs to focus more on the specific prob-
lems that are of concern to practitioners. To generate research that is more relevant to prac-
titioners, researchers are urged to collaborate with managers and to engage in dialogue (Ford
et al., 2003). Such collaboration can allow the identification of “critical success factors” or
those factors that are contained in the company’s strategy and give it unique competitive
advantage (Banks and May, 1999). Moreover, the gap between academics and executives can
be bridged with research that not only has validity and verifiability but also deals with critical
problems and has utility for the manager (Dossabhoy and Berger, 2002).

The education of practitioners is deficient

Still another common explanation points to failures in the education of practitioners.
According to this rationale, users lack the proper education to enable them to understand,
appreciate, and implement academic HR. In partial support of this contention, Rynes et al.
(2002) found that the discrepancies between research findings and practitioners’ beliefs were
more pronounced when they lacked SPHR certification and did not read the academic liter-
ature. Another point is that those who must practice HRM should be taught behavioral skills
that will allow them to implement HRM practices. The solution to the gap between
academic and practical HRM is to educate practitioners so as to convince them of the value
of academic HRM and prepare them to read the scholarly literature and how to translate
this literature into practical applications. Of course, this is likely to require major changes
in business school curricula, textbooks, and classroom teaching to make HRM research and

theory more accessible and interesting (Rynes and Quinn, 1999).

A FUNCTIONAL APPROACH TO UNDERSTANDING THE GAPS
BETWEEN ACADEMIC HR AND HR PRACTICE

The arguments that the gaps between practice and academic HRM reflect failures in commu-
nication, choice of research problems, and the education of practitioners are well taken but
do not in my opinion capture the entire situation. These arguments assume that the prescrip-
tions of academic HR are correct and that practice needs to be brought in line with these
findings. I would like to raise another possibility—that these gaps exist for legitimate reasons
and are not just the result of a lack of dissemination to practitioners or failures in imple-
mentation. What I propose is that deviations from the prescriptions of academic literature
occur because they serve important functions of the organization that are not served by

alternative approachcs.
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Functions served at the level of the organization

The organization and the environment in which it must operate set the context for HRM
practices. A neglect of these macro contextual factors accounts, in part, for the failure of
academic HRM to convince practitioners of its worth. In discussing these factors, I assume
that there are decision makers at higher levels in the organization who decide on the HRM
practices that organizations attempt to use. These decision makers may choose HRM
approaches that deviate from academic HRM to cope with a turbulent environment, to
provide a better fit with other cultures, to gain legitimacy in the eyes of important
constituencies, to provide competitive advantage, and to reinforce and maintain the

organizational system.

1 Deviations from academic HRM can be functional in dealing with a turbulent environment. In a
post-industrial world in which there is turbulence, change, global competition, and uncer-
tainty, the planned, rational approach is not always ideal. Kraut and Korman (1999) refer
to the Five Delta Forces to capture the change and variety of the present world in which
business organizations compete. These include changes in demographics (immigration,
increased diversity of the work force), economics (e.g., competition at a global level, the
rise of multi-national corporations), legal and regulatory (e.g., increased regulation in the
form of discrimination but less in terms of competition), technology (e.g., increasing rate
of innovation), and attitudes and values (e.g., increased emphasis among employees on
work—family balance, decreased loyalty to the corporation). Techniques that achieve their
intended consequences could prove dysfunctional when judged against how well the organ-
ization competes in the context of these changes. Traditional modes of HR in this turbulent
environment have been described as having disadvantages compared to procedures that are
unstructured and subjective in nature.

Evolutionary organizational theory provides a theoretical framework for understanding
why academic HRM might be less than optimal in a turbulent environment. In the evolu-
tion of social systems, variation occurs and choices are made among social technologies some
of which are retained (Colarelli, 1998, 1996). From an evolutionary perspective one could
point to several potential advantages of selecting and retaining HRM practices that deviate
from the prescriptions of academic HRM. According to Ashby’s Law of Requisite Variety,
there should be sufficient variation in the system to match the variation in the environment
(Weick, 1979). Highly specific, standardized HR techniques are well suited to a highly
predictable environment where labor markets are stable and there is little innovation and
technological change. By contrast, HR techniques that are unstructured and intuitive have
the advantage of matching the variation in the environment and the flexibility of these
techniques allows for a quicker response and adaptation to change (Colarelli, 1998).

The changes under way in organizations and in their environments seem likely to widen
the gap between academic HRM and the practice of HRM. As organizations restructure to
increase their flexibility and competitiveness in a global economy, they are placing less
emphasis on hierarchical relationships and providing a good fit of the individual employee
to narrow sets of KSAOs. In the context of these changes, organizational decision makers
may see HRM as a hindrance rather than an aid and, as a consequence, turn to manage-
ment fads in a search for solutions that may evolve into legitimate management practices if
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they work (Gibson and Tesone, 2001). I am not arguing here for the abandonment of
rational HRM practices. To the contrary, structured procedures for staffing, compensation,
appraisal, and training improve productivity and more organizations should use them than
is currently the case. Yet, the technical evidence in favor of these practices is unlikely to
have much impact if researchers and theorists continue to ignore the organizational and

environmental forces working against scientific approaches.

2 Deviations from academic HRM can be functional in other cultures. Academic HRM has origi-
nated in the research in North America and England. Consequently, the best practices sup-
ported in the HRM research may not fit other cultures. Evidence of this are the large
variations across countries found in the use of selection procedures (Huo et al., 2002; Levy-
Leboyer, 1994) and self-managed work teams (Kirkman and Shapiro, 2001). Selection
procedures used in universalistic cultures such as Australia, Portugal, Canada, and the
Netherlands are more likely to report the use of structured interviews than in particularis-
tic cultures such as Belgium, France, Greece, and Italy (Nyfield and Baron, 2000). In a par-
ticularistic society, the interview is seen as a personal conversation rather than a test and
practitioners are less likely to be receptive to attempts to structure the process. Organizations
in universalistic countries are not only more likely to use structured interviews but are more
likely to use objective data in rank-ordering candidates and more likely to do formal audits
of the selection process. Other research has shown that organizations in cultures high in
uncertainty avoidance were more likely to use a fixed set of interview questions and audit
the selection process, while organizations in cultures high in power distance were less likely
to use peers as interviewers (Ryan et al., 1999). Other work suggests that high power dis-
tance, being oriented, individualistic cultures will resist a high level of self-management more
than those from a low power distance culture, doing-oriented, collectivistic culture
(Kirkman and Shapiro, 1997). The cross-cultural work conducted so far supports the con-
clusion of Huo et al. (2002) that: “The best international HR management practices ought
to be the ones best adapted to cultural and national differences” (p. 42).

3 Deviations from academic HRM can be functional for gaining legitimacy from important
constituencies. According to institutional theory, decision makers adopt organizational prac-
tices through imitation of other organizations in the same environment (e.g., Abrahamson,
1991; DiMaggio and Powell, 1983; Meyer and Rowan, 1977; Scott, 1995; Tolbert and
Zucker, 1983). The underlying motivation for imitation and conformity is to gain legiti-
macy in the eyes of important constituencies. Just as an individual may manage impressions
to gain the approval of those around them, institutional decision makers are driven to legit-
imize their practices to stakeholders who control important resources. These attempts to
gain legitimacy can include eschewing the practices endorsed by academic HRM and
adopting the fads and fashions being used by the prestigious organizations. Thus, if the
industry leaders are using a particular personality test to select their managers, decision
makers in other organizations in that environment adopt this test, despite the lack of
evidence to support it, in the pursuit of winning the approval of their stakeholders. When
these industry leaders decide to move on to another fad, the decision makers drop the

personality test and move on to the next fashion.
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Several studies have demonstrated how specific HRM practices can constitute attempts
to gain legitimacy in the particular environment in which they must compete. In one study,
executives were more likely to be hired for top management teams if they were from large
organizations and from organizations that had served as sources of executive recruits
by other Fortune 500 firms (Williamson and Cable, 2003). Another study examined transfer
of a quality management practice from the headquarters of a large, privately held US multi-
national corporation to its subsidiaries in ten countries in Europe, North and South America,
and Asia (Kostova and Roth, 2002). When a subsidiary was located in an environment in
which quality practices were frequently used, there were higher levels of implementation.
A third study found that work—family practices were more likely to be adopted the more
widespread this type of program in the organizational environment of the organization
(Goodstein, 1994). Also, larger organizations were more likely to adopt these practices. It
appears, then, that large firms not only serve as the model for the HRM practices of other
firms, but the large firms are also expected to become the first to adopt the latest fad or
fashion. Institutional theory does not imply that decision makers are necessarily in error in
attempting to imitate other firms. Rather, imitation of less than ideal practices may serve
the important function of maintaining the organization’s reputation and position in its envi-

ronment.

4 Deviations from academic HRM can be functional in seeking competitive advantage. The
resource-based theory of the firm would suggest that organizations gain advantage by not
only using HRM approaches that create value but also by using HRM approaches that are
rare, are not easily imitated, and for which there are few substitutes (Barney, 2002). From
this perspective one might expect that some HRM approaches that are less than ideal when
judged on the basis of academic research still provide more competitive advantage because
of their idiosyncratic characteristics. On the other hand, HR approaches that appear more
effective from the research may not be used because they are too easily imitated. One reason
that paper-and-pencil tests of ability are used less than one might expect on the basis of
their demonstrated validity is that they are commercially available and easily obtainable by
other firms. Some successful firms such as Southwest Airlines or Microsoft use selection
procedures that are extravagant and inefficient compared to the more researched proce-
dures in the academic literature. While possibly lacking the same level of psychometric
qualities of the commercial tests, the uniqueness of their practices, perhaps, compensates
for their deficiencies. Along these lines Wright et al. (1994) speculated that unstructured
HR techniques might provide more competitive advantage. Even if some unstructured
procedures have less value when judged on the basis of rigorous research, they may be good

enough in this respect and superior in being rare, inimitable, and non-substitutable.

5 Deviations from academic HRM can be functional in maintaining the organizational culture and
system. HRM is a subsystem embedded in a larger organizational system and culture. Attempts
to implement HR technologies that are incongruent with the existing systems and the organ-
izational culture create tension that is resolved, perhaps, through elimination or modifica-
tion of the intervention. If implemented, an HR technology may succeed in achieving the

goals that it was intended to achieve, but at the organizational level it may prove disruptive
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and have negative consequences (Klein and Sorra, 1996). For example, the use of standard-
ized tests for selection allows selection of employees with the necessary KSAOs for the job,
but can clash in an organization in which employees are expected to possess values that fit
the culture. On the other hand, an HR technique that is ineffective at the level of the
job may be retained because it fits the system. Thus, reliance on on-the-job training by peers
is less effective than a formal training program in developing the necessary KSAOs but could
reinforce the culture of a team-oriented firm in which employees look out for one another.
In these instances, deviation from what academic HR would suggest is in the interest of
maintaining the system and communicating the core values of the culture.

Evidence of a striving for internal consistency is seen in research showing that HR prac-
tices are used that are consistent with the culture of the organization (Robert and Wasti,
2002). Innovative human resource management practices appear more likely to improve
business productivity if they are implemented as bundles or systems of internally consistent
practices rather than as isolated practices (Ichniowski et al., 1996, p. 326). According to
the authors: “There are no one or two ‘magic bullets’ that are the work practices that will
stimulate worker and business performance. Work teams or quality circles alone are not
enough. Rather, whole systems need to be changed” (p. 322). On the other hand, one might
speculate that attempting to implement a practice that appears effective in the research liter-
ature but is inconsistent with the existing system could have harmful effects. From this
perspective, one could speculate that rejection of innovative practices has value in main-
taining the integrity of the organizational system. As an example, consider the potential
impact of a 360-degree appraisal program in a traditional hierarchical organization. Although
this type of appraisal program could be effective at one level, it could disrupt such an organ-
ization and inflict irreparable harm on relationships among peers and between supervisors
and subordinates. Leaving well enough alone is wise advice on some occasions where a

degree of stability and effectiveness has been achieved using “less than ideal” methods.

FUNCTIONS SERVED AT THE LEVEL OF THE INDIVIDUAL
PRACTITIONER OR THE GROUP

At the organizational level, deviations from academic HR may reflect the actions of deci-
sion makers in their adoption of HR policies and techniques. At the level of the individual
practitioner or the group the rejection or assimilation of academic HR occurs in the imple-
mentation process. In others, those who have the responsibility of actually putting into
practice HR techniques are faced with demands that lead them away from the dictates of
academic HR. Again, these deviations can serve important functions.

1 Deviations from academic HRM reflect the requirements of the practitioner task. The deviations
that are observed may reflect the demands of the tasks faced by academics as opposed to
practitioners. There are fundamental differences in the cognitive, emotional, and behavioral
demands of the work of a researcher in an academic setting and the work of a practitioner
or a researcher in an applied setting (Bochm, 1980). The academic researcher can choose
the problems that he or she wishes to address, and can exert considerable statistical and

experimental control in the study of this problem. The academic researcher also has the
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time to study the problem, is rewarded for conforming to the rigorous standards of science,
and is not expected to generate solutions. By contrast, the practitioner is typically assigned
the problem, has little control over events, and is expected to generate solutions within a
relatively short period of time. Academics have the time and are rewarded for the careful
time-consuming process that characterizes rigorous science, whereas those attempting to
take an analytical approach are driven by political exigencies that force them to deviate from
the ideal (Boehm, 1980).

Not only do the tasks of research and practice differ, but the type of thinking required
of practitioners seems to fundamentally differ from the modes of thinking required of the
academic. Aristotle contrasted the thinking required in generating knowledge and truth,
with practicing, in which a person applies concepts to the real world. Performance in each
domain is governed by a specific kind of thinking. The academic uses logic, observation,
and mathematics to construct an understanding of a phenomenon. The HR practitioner must
use what he called phronesis (practical understanding) which is characterized by intuition and
a dialectical interaction with the situation. The practitioner acts on the situation, gains an
understanding from the consequences of these actions, and then acquires an expanded under-
standing. Practice activity progresses through trial and error without coming to a final
closure. Blanton (2000) suggests that the nature of the task requires practitioners to engage
in dialectic thinking and problems arise when they try to think like scientists.

A variety of scholars have proposed similar differences in modes of thinking, but I will
use Hammond’s (1996) distinction between analytical and intuitive thought. Analytical
thinking is “rule-based, controlled, effortful, slow, independent of context, asocial, and
acquired through education.” By contrast, intuitive thought is “associated, holistic, auto-
matic, effortless, fast, highly contextualized, social, and acquired through experience.”
Intuition relies on experience whereas analytical thinking relies more on abstract logic,
assigning the object to categories and then using rules to “explain and predict the object’s
behavior.” In analytic thought the object is separated from the context through categoriza-
tion and the application of impartial rules. In intuitive thought the relationship of the object
to the context is central to understanding. Moreover, analytical thinking seeks the right
answers whereas intuition is more accepting of conflict and ambiguity. Practitioners may
not do what academics want them to because their task naturally draws them to a more
intuitive mode of thinking whereas the nature of the research task draws the academic to
a more analytical mode of thinking (Hammond et al., 1987). To expect practitioners
to adopt an analytical mode of thinking characteristic of academic HRM is not only
unrealistic but could be dysfunctional for the effective performance of their tasks.

2 Deviations_from academic HRM allow fulfillment of role expectations. Those who must prac-
tice human resource management in an organization not only perform tasks but also occupy
roles defined by the expectations of others inside and outside the organization. With the
changes occurring in organizations, these roles have changed markedly and in ways that
depart from the traditional role of a functional expert in which an individual performs
specific activities. The performance of this role requires expertise in specific HR functional
areas such as wage and salary administration, interviewing, and the like. However, with the

outsourcing of the functional role, internal human resource professionals are assuming other
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non-traditional roles. Ulrich (1997, p. 23) has described how the roles of HR professionals
have moved from:

operational to strategic;

qualitative to quantitative;

policing to partnering;

short-term to long-term;

administrative to consultative;

functionally oriented to business oriented;

internally focused to externally and customer-focused;

reactive to proactive;
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activity-focused to solutions-focused.

Ulrich (1997) presents a two-dimensional model for HR roles in building a competitive
organization. Four roles are defined in this framework. The strategic human resource role
consists of activities involved in aligning HR and business strategy. The administrative expert
role consisted of activities related to management of the infrastructure. The employee cham-
pion role consists of listening and responding to employees. Finally, the change agent role
consists of the management of transformation and change.

Deviations from academic HRM may occur in the service of these non-traditional roles.
For instance, some HRM departments are expected to generate revenue by contributing to
the bottom line of the organization. This might occur in the form of marketing HR prac-
tices developed inside the organization to outside customers. The demands to sell a product
may lead practitioners to focus more on what is saleable than what academic research and
theory would suggest as the most effective. HR practices that are ineffective in achieving
the goals of selecting, training, and motivating employees to perform better in their jobs,

could be quite effective in fulfilling this entrepreneurial role.

3 Deviations from the academic HRM allows the social construction of the technology. The intro-
duction of any technology is an occasion for social interaction in which those implementing
the technologies attempt to make sense of the situation. As a consequence of a process of
applying the rules and resources to the situation and the give-and-take that follows, there
are likely to be deviations from what was originally intended (Weick, 1979). As described
by Barley (1986, p. 80), a new technology disturbs the existing patterns of interaction and
as a consequence can lead to “slippages . . . between the institutional template and the
exigencies of daily life.” Over time, these deviations can stabilize and become the routine.
The social structure that emerges from these interactions stabilizes and imposes restraints
on future interactions. This has been shown in the implementation of hard technologies
(Barley, 1986), so that it should not be a surprise to find that softer technologies such as
those in HRM may depart from academic HRM as they are enacted in the organization over
time. Unlike hard technologies, however, HRM procedures not only impact the social struc-
ture but the technology itself is modified by this emergent structure (DeSanctis and Poole,
1994). Another way of stating this is that HR technology is socially constructed in the

process of being implemented.
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How might this account for the gaps between academic HRM and the practice of HRM?
To the extent that the HR technology clashes with the established pattern of relationships,
one might expect those implementing the procedure to modify it in the process of using
it. For example, a highly structured interview requires that interviewers ask questions with
no follow-up or elaboration. In an organization in which interviewers are accustomed to
freewheeling interviews with little structure, one might expect that, in the process of
implementing the interview, some slippage would occur. Over time, a modification to the
interview emerges that is discrepant from the procedure as originally intended. Although
the emergent interview structure departs from what was originally intended, the social
construction of the interview allows a necessary adjustment to the existing patterns of

behavior in the situation.

4 Deviations from academic HRM meet the needs and values of the HRM practitioner. What is
often ignored is that HRM techniques are implemented by people with their own needs
and values. Deviations from academic HRM can reflect attempts to find satisfaction in the
performance of their jobs. A hallmark of many of the HRM techniques suggested in academic
literature is that they are structured and relieve HRM practitioners of information-
processing and decision-making responsibilities. An example would be a highly structured
interview. Interviewers are given a list of questions that they must ask verbatim with no
chance for follow-up and then evaluate the applicants on behaviorally anchored rating scales
using guidelines. Given this type of interview, it is not surprising to find some interviewers
who would find this quite boring. Indeed, it would lack many of the critical components
of a motivating task according to Hackman and Oldham (1976): variety, identity, signifi-
cance. Highly rational procedures are satisfying in some ways especially to the extent that
they allow more accurate decisions with less effort, but they can be an intensely dissatis-
fying experience for those who must implement the procedures. In these situations, I would
suggest that interviewers will deviate from original guidelines as they attempt to enrich their
task.

It is also possible that HRM practitioners deviate from the dictates of academic HRM in
the interest of fairness (Dipboye, 1995). While rational approaches are fairer in some
respects (especially in terms of objectivity and consistency), intuitive approaches allow prac-
titioners flexibility in compensating for past wrongs or correcting for bias. Consequently,
deviations from the recommendations of academic HRM are in the interest of making what
they believe are fair and just decisions (e.g., compensating in the evaluation of minority
candidates for what they see as unfair disadvantages or advantages).

Deviations from academic HRM can be a vehicle for obtaining power and influence.
According to resource dependence theory those groups and individuals who gain control over
resources also gain power over others. HRM departments or personnel can acquire power
over other departments to the extent they can control the flow of human resources into and
through the organization (Cohen and Pfeffer, 1986). Resistance to academic HR and the use
of unstructured, subjective procedures could be in the interest of exerting control over the
HRM process. For instance, one could propose that training departments avoid many of the
elements of the instructional systems model, especially needs analysis and evaluation, to avoid

scrutiny of practices and to retain control over the training process. Similarly, line managers
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can deviate from proposed HR procedures in the interest of maintaining control over the
hiring, appraisal, and training of those who report to them (Pfeffer et al., 1998).

The amount of power possessed by a unit or person can influence the consequences of
implementing an HR procedure. For instance, Welbourne and Trevor (2000) found that the
power of a department in a university influenced the position upgrades achieved on the basis
of job evaluation results and concluded that political dynamics confounded the job evaluation
measures. Nevertheless, the authors suggest that this political use of a rational procedure

could be justified if it leads to resources that allow the department to perform better.

CONCLUSIONS

The academic work on HRM shows that organizations can benefit from implementing many
of the findings of the scientific work in this field. Clearly, organizations need to incorpo-
rate more of the technologies and processes suggested in this research. Also, rigorous
research is needed to evaluate those practices that are implemented. The rules of science
are reasonably clear and there can be no deviation from these rules to produce a valid body
of knowledge and to develop an understanding of behavior in organizations. When practi-
tioners attempt to apply academic HRM to an organization, they confront the reality that
research and theory do not always directly translate into applications. Moreover, the choice
among practices is not always a matter of what’s right and what’s wrong in that HRM prac-
tices serve other functions in addition to those for which the practices were designed. But
how is the gap between practice and academic HRM bridged? I would like to conclude with

three suggestions.

HRM theory and research needs a multiple-level perspective

Increasing attention is being given to multiple level models of HRM. Wright and Boswell
(2002) call for more research on the multi-level linkages using a two-dimensional typology
in which HRM research is focused at either the individual/group level or organizational
level and on single or multiple practices. Ostroff and Bowen (2000) distinguish strong HRM
systems, where a situation is created in which there is little ambiguity, from weak systems
in which the goals and routines implied by the systems are unclear. In the context of a weak
HRM system, those implementing HR practices are likely to modify them in the interest
of their own interpretations and needs, and effects at the individual and group level have
effects at the organizational level. In a strong system, HR policies at the organizational level
will shape individual and group level HR practices.

A clear implication of multi-level perspectives is that “what is good at one level may not
be good at another, and goals of different subsystems are often in conflict” (Colarelli, 1998,
p- 1048). As we have seen, HRM practices that are terrible in achieving objectives at one
level may be highly successful in achieving objectives at other levels. For example, a train-
ing program that has little evidence of imparting the intended knowledge, skills, and abili-
ties is adopted because other companies are using the program. A selection procedure that
succeeds in the selection of employees who can perform their tasks, fails in providing a good

fit to the organizational culture or in increasing creativity and innovation. A performance
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appraisal procedure that effectively improves performance of tasks at the level of the indi-
vidual disrupts cooperation at the group level and cross-functional cooperation at the organ-
izational level. This does not mean that HRM practices that have been shown to be effective
at the micro-level are necessarily ineffective at the macro-level or vice versa. Rather, what
I am suggesting here is that academic HRM, to be practical, must take into account multi-
level criteria in evaluating interventions and in the basic theory and research that underlies

these interventions.

To be useful, HRM theory and practice must confront paradox

If a multi-level perspective is taken, it scems necessary to confront paradox in our HRM
research, theory, and practice. This is different than the typical contingency thinking that
has been used in dealing with inconsistencies in results. In other words, when confronted
with mixed findings (e.g., a particular HRM works in some situations and not in others) is
to search for moderator variables. Once identified these moderator variables allow the
construction of theories that state the contingencies and, potentially, a set of rules for
deciding which procedure or technique to use in various situations. These models typically
are constructed at one level of analysis, however, and do not confront the paradox of
different consequences simultaneously occurring at different levels from the same HRM
intervention.

Paradox is defined as “contradictory, mutually exclusive elements that are present and
operate equally at the same time” (Cameron and Quinn, 1988, p. 2). One can propose four
possible psychological responses to a paradox (Peng and Nisbett, 1999). Denial is where
the person cannot deal with it or pretends it does not exist. Discounting is where the person
dismisses both items of information. Differentiation is where a comparison is made of both
items of information and a decision is made as to which is correct. Previous research has
shown that differentiation is often the way in which decision makers deal with paradox.
After deciding on the correct alternative, persons often increase their preference for the
alternative that they were inclined to believe at the beginning and decrease their preference
for the other. Dialectical thinking is the fourth possible response. In this approach the indi-
vidual tolerates the inconsistency and appreciates that both perspectives contain truth.
Rather than discounting, denying, or differentiating, the contradiction is accepted and an
attempt is made to reconcile or integrate the opposing elements.

Scientific research requires non-dialectical thinking in which hypotheses are subjected to
empirical test. However, dialectical thinking seems required in the application and practice
of HRM where individuals must confront mutually inconsistent truths. Multi-level research
in academic HRM can help to identify the paradoxes but cannot help much in reconciling
the contradiction. Systems involving hierarchically nested subsystems inevitably are charac-
terized by conflict and paradox, and the HR practitioner, by necessity, must deal with
multiple truths rather than rigidly deciding between positions. In the act of day-to-day prac-
tice, dialectical thinking is often preferable to scientific reasoning if only because it provides
the basis for reconciliation and integrative solutions. For instance, the paradox of solutions
with high technical quality failing whereas solutions with low quality succeed, is reconciled

through recognition of the importance of employee acceptance.
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In taking academic HRM into practice, there is a need for compromise
hetween the rigors of science and unfettered intuition

There is a fundamental difference in the tasks of science and practice. Research necessarily
draws the individual to analytical/logical thinking but when an attempt is made to use the
findings of this research in the field, the user is naturally drawn to intuitive thinking. A
possible solution is not to go to cither end of the continuum but to maintain a balance
between analysis and intuition in the form of what Hammond (1996) has called quasi-
rationality. He observes that quasi-rationality “will bring imperfect reasoning, inconsistency,
conflict, and inevitably, error, with its attendant injustices.” Yet, as “error ridden as it may
be, quasi-rationality emerges as a valuable form of cognition because it tries to avoid the
irresponsibility of intuition as well as the fragility of analysis” (Hammond, 1996, p. 353).
Lawler (1985, p. 10) suggested that practitioners need frames, not facts. Specifically:

the best way to improve practice is not by producing facts but by producing frames,
or ways of organizing and thinking about the world. A good case could be made
that the most important products of the field of organizational behavior are simple,

elegant frames, not findings or hugely complex, ugly, inelegant frames.

Kleinmuntz (1990) reviewed the overwhelming evidence in favor of using formulae to make
decisions rather than relying on the intuition of the decision maker and concluded people
will continue to use their intuition: “flawed as they may be, instead of formulas, is that for
many decisions, inferences, choices, and problems there are as yet no available formulas”
(p- 303). Even when they are available the costs of using them may outweigh the benefits.

I began by stating that scientific HR has striven to achieve a rational model character-
ized by careful analysis and scientific research. In so doing HRM has attempted to move
away from a more intuitive approach that comes naturally to those who must practice HRM.
Despite progress in developing a science of HRM, the gap between science and practice is
widening. Rather than worrying about this gap, perhaps, HRM scholars need to address the
legitimate reasons that practitioners must deviate from what is prescribed in the literature.
So, in closing, I suggest in response to the gap between academic HRM and the practice of
HRM that we should not backtrack to the comfort of intuition or impose a strictly analytical
view. Instead, I suggest that we live with the tension associated with this gap and embrace
the paradox that is associated with practice. As HRM scholars and practitioners we should
seek creative compromises that incorporate the best of scientific HRM while maintaining

the creativity and flexibility of intuitive approaches.
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Chapter 7

The new organizational career
Too important to be left to HR?

Elizabeth F. Craig and Douglas T. Hall

In this chapter, we argue that career development will be an increasingly critical organiza-
tional competency for all firms in the twenty-first century, and it will be particularly critical
for firms in businesses and sectors where employees’ valuable and inimitable knowledge
and skills are the source of competitive advantage. However, recent changes in the organ-
ization of work, employment, and careers have led to a reduction in career development
activities in many organizations. We identify the social trends and organizational practices
behind this decline and argue that it is because of these very trends that organizational career
development must be reinvigorated, though not in its traditional centralized form. We
not only see the old HR planning model of career development as obsolete, but we also
question whether career development should even be the work of HR managers. Building
from an identity commitment theoretical framework and leveraging several contemporary
examples of business-based career learning, we propose a new model of Organizational
Career Development (OCD) in which career development work is diffused throughout the

organization and the function of corporate HR is to capture learning innovations.

TRENDS IN ORGANIZATIONS, CAREERS, AND ORGANIZATIONAL
CAREER DEVELOPMENT

Contemporary social trends and recent changes in the organization of work and employment
have affected the degree and nature of career development activities in organizations (see
Table 7.1 for an overview of these changes). Sweeping economic, technological, and social
changes during the last two decades have begun to transform how work is organized in mod-
ern society. The shift from an industrial to a knowledge economy, the globalization of mar-
kets, and the rapid proliferation of new technologies have dramatically increased the pace
and unpredictability of change. In response, firms dismantled rigid hierarchies to enhance
their responsiveness to new environmental demands. Through downsizing and restructur-
ing, organizations eliminated layers of management and expanded the responsibilities of
remaining employees. These societal changes had direct consequences for employment struc-
tures and practices in organizations. Gone are stability, vertical advancement, and employ-
ment security that defined industrial era careers. Greater flexibility, performance demands,

and inter-firm mobility characterize twenty-first-century employment.
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HRM, DEVELOPMENT AND EMPLOYEE WELL-BEING

Significant shifts in labor market demographics are also creating new challenges for orga-
nizations. The workforce is aging and the proportion of women and minorities is increasing.
These trends, combined with slowing growth in the labor force will require firms to imple-
ment practices that enhance development opportunities for older workers, low-skill
workers, and workers needing flexible schedules (Deavers et al., 1999). What’s more,
younger workers entering the labor force have career expectations and aspirations that are
often different from and more diverse than those of previous generations. Workers who
are currently in their twenties, for example, grew up in the information age. Their forma-
tive years dovetailed with the rise of the service and knowledge economies and the decline
of manufacturing, widespread layoffs and downsizing accompanied by the elimination of
“lifetime” employment, and a general era of rapid change and discontinuity (Howe and
Strauss, 1992; Tulgan, 1995; Zemke et al., 2000). These young adults entered the working
world without expectations for lifetime employment or traditional organizational careers.
To the contrary, these twentysomethings enjoy and expect choices in their work careers.
This growing diversity in the workforce as a result of these demographic shifts precludes
one-size-fits-all approaches to career development.

Together, these environmental shifts have permanently altered the context for relation-
ships between companies and their workforces. For the latter part of the twentieth century,
long-term employment relationships tied carcers and career rewards to employees’ phys-
ical and psychological attachment to organizations. Advancement, compensation, and
benefits were linked to seniority and loyalty to the firm. These long-term employment rela-
tionships between employees and firms were mutually beneficial: firms retained a loyal corps
of employees who identified with and internalized organizational goals, while employees
enjoyed employment security and stability along with steadily increasing career rewards.

In recent years, increasingly competitive landscapes have demanded new approaches to
employment relationships and careers. Employers have all but abandoned the traditional
implicit employment contract in which company loyalty was exchanged for long-term
employment security. Seeking greater flexibility, firms now offer “employability” rather than
employment security (Kanter, 1989). Firms provide opportunities for employees to accu-
mulate skills and experiences that enhance both their contributions to firm performance and
their attractiveness in the labor market. Individuals are responsible for managing their own
careers, building a portfolio of diverse competencies and experiences, often by moving
between firms to exploit opportunities (Arthur and Rousseau, 1996; Handy, 1989).

As employment arrangements and careers become more market-driven than organization-
based (Cappelli, 1999), careers become more defined by the individual rather than the organ-
ization (Hall, 1976, 2002) and the likelihood of building one’s career within a single firm
diminished. Traditional “careers of advancement” that were realized in a single organization
have been replaced by “careers of achievement,” which involve the development of personal
reputation and professional skill via employment experiences in multiple organizations (Zabusky
and Barley, 1996, p. 438; Kanter, 1989). Continuous learning and adaptability became the
key to continued employment with a firm as well as to future employment opportunities.

This “new deal” at work is believed to have engendered a sort of “free agent” mentality
on the part of many employees (Cappelli, 1999; Pink, 2001). Individuals have more freedom

in, and responsibility for, defining their careers and giving meaning to various experiences
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(Mirvis and Hall, 1996). When combined with robust economic conditions, this arrange-
ment led many employees to strike some new deals of their own, changing employers
frequently in response to sweetened offers and new professional challenges. Employers
sometimes found themselves losing the very people they wanted to keep as what became
known as the “War for Talent” intensified (Michaels et al., 2001). But this is not purely
a trend associated with tight labor markets. Rather, we believe that it represents a
fundamental shift in employment relations that has far-reaching implications for career
development and management in organizations.

As careers were decoupled from individuals’ attachments to organizations, and as the
possibility for inter-firm mobility increased, employers became wary of investing in
employees’ career development. Investments in anything beyond firm-specific skills were
thought to be a losing proposition for organizations because investments in general skills
and marketable competencies would increase employees’ value in the external labor market
and, presumably, their likelihood of leaving. Firms are loath to bear the burden of devel-
oping talent for other companies. Indeed, firms tend to view the purpose of development
efforts as facilitating internal mobility and building “bench strength.” Of the career develop-
ment efforts in large US corporations, three-quarters are in the form of career development
“programs” that target high potentials and future leaders (Gutteridge et al., 1993). Yet,
given the demands of knowledge work and the increased strategic importance of human
capital (Bartlett and Ghoshal, 2002), investments in employee development should be a top

priority for firms.

CAREER DEVELOPMENT IS BECOMING STRATEGICALLY MORE
IMPORTANT

In this hyper-competitive economy increasingly driven by knowledge work, competitive
success is often dependent upon the talents, knowledge, and skills of the workforce. Firms
need more than mere flexibility in the deployment of the workforce, they need each
employee to be continually adaptable on the job. In light of the demands for adaptability
and responsiveness associated with the complex work and competitive environments of
contemporary organizations, we would argue that a strong commitment to career develop-
ment is one of the most important levers available to organizations for developing and
maintaining competitive advantage. Where employees’ capabilities are most strategically
important for the firm (e.g., knowledge-based businesses), career development becomes
evermore strategically critical.

From a strategic perspective, OCD is not merely a tool for enhancing employee capa-
bilities and performance; it is also a powerful retention mechanism. Organizations can
simultancously engage employees in the pursuit of organizational goals and outcomes and
encourage ongoing commitment to the firm by creating conditions for them to develop
valuable skills and competencies that will enhance their employability. Despite firms’
concerns about investing in the development of employees who have the potential to act as
self-interested “free agents,” research has actually found that individuals are more committed
to firms when they “believe that they are being treated as resources to be developed rather

than as commodities to buy and sell” (Gaertner and Nollen, 1989, p. 987). For example,
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Galunic and Anderson (2000) showed that an insurance firm’s investments in insurance
agents’ general development were associated with greater agent commitment to the firm.
Where firms provide valuable opportunities for development, employees, rather than
opportunistically “taking the training and running,” are likely to be more committed to the
firm than where such opportunities are lacking.

Our own research supports this view. A survey of more than 400 mid-level executives in
a wide range of industries around the globe revealed that those who were satisfied with oppor-
tunities to enhance their employability in their current firms were much more committed
and intended to stay with their companies longer than executives who were less satisfied with
these opportunities (Craig et al., 2002). Further, the more executives saw opportunities
within the company to realize their career aspirations, the more committed they were to their
firms and the longer they intended to stay. Most interestingly, development opportunities
were more strongly associated with commitment and intentions to stay than the provision of
employment security and employment stability (Craig and Kimberly, 2004).

Hall et al. (2001) examined these issues in the context of managers in expatriate assign-
ments. In the highly competitive market for global managers, there is a reason why some
companies in the current protean, “free agent” economy are unwilling to make these invest-
ments in the development of their employees: they are afraid that investing in the
employees’ human capital will make them more attractive targets to other employers, who
might hire them away. Isn’t there a risk of betrayals and unhappy endings if the firm invests
in keeping its employees employable and marketable? Hall et al.’s response was that there
is a paradox at work here: for the best development and retention of your people, you have
to be willing to let them go. That is, you have to accept the fact that if you invest in
employees’ development, not only will that make them more effective for your firm, but
the visibility that comes from their success in high-profile developmental assignments will

also put them on the “radar screen” of recruiters.

But this is where the paradox comes in. Because of the short-term success that this
international assignment has created for the person (as well as for the organization),
the person will probably have high job satisfaction and a very positive attitude toward
the company. We know that there is a positive, self-reinforcing commitment cycle,
which goes like this (Hall, 1976; Hall and Foster, 1977):

CHALLENGE — SUCCESS — SATISFACTION — IDENTITY GROWTH
— INVOLVEMENT

[And greater involvement feeds back and leads to the setting of more challenging
goals, completing the cycle.] Thus, the more you focus on loading the assignment
with characteristics and expectations that promote short-term protean success, the
more likely you are to reap long-term rewards of increased involvement and

retention.

(Hall et al., 2001, p. 343)

Therefore, this psychological success cycle, showing how investments in challenging

assignments can lead to success and greater involvement and commitment, adds detailed
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support to the conclusions of Craig and colleagues’ (2002, 2004) survey of global execu-
tives. Given the increasing strategic implications of organizational career development

suggested by this research, OCD models in organizations must be updated.

OBSOLESCENCE OF THE OLD HR PLANNING MODEL

In the past, corporate human resource planners have attempted to forecast future skill needs
and then developed strategies and plans for either hiring or developing those skills. This
approach is based upon the assumption that it is possible to know what HR skills will be
needed at some point in future time. Historically, we have gone through phases where there
have been dire forecasts about the coming shortage of engineers, nurses, teachers, techni-
cians, or some other important group. Then this would be followed by major efforts to
recruit more people from those groups or to train or retrain people in other career fields
to work in those needed areas. And often the result would be that, by the time those people
were hired or trained, the projected demand would not be there (Leibowitz et al., 1986).

More recently, HR planning has taken the form of assessing individual competencies and
modeling the competencies required by the organization. This approach was adopted to allow
for greater adaptability and responsiveness by planning in terms of general capabilities rather
than specific skill sets, yet the more general focus of this approach is its weakness as well as
its strength. Lists of competencies to be developed ignore the larger picture of the person
who is developing the competencies—are they the most appropriate competencies for a par-
ticular person to develop? How will the development of competencies enhance or perhaps
diminish (see Kaplan and Kaiser, 2003) a particular person’s effectiveness?

We would argue that this HR planning approach is even more problematic today than
it was in the past. As changes have accelerated in technologies and markets, the half-life of
an occupational skill set has shortened correspondingly. Hall and Mirvis (1996) have
proposed that the original model of a career as a lifelong cycle of stages has been replaced
with a series of short learning cycles, because of these rapid environmental changes. Each
learning cycle contains a stage of exploration of new needs and opportunities, trial or exper-
imenting with working in a new area, becoming established in the new area, and mastery
of the new area. And then, at some point after mastery was achieved, the person would
feel the need to start exploring his or her next move. Such a cycle might take three to five
years to play out.

In this model of the career as learning stages, adaptation occurs through continuous
learning. This is an ongoing acquisition of new skills, which happens as the person senses
the need for updating, as opposed to a less frequent, massive reskilling process. In this new
career environment then, instead of focusing on top-down corporate human resource plan-
ning, we need to focus on helping employees learn how to learn. Just as the current business
environment demands that organizations unleash employee potential by empowering them
and delegating authority and responsibility for meeting customer needs, a corollary of this
empowerment is that the employee also needs to be given responsibility, autonomy, and
resources for his or her own continuous learning and development.

What, then, is the new form of organizational career development process that will

enable this kind of empowered self-learning by the individual employee? Hall (1986) has
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argued that, rather than trying to help employees develop specific skills, organizations need
to help people develop two higher-level capabilities, or metacompetencies: self-awareness and
adaptability. Self-awareness, which Goleman (1995) calls the first of the emotional compe-
tencies, is the ability to know and understand oneself, one’s skills, one’s emotions, one’s
values and interests, as well as to know how to engage in a process of ongoing self-
assessment. Through this ongoing self-assessment, the person’s self-awareness is regularly
calibrated and checked against external reality.

But the ability to know oneself and one’s strengths and limitations is not sufficient. The
person must also be able to change and grow if her self-assessment suggests that there is a
gap between the skills she has and those that the current work environment requires. This
ability to change oneself in response to the demands of a changed environment is called
adaptability (Morrison and Hall, 2002). And there are two components of adaptability—it
requires the competence to change (adaptive competence, or “can do”) as well as the
motivation to change (adaptive motivation, or “will do”).

Both metacompetencies are required for learning how to learn. If the person is high in
self-awareness but not in adaptability, he could be caught in an endless cycle of introspec-
tion or self-analysis paralysis. This represents a form of resistance to change. And even if he
were highly adaptable but not very self-aware, his adaptation would be merely reactive. This
combination would result in chameleon-like behavior that does not really serve his interests.
It might serve the interests of the employer, the customer, or whoever is making the
demands, but it probably does not help the person make progress on his personal mission.

Our colleague Kent Seibert (personal communication) has used the metaphor of the
Olympics to describe the futility of traditional long-term HR planning. He suggests that the
position most employers are in regarding anticipating needed future skills is similar to a
team that is trying to prepare for the Olympics eight or 12 years away, but an Olympics
with a special twist. What if these Olympics were games in which it is not known what the
events will be? And what if the events would be newly created activities, such as a combi-
nation of a 250-meter dash, a javelin throw with your nondominant hand, and a standing
long jump—but the team coaches would not know about the nature of the events until the
day before they were held? How would you prepare for such an uncertain and high-stakes
event? You would probably want athletes with a wide range of general athletic skills who
were: (a) very clear on their own strengths and limitations (i.e., self-awareness), and (b)
highly adaptable. In our view, business leaders who are trying to prepare for a highly unpre-
dictable world ten years hence are in this same situation. We simply do not have the luxury
of knowing what specific competencies are going to be neceded, so we have to help
employees grow their metacompetencies.

A NEW MODEL OF ORGANIZATIONAL CAREER DEVELOPMENT
(0CD)

Self-awareness and adaptability will enable people to maximize not only their own career
outcomes, but also their contributions to their organization’s strategic goals. Hence, orga-
nizations that design OCD systems around the goal of helping employees develop these

metacompetencies will also benefit from increased skills and knowledge, engagement, and
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commitment in employees yielding direct benefits in terms of organizational effectiveness
(i.e., performance, learning, adaptation). We leverage a social-psychological perspective
rooted in identity theory (Burke and Reitzes, 1991; Foote, 1951) to model relationships
between organizational career development capabilities and individual and organizational
outcomes.

The essence of identity theory is that people are committed to identity “images,” or
notions of themselves in particular roles, and they seek validation of those identity images
in their experiences and relationships. The idealized image of the self in a role motivates
performance in that role and if the feedback from individuals’ experiences and/or rela-
tionships verifies their views of themselves, they will experience “feclings of mastery and
efficacy” and become committed to those situations and people providing the validation
(Burke and Stets, 1999, p. 350). The more committed one is to a particular identity image,
the harder the person will work to establish and maintain congruence between that iden-
tity image and the feedback (i.e., reflected appraisals) from a situation. Through this
self-verification process, people become committed to particular lines of activity that
validate their sense of self.

This process is compatible with the psychological success cycle described earlier, from
the work of Hall (1976) and Hall and Foster (1977). It can be illustrated with the simple
cycle shown in Figure 7.1. First we have challenging experiences and key relationships that
stretch the person and result in a certain level of performance and success. Then this perform-
ance and the positive feelings generated from that success lead to personal and attitudinal
outcomes, such as enhanced skills, new identity perceptions, heightened involvement, and
increased commitment. And since these are such rewarding personal outcomes, they can
feed back and lead the person to seek more of these challenging experiences and relationships in
the future.

The cycle shown in Figure 7.1 represents a simple developmental process at the indi-

vidual level. Now, we can ask where does the organization come in? Let us now add to
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this model in Figure 7.1 the organizational influences—that is, the components of an
Organizational Carcer Development process—that stimulate and reinforce this career
development cycle. Figure 7.2 presents our multilevel model of the OCD process. The
model integrates the individual development process (top boxes, Title case) with the organ-
izational strategic management process (bottom boxes, UPPER case), highlighting the OCD
levers and the mutually beneficial outcomes of personal engagement and organizational
commitment (middle boxes, shaded).

Because people will work to establish and maintain situations and relationships that vali-
date their sense of self, organizations can potentially influence the degree of engagement
and commitment that results by structuring work experiences and relationships that resonate
with the aspects of employees’ identities to which they are most committed. According to
this framework, if organizations fail to make an effort to align an employee’s sense of self
with his or her role in the organization, the feedback the person receives from the situa-
tion will not validate his or her identity. When a target identity is not validated, people
will employ a number of strategies in an effort to re-establish themselves in situations and
relationships that validate their sense of self. People will either change their behavior (e.g.,
intensify self-presentation of an identity image (e.g., Ibarra, 1999)), change the situation
(to change feedback), or change the target identity. Thus, it is through a process of self-
verification that people become (or fail to become) committed to and engaged in the
situations and relationships present in their organization (Burke and Stets, 1999, p. 351).

If the essential career metacompetencies are self-awareness and adaptability, then the
focus of OCD efforts must be helping employees develop those metacompetencies. To
facilitate employees’ self-learning and adaptability, organizations must develop capabilities

in relationship development and experience structuring. The career process of the protean
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career—Iearning how to learn—happens in the context of relationships and experiences
that simultaneously stretch and support the employee (Kahn, 2002). This requires employ-
ees to experience considerable variety and challenge in their assignments, while receiv-
ing meaningful support and feedback from managers, coaches, team-mates and peers.
Organizations must develop capabilities in structuring experiences that tap into employees’
current strengths while stretching the employees and their understandings of their capabil-
ities, and creating a culture of developmental relationships. The developmental experiences
and relationships available in an organization provide the necessary context for the identity
work  (self-knowledge) that contributes to positive career outcomes (i.e., continuous
learning and enhanced employability) and fuels employee engagement and commitment.
Organizations are able to influence the development of employee engagement and
commitment through their capacity for structuring developmental experiences and
supporting high-quality relationships. To the extent that the nature of experiences and rela-
tionships available to an individual are congruent with an important aspect of the person’s
sense of self (either current, desired, or ideal), he or she will experience positive emotions
and become behaviorally committed to maintaining the attachment to the organization since
it provides verification of the person’s identity. Further, it is important that there is
consistent feedback available to the person and that the feedback be meaningful and devel-
opmental. This provides employees who experience a lack of congruence the opportunity
to change their behavior or their situation in an informed and thoughtful way, whereas
distorted or hollow feedback might lead an employee to change the situation (i.e., leave

the organization) unnecessarily.

SHOULD THIS WORK BE THE WORK OF HR?

In our view, this new development work is too important and too dynamic to be left to
the Human Resources organization alone. It needs to be done in the midst of the dynamic
business environment of the line units that come in contact with the customers and the
clients of the firm. There are several reasons why the new career development should be
based in the line organization. First, since 70 to 80 percent of development occurs on the
job (Hall, 2002; McCall Jr. and Hollenbeck, 2002), you need to bring learning to the person
rather than the other way around. People are much more motivated to learn when they
have a need to learn that is created by some job requirement that they do not currently know
how to perform. And second, there may not be time to take the person away from the job
and put her in a classroom for a formal one-week training program. Most importantly,
although the skills for acquiring the metacompetencies can be taught in formalized learning
opportunities, most real learning about oneself and one’s skills around change takes place
experientially, real time, on the job, in developmental experiences and relationships.

But if these two ideas are valid, why doesn’t more development occur naturally in work
settings? This is where the Human Resources function comes in. Without having some sort
of formal process by which coaches and other helpers assist the person in marshaling the
resources that he needs to acquire new information, skills, and perspectives on the job, on-
the-job learning just may not happen. At best, without learning resources, learning becomes

hit-or-miss. The person might learn the minimum necessary to enable him to perform the
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job but little more. Also, without a formal process, employees and organizations do not
“capture” their learning in a way that would permit it to become organizational learning.
And without a “capture” process, the person would probably be unaware of just what he
had learned, and the learning thus might not be available to the person in the future. The
learning might slip away like water running through sand.

Thus, we are advocating a sharing of responsibility for career learning between the HR
organization and the line unit. The line organization pursues the attainment of business results
and, in the process, learning happens. Employees are required to learn in order to perform.
And HR captures the lessons of on-the-job learning, helps the individual realize the learning
and incorporate it into her identity, and spreads the learnings across the organization. HR
also keeps track of what the employee has learned in an employee database that is used for
planning that employee’s future assignments in ways that match the employee’s develop-
mental and career goals with the organization’s goals and the business needs. This database
captures not only the skills acquired or the competencies developed, but also the nature of
the experiences in which employees have utilized those competencies, creating a platform
for organizational learning through knowledge transfer within the organization.

AN IMMODEST PROPOSAL

Our OCD model is a dynamic one—over time, both the individual and the organization
adapt and learn. Organizations must develop two OCD metacompetencies for successful

adaptation and learning to occur at the firm level: diffusion and capture.

Diffusion: the operational role

First, the development work described above must be diffused through the organization.
Line managers will need competencies in experience structuring. This means creating job
assignment and management succession systems that place people in jobs that will stretch
them in skill areas that have high competitive value for the company. It also will require
providing employees with support for their training, learning, and development. These job
assignments have to be made in a way that balances the personal development needs of the
employee and the strategic needs of the business. The result of this experience structuring
system will be greater alignment of the employee and the business—greater employability
security for the employee and higher adaptability for the organization.

Similarly, organizations need to establish capabilities in relationship development
throughout the organization. This means it must create systems and structures that support
the creation of developmental relationships and networks and also support relational work—
such as training in feedback and coaching techniques, integration of coaching and dialogue
skills into performance management systems, etc. Ultimately, in the competitive market-
place it is going to be those organizations that establish the development and management
of high quality relationships as a core competency of the firm that will be most able to
attract, develop, and retain the best employees (e.g., Hoffer Gittell, 2002).

Since most development happens where the work is, operations managers, super-

visors, team leaders, and co-workers will be the front line coaches in this model. The old
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managerial roles of controlling employees through supervision and evaluation, and coordi-
nation through empowerment and expertise, give way to coaching, employee development,
and team building. Line managers need to be able to differentiate among employees and
customized sequences of work experiences that stretch each employee. They must also be
adept at nurturing sets of relationships to ensure adequate and meaningful feedback and

support for emp]oyees.

Capture: the strategic role

Meanwhile, corporate HR will be responsible for ensuring the strategic management of the
firm’s human capital and capturing and transferring local learning innovations throughout
the organization. What this means, first and foremost, is that the senior HR team must be
clear on the overall business strategy and direction of the firm, so that they can deduce
what kinds of human talents will be needed in the future. This means having a good sense
of business acumen, as well as facility in translating business needs into human capital
requirements.

Next, this means that HR has the responsibility for creating the systems and structures
to facilitate these operational activities that we have just described. It means providing
training for managers in how to hold good developmental career coaching sessions with
employees, training in how to make assignments challenging, and training in how to make
staffing decisions that include employee development as an explicit consideration. It also
means creating a transparent job search and staffing system (probably on the company’s
intranet) that would permit employees to identify and apply for their next assignment and
enable hiring managers to assess and select the best applicants for their open positions. Part
of this system would be a talent assessment system that would make it easy for managers
who are not HR specialists to assess the experience and competencies of the applicants.

Note that all of these systems and structures serve to develop the self-awareness and
adaptability (the metacompetencies) of employees. On line resources for self-assessment
and job search help people to get clearer on their own interests, past experiences, values,
and skills. Good coaching from a supervisor can provide good reality-based feedback on
personal capabilities, which adds to self-knowledge. And systems that promote develop-
mental job experiences and relationships definitely enhance the employees’ adaptability, as
they increase their personal capabilities for dealing with new and challenging situations.

SOME EXAMPLES OF BUSINESS-BASED CAREER LEARNING

IBM

The reader may be thinking that these ideas sound pretty abstract and conceptual, short on
practicality. What does this new kind of career learning process look like in practice? One
place where we have seen it in practice is IBM, which went through a near-death experi-
ence in the 1990s. This technology giant has shed its dinosaur image (although it jokingly
named its new mainframe T-Rex) and has moved to a more streamlined, decentralized

HR presence. In addition to having traditional functions such as benefits delivered direct
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to the employee through their PCs (Think Pads, of course), they now deliver learning in
the same way. Each line of business has its own “Learning Partner,” who reports to the head
of that business, with a dotted line to the corporate head of HR, Randy MacDonald. The
Learning Partner develops e-learning programs around major organizational or technology
changes, convenes learning seminars (face to face and on line), and collaborates in making
key job assignments and in the management development/succession planning process. A
rich array of e-learning resources is made available to each employee through his or her
personal web site so that employees may engage in real-time learning as their jobs require.
Having such a strong HR presence for learning within each business unit would not be
possible without a strong corporate HR function to organize it and back it up. But, on the
other hand, even this strong central HR unit would not be able to deliver its services without

having HR “on the ground” in the businesses.

New Zealand public agency

One of the more subtle responsibilities of HR is its role as custodian of a developmental culture
in the organization. An example here is a public sector organization in New Zealand in one
of the country’s largest cities. This is an organization that has undergone several rounds of
restructuring and downsizing over the last ten years, as New Zealand’s economy made the
difficult transition from a planned economy to a market economy (Arthur et al., 1999).

As Lips-Wiersma and Hall (2004) report, this organization has a very strong organiza-
tional career development process (as indicated by employee interviews, which indicate high
levels of organizational support for their development). However, ironically, the organiza-
tion does not have particularly explicit career development programs. Instead, this career
development happens through a number of everyday business processes that are part of the
basic fabric or culture of the organization. And these processes, in addition to accomplishing
the daily tasks of the agency, also happen to have very potent and positive impacts on
employee career development. Lips-Wiersma and Hall (2004) term these activities “career
development practices,” and they include: Developing Potential (explicit valuing of
employee talent), Strategic Utilization (making staffing decisions based on development
needs as well as performance requirements), Employability (explicit attention to contin-
uous learning), Diversity (valuing and utilizing differences as a very conscious daily process),
Nurturing the Culture (explicit valuing of the employee, building employee empower-
ment, collaborative decision making, team processes, giving voice to employee needs), and
Communication/Information Management (transparency in decisions, clearly communi-
cating how employees are valued, providing good information on availability of training and
job assignment opportunities).

What is remarkable about these career development practices is precisely how unre-
markable they are. They are just part of the way the agency does business. But, collectively,
they constitute a developmental culture. Similar career developmental cultures are found
in companies that are well known as good places to work but that do not have unusually
complex career development programs—e.g., Southwest Airlines, Johnsonville Foods, Dell
Computer, and Hewlett-Packard (Stayer, 1990; Karaevli and Hall, 2002).
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Semco

One company that has taken the idea of alignment between individual careers missions and
business strategies further than most is Semco, a $160 million Brazilian company that is
involved in a range of businesses. The CEO, Ricardo Semler, would balk at the idea of
defining or putting boundaries on the business. As he explains: “rather than dictate Semco’s
identity from on high, I’ve let our employees shape it through their individual efforts, inter-
ests, and initiatives” (Semler, 2000, p. 3). Working from the assumption that freedom
inspires performance, Semco’s employees (“Associates”) decide for themselves what work
they will do and how they will do it. This approach has led this one-time manufacturing
firm into providing services and even into internet businesses, all without a strategy for
doing so. Because employees are entreprencurs encouraged to seek opportunities to
contribute to the business in ways that leverage their strengths and engage their interests,
the business ends up being defined by the employees. This degree of customized career
development is possible because of the creative, performance-oriented culture and the lack
of structures and systems of control that tend to inhibit productive relationships. Again,
this is not about a carcer development “program”—it is how Semco works. And, the
evidence suggests that Semco’s developmental culture enhances retention. The turnover

rates have been less than one percent each year.

CONCLUSIONS

This proposed model of OCD stands in distinct contrast to prior approaches in two signifi-
cant ways. First, the image of people is different. The approach we advocate requires a
significant shift in managerial mindsets. Unlike prior eras in which people were viewed as
suppliers of labor or independent contractors of work, the new approach portrays people
as consumers of career experiences. Organizations will be attractive to individuals to the
extent that they can provide people with meaningful career experiences—those that enable
continuous learning and enhance ongoing employability. Mindful of the unfeasibility of a
standardized “mass production” approach to career development given these aims, we
suggest firms move toward a “mass customization” approach to OCD (see also Kimberly
et al., 2001). While a mass production approach may remain appropriate for some tradi-
tional training tasks such as skill learning, learning how to learn requires a much more
customized, experiential approach. Development efforts in such an approach are focused
on a unique person, rather than any person in a particular job or the set of people in an
organization. Customized development solutions that take into account the whole of
employees’ talents, goals, and lives replace cookie-cutter development models.

A second important distinction between this approach to OCD and traditional develop-
ment in organizations is the location and reach of the OCD efforts. Development is diffused
throughout the organization. It must take place systematically, across the board, rather than
occurring on an as needed basis or for high potentials only. And, it must be the joint respon-
sibility of employers and employees. It cannot be imposed by “corporate,” nor can
organizations abdicate responsibility and leave it to individuals. It must be a collaborative
process between employees, line managers, and HR professionals. While leadership support
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is crucial for making OCD a strategic priority for an organization, the development work
must be woven into the work, values, and culture of the organization.

We have argued that by engaging employees’ unique strengths and leveraging their know-
ledge and skills firms can enhance individual and organizational outcomes. Effective talent
management underlies a firm’s ability to achieve and sustain a competitive advantage through
people. Organizations that make people management a strategic priority and cultivate capa-
bilities in managing people, specifically in discovering, developing and deploying talent, will

be at a distinct advantage in the contemporary context.
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Chapter 8

Aligning work teams and
HR practices

Best practices

Eduardo Salas, Mary P. Kosarzycki, Scott I. Tannenbaum,
and David Carnegie

During the past 20 years, corporate America has increasingly adopted the use of teams as
a means by which to achieve organizational objective. Teams are created when the goals
are difficult, when the tasks are interdependent, and when the stakes are high. Teams are
now much embedded in corporate America. For example, in 1987, a study by the Center
for Effective Organizations reported that 28 percent of responding Fortune 1,000 companies
employed at least one self-managed work team (SMWT). By 1999, the number of survey
respondents using teams had more than doubled to 72 percent (Lawler et al., 2001). There
seems no end to this trend as we enter the twenty-first century. And so work teams have
become an integral component of organizational life.

Smaller organizations have also adopted teams. Training magazine’s 1992 Industry Report
(Gordon, 1992) surveyed the use of teams by organizations with 100 or more employees.
Of the 82 percent of the survey respondents that reported using teams, four team types
were widely used: permanent work teams (45 percent), one or more self-managed teams
(35 percent), temporary project teams (30 percent), and permanent, cross-functional teams
(18 percent). Clearly, organizations often employ multiple team structures concurrently.

In addition to showing that the use of teams is widespread, the survey findings under-
score the point that different types of team structure are used to accomplish various
organizational objectives. For example, teams can improve customer satisfaction, service
and product quality, and productivity (Gross, 1997). Teams can also make companies more
responsive to changes in the business environment (Anon, 2002). Teams can make organi-
zations be safer (Salas et al., 2001). Organizations also believe that using teams can lead to
improved employee morale and satisfaction, a stronger link between pay and performance,
and increased staffing flexibility (Gross, 1997).

Once these potential benefits have been identified, organizations primarily implement
teams through either a top-down or bottom-up approach. Top-down teams are those that
are mandated by the strategic imperatives of the organization. For example, a customer-
oriented organization may believe that teams are the best means by which to gain
competitive advantage through delivery of enhanced customer service and support. In such

cases, an organization may systematically restructure to make teams the building blocks of
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the organization. In contrast, bottom-up teams result from an analysis of deficiencies at
group- or department-levels. For example, a production department may create temporary
problem-solving teams to identify operational changes that would reduce waste. Bottom-
up teams tend to be implemented throughout the organization in a more piecemeal,
“as needed” fashion. However, as noted above, various types of teams may be operating
concurrently to achieve different objectives.

In any case, no organization can successfully shift from individual-based to team-based
activities without providing the teams with some form of support, such as compensation
and performance management systems that encourage teamwork behaviors (Hackman,
1994). The traditional source of such performance drivers is the Human Resource (HR)
function. Of course, the exact degree and nature of the support will vary according to
whether the proposed team-based activities are temporary and local in nature or perma-
nent and pervasive across the organization.

Early team research tended to be descriptive, seeking to create taxonomies of different
team structures and concerned with such issues as determining the ideal size and composi-
tion of teams (Sundstrom et al., 1990; Salas er al., 2004). Recently, however, interest has
shifted to the role and responsibilities undertaken by the HR function in designing and
sustaining teams (Mohrman et al., 1995). The shift in focus is partially attributable to the
changing role of HR. Once viewed as merely a provider of administrative support, today
the role of HR is expanding to that of strategic partner. Proactive HR systems add value
by aligning the organization’s employees, its human capital, with the organization’s strategic
goals. A strong human capital—strategy alignment improves the organization’s ability to
successfully implement its strategy (Becker et al., 2001; Miller and Cardy, 2000).

The purpose of this chapter is to identify, discuss, and suggest specific HR “best prac-
tices” that evolved as organizations reacted to the increased prevalence of teams. In addition
to reviewing empirical and case-based team literature, we conducted a small study. We
asked organizational insiders to candidly describe their experiences with teamwork and to
discuss how closely the HR practices within their respective organizations matched the “best
practices” suggested by the team literature. Using a semi-structured interview, we spoke
with both HR and operations-level managers employed by a variety of domestic and inter-
national service organizations (advertising, financial services, insurance, medical testing, and
telecommunications). The purpose of the study was to uncover the types of issues that HR
and other managers were cxpcricncing as thcy attcmptcd to implcmcnt Or manage teams
to accomplish organizational goals. The specific research question being addressed was
whether organizations were doing anything differently (in terms of HR practices) because
of using teams or because of increasing teamwork and collaborative requirements.

We will describe theoretical arguments and empirical evidence for the involvement of
HR and suggest HR best practices that maximize the viability of teams. We will begin by
reviewing the HR function vis-a-vis organizational strategy.

TRADITIONAL HR SYSTEMS

The traditional approach to people management focuses on individual employees performing

specific jobs within an organizational setting (Jackson and Schuler, 1995). Traditionally, an
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individual works at a job, which is seen as a collection of tasks. The individual job typically
requires little or no collaborative behavior although the employee may interact with others
to some degree. Individuals are recruited as single entities and proceed through a selection
process designed to discover how well the individual’s knowledge, skills, and abilities reflect
the requirements of the job’s tasks. Rarely are teamwork skills and ability or desire to work
with others assessed. The orientation and socialization of a new employee are also indi-
vidual in nature, and typically focus on acquainting new hires with their new duties.
Traditionally, training emphasizes the development of task work, and not team work, skills.
The performance appraisal system is also consistent with the individual nature of jobs. In
keeping with the solitary performance of job tasks, teamwork and collaborative skills are
seldom assessed.

Finally, the compensation system is usually focused on providing individual rewards that
recognize and reinforce individual performance. Outstanding individuals are often eligible
to receive performance bonuses or recognition awards. The emphasis on individual rewards
often fosters a spirit of competition and the recognition by employees that helping others
may come at the expense of their personal profit (McHugh and Bennett, 1999). Helping
others in the organization (for example, through organizational citizenship behaviors) may
be valued informally, but is infrequently formally recognized. These traditional HR prac-
tices fit within an organizational culture in which the vision, as communicated by executive
management and formal organizational communications, urges employees to do their
individual best to help the organization reach its goals.

If traditional HR systems support individual behaviors and performance, then how
should HR practices be changed to support teamwork? We next define and discuss teams

and teamwork.

TEAMS AND TEAMWORK

A team can be defined as “a distinguishable set of two or more people who interact, dynam-
ically, interdependently, and adaptively toward a common and valued goal/objective/
mission, who have each been assigned specific roles or functions to perform” (Salas et al.,
1992, p. 4). Members of work groups typically are less dependent upon one another (i.e.,
less task interdependence) than are team members. We can think of teams as fitting into
one of five major team types: action and negotiation teams, advice and involvement teams,
production and service teams, self-managing teams, and project and development teams
(Cohen and Bailey, 1997; Sundstrom et al., 1990). However, certain knowledge, skills, and
attitudes (KSAs) that support teamwork are common to successful performance in virtually
all work teams.

Over the years, researchers have identified a number of teamwork KSAs which are neces-
sary in various degrees to support all forms of team structures (Salas and Cannon-Bowers,
2000). There appears to be a core set of teamwork competencies that cut across various
team structures. And research has identified these key elements (see Salas et al., 2004).
Effective teamwork requires that employees exhibit the following behaviors and/or cogni-

tions: adaptability, mutual performance monitoring, back up, motivating team members,
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team leadership, closed-loop communication, shared understanding, collective orientation,
and mutual trust. For successful teamwork to occur, team members must hold a shared
mental model about their team-mates, their task requirements and their environment.
Teamwork is a set of interrelated behaviors, actions, and decisions that yield a shared and
valued outcome. For example, effective teamwork can lead to performance improvement
(see Salas et al., 2004).

Organizations are increasingly recognizing that teamwork skills are critical to the success
of different types of teams, and that transportable teamwork skills are valuable to the organ-
ization because they allow greater staffing flexibility. A vice president of a Fortune 500
company who participated in our study remarked, “I see more emphasis toward teamwork

and collaboration practices and less emphasis on team structure.”

HOW WELL DO TRADITIONAL HR PRACTICES SUPPORT TEAMS?

The traditional HR system described earlier is ill-equipped to support and sustain team-
based work units. As outlined above, the traditional job holder is not asked about team
work preferences or experiences when interviewed, is selected for the ability to perform
narrow job tasks, performs work-related activities mostly alone, is evaluated for technical
and not teamwork skills, is compensated for individual performance that either ignores or
minimizes the importance of helping others, and receives technical but not teamwork
training.

For organizations that have strategic imperatives for implementing a team-based struc-
ture or that recognize that increased collaboration by employees both within and across
departments is essential to attain organizational goals, traditional HR practices are insuffi-
cient and, indeed, may be counterproductive. Team members are interdependent and
require additional teamwork skills, as well as process skills (planning, decision-making);
along with a compensation system that promotes line-of-sight behaviors with team and
organizational goals.

A related question might be, “How well can teams flourish without support from HR
practices?” A manager of a mid-sized services firm shared with us that his organization’s
management was indifferent to the benefits of using teams and refused to support the teams
through organizational practices. However, the manager highly values team-based out-
comes, and encourages team-oriented behavior within his unit primarily by verbal
reinforcement and informal rewards. He reports that collaborative behaviors are exhibited,

but adds that “it is an uphill battle” and requires ongoing effort.

HR “BEST PRACTICES” TO SUPPORT TEAMS

Traditional HR functions include recruiting/selection, training, performance appraisal or
performance management, compensation, supervision, culture, and communication. Below
we describe the most common ways by which some organizations adapt the traditional func-
tions to align them with a team-oriented approach to work performance. After each section,

we offer a few suggestions for best practices that we can extract from the literature.
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Table 8.1 Best practices

Recruiting and hiring

Training

Compensation

Performance management

Team leaders

Climate and culture

ALIGNING WORK TEAMS AND HR PRACTICES

Use selection tools that assess teamwork skills.

Seek personnel with a collective orientation (i.e., value being
in a team).

Involve team members during the selection process, when
appropriate.

Ensure that new team members have a “mentor.”

Identify the teamwork-related competencies of team members.
Train intact teams when possible.

Use team building to clarify roles.

Use team training to provide teamwork KSAs.

Evaluate team training.

As team members become more interdependent, increase
rewards for teamwork behaviors and reduce rewards for
individual performance.

Be sensitive to team members’ preferences for seeking
individual rewards.

Reward team members for acquiring (and applying)
teamwork-related skills.

Design the reward system to reflect the nature and purpose of
the team, for example, a project team charged with reducing
inefficiencies could be rewarded through a gain-share
approach.

Both cash and non-cash incentives can encourage
collaborative behaviors.

Recognize that the compensation system may require ongoing
fine tuning.

Include teamwork competencies on performance management
evaluation instruments.

Solicit input from team members for the performance
management process, for example, via 360-degree feedback.

Select, train, and reward team leaders who will consistently
model teamwork and collaborative behaviors.

Hold team leaders accountable for developing their teams.

Ensure that team leaders have the necessary interpersonal and
coaching skills.

Send a consistent message that teamwork is recognized and
valued, e.g., via newsletters, speeches, meetings.

Articulate and clearly communicate a vision that collaborators
are valued more than superstars and explain how and why
teamwork contributes to the organization’s bottom line.

Ensure that supervisors, managers, and executives consistently
model teamwork behaviors.
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Recruiting and hiring practices

Teams can affect recruiting and hiring practices in two ways. First, the content of recruiting
and hiring activities can be expanded to include some form of assessment about teamwork.
Because some individuals prefer working alone and being compensated as an individual,
organizations moving toward a team-based structure should screen for work preferences to
avoid assigning those with a strong “individual contributor” mindset to work on teams
(Campion and Higgs, 1995). Recruiters and interviewers can pose questions that assess
teamwork orientation, preferences for working closely with others, and experience with
teams in previous jobs. For example, Unisys selects team members who have demonstrated
the ability and skills to work successfully on customer-focused teams in the past (Gross,
1997). Some researchers (see Werbel and Johnson, 2001) argue that while traditional job
analysis focuses on maximizing person—job fit, the interdependencies among team members
require a broader approach that emphasizes the need to develop and support interpersonal
interactions known as person—group fit.

Second, members of teams can be partially or totally involved in selection and recruit-
ment processes. For example, some organizations, such as Johnsonville Foods Co., allow
self-managed work teams to control their own hiring (Lublin, 1995).

There has been little research examining within-team orientation, socialization, or
mentoring (Eby, 1997). However, available research indicates that individual team members
who are mentored possess higher levels of such KSAs as communication, problem solving,
goal setting, conflict resolution, and planning (Hartenian, 2003). Mentoring helps new team
members become socialized more quickly, which enables them to contribute more quickly
and reduces the risk of their becoming alienated from the team (Reinertsen, 2000). The
socialization process can be accelerated if new members are immediately given a meaningful

role, assigned a sponsor, and given frequent feedback.

Recruitment and hiring—best practices

1 Use selection tools that assess teamwork skills.

2 Seek personnel with a collective orientation (i.e., value being in a team).
3 Involve team members during the selection process, when appropriate.
4

Ensure that new team members have a “mentor.”

Training practices

To support teamwork, HR can offer training not only on technical skills, but on key team-
work skills (Anon, 2002). Teamwork skills training is important both to remedy individual
deficiencies and to emphasize that such skills are an important part of meeting organiza-
tional goals. As stated previously, there are general teamwork skills. These skills are
adaptability, closed-loop communication, team leadership, back-up behavior, interpersonal
relations, and conflict resolution skills (Salas and Cannon-Bowers, 2000). While team

training can be offered, some organizations have taken a more indirect approach. For
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example, one of our interviewees indicated that individual teamwork skills training courses
were not offered, because the organization believed that integrating teamwork content into
every other type of training, for example, technical and process training, sent employees a
clearer message about the value of teamwork to the organizations.

For teams that need their members to support or back-up each other during busy times
members can be prepared through cross-training on other team members’ job duties
(Campion and Higgs, 1995). The literature has identified other instructional strategies that
can be implemented when appropriated and needed (see Salas and Cannon-Bowers, 2000).
These stratcgics have yet to see their way to corporate America. Team building remains
the strategy of choice. However, a recent meta-analysis showed that team building helps
only in clarifying roles and does not have effect on performance (Salas et al., 1999).
Corporate America and HR practitioners could benefit from the work conducted in avia-
tion and the military. In fact, the aviation and military communities have been the biggest

users of team training approaches, and have had some successes (see Salas et al., 1999).

Training —best practices

Identify the teamwork-related competencies of team members.
Train intact teams when possible.
Use team building to clarify roles.

Use team training to provide teamwork KSAs.

O o0 J O U1

Evaluate team training.

Compensation practices

The HR practices that most directly influence whether team members exhibit teamwork
are, without doubt, those related to the compensation system. A compensation system that
only rewards individual performance is not consistent with sustaining teamwork (Lublin,
1995) because the compensation system tells employees which behaviors will be rewarded
and which will be punished (Salas ez al., 2004). If the system strictly reinforces individual-
istic behavior, without any consideration for collaboration or collective goals, then
teamwork behaviors will be inhibited.

A team-based compensation system can be 100 percent team based (for example, for
self-managed work teams) or it can be a mix of individual and team-based methods and
practices. Even if the system is mostly individual based, it is still possible to reward some
elements of team orientation. The organization needs to pay attention to its unique circum-
stances when designing the team-based compensation system. For example, some types of
teams (for example, project teams) may have members who are superstars or key individ-
uals who contribute above and beyond the efforts of most of the team members. If so, the
organization may choose to offer individual-recognition awards in addition to team pay
incentives (Lublin, 1995). For example, SMWT teams may not want to be responsible for
allocating individual bonuses, and the responsibility would need to be shifted back to
management (Lublin, 1995).
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Various types of team rewards are possible. We will describe three major ones (Anon,
1999). First, team members can receive skills-based pay for developing team-oriented skills,
such as adaptability, or for completing cross-training in multiple functional areas. A second
way is gain sharing, with either equal pay for all members of a team, or in which individ-
uals who exceed the quota are given additional increases while those who contribute less
see either no increase or an appropriately reduced bonus. This approach is particularly suit-
able for short-lived project teams. Finally, team-incentive pay can take many forms. This
approach is suitable for temporary and ongoing teams. The same objectives, such as cost
reduction, customer satisfaction, and team profitability are applied to each team member.
For example, Johnsonville Foods Co. permits its self-managed work teams to allocate
monthly cash profit-sharing bonuses, based on written customer satisfaction feedback and
progress toward previously set objective goals (Lublin, 1995). Other criteria can include
conformance to budgets or meeting deadlines (Krotz, 2003).

Cash incentives can be an effective way to create desired behavior. For example, one
survey participant recounted how a large financial institution offered a $50,000 bonus every
year for three years to the department that exhibited the best teamwork behavior. After
three years, the incentive was discontinued because the desired behavior had been embedded
throughout the organization. Non-cash incentives can also encourage employees to engage
in teamwork and collaborative behavior (Krotz, 2003). Award ceremonies are popular, and
merchandise, T-shirts, plaques, and certificates can be displayed as a visible reminder of the
importance of teamwork. However, care must be taken to ensure that the incentive is
producing the teamwork behaviors desired and not becoming an end in itself (Krotz, 2003).

An important question that needs to be addressed by organizations that plan to imple-
ment teams is the timing of the switch from an individual- to a team-based compensation
system. Some argue that compensation systems should be designed to elicit team behavior
before teams are formed (Tudor et al., 1996), while others advocate a year-long wait-and-
learn approach (Anon, 1997). In cither case, the effort required by the organization can be
intensive. For example, R. R. Donnelley and Sons Co., a Chicago-based commercial
printer, invested two years in designing a team-pay program for its self-directed teams
before putting it into practice. The organization wanted to avoid inter-team competition

(Lublin, 1995).

Compensation—best practices

10 As team members become more interdependent, increase rewards for teamwork
behaviors and reduce rewards for individual performance.

11 Be sensitive to team members’ preferences for seeking individual rewards.

12 Reward team members for acquiring (and applying) teamwork-related skills.

13 Design the reward system to reflect the nature and purpose of the team, for example,
a project team charged with reducing inefficiencies could be rewarded through a gain-
sharing approach.

14 Both cash and non-cash incentives can encourage collaborative behaviors.

15 Recognize that the compensation system may require ongoing fine tuning.
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Performance management practices

Like reward systems, performance evaluation systems inform employees about the kinds of
behaviors that are valued by the organization. If a performance appraisal system explicitly
assesses teamwork, it emphasizes its importance (Murphy and Cleveland, 1995). Two
changes can be made to traditional performance systems to support teamwork requirements.
First, the content of the appraisal form can be changed to include dimensions that empha-
size teamwork and collaborative behaviors as well as teamwork competencies (Gross, 1997;
Heathfield, 2001).

Second, 360-degree feedback can be used to support team member development (Gross,
1997; Heathfield, 2001; Anon, 1996). Because team members have different information
about a member’s performance than do supervisors or managers, they may be able to sup-
plement a supervisor feedback. Further, because team member ratings can be pooled, rating
biases (such as halo effect) can be reduced (Liden et al., 2001). While 360-degree ratings
are not a substitute for other performance management practices, they can be a useful devel-
opmental tool. However, care must be taken in using 360-degree feedback for personnel
decisions rather than simply providing developmental feedback (Anon, n.d.).

Performance management—best practices

16 Include teamwork competencies on performance management evaluation instruments.
17 Solicit input from team members for the performance management process, for
example, via 360-degree feedback.

Team leaders

Depending on their purpose and structure, some types of teams require team leaders. As
coaches or team leaders, supervisors and managers can positively affect team morale,
provide and encourage social support, and encourage positive inter-team communication
and cooperation (Campion and Higgs, 1995). Team leaders who model desirable teamwork
behaviors can affect the way team members behave. Smith-Jentsch et al. (2001) demon-
strated that team leaders are a powerful influence on team member behavior. In her study,
Smith-Jentsch and her colleagues arranged for two groups to witness a brief, staged inter-
action between a team leader and a confederate in which assertive behavior was either
reprimanded or rewarded. In spite of having just received training on how to communicate
assertively, those in the group that witnessed the reprimanded behavior failed to demon-
strate their newly learned skills during a subsequent exercise. Therefore, supervisors should
also be held accountable for team development (Anon, 2002). The input of supervisors
should be part of the planning and implementation stages of teamwork training.

In situations where teams are self-managed or autonomous, team members assume many
of the responsibilities of supervisors and the supervisors act as coaches. For example,
Johnsonville Food Co. allows SMWTs to recruit, hire, train, and fire team members with
line supervisors assuming the role of coaches (Lublin, 1995). In some cases, team members
may be unwilling to accept the responsibility for certain activities, such as disciplining a
fellow team member whose behavior is substandard. There may also be legal issues with

141



HRM, DEVELOPMENT AND EMPLOYEE WELL-BEING

discipline and terminating team members, which a supervisor may have the training to
anticipate (Liden et al., 2001).

Organizations should select team leaders who have the knowledge, skills, and ability to
develop their team. For example, project team leaders should be chosen for cross-func-
tional experience, belief in importance of teamwork, and interpersonal skills (Jassawalla
and Sashittal, 2001). They found that teams with the highest levels of teamwork were
managed by team leaders who encouraged communication and information sharing and were
capable of developing self-directed teams, such as by developing team members’ team
process and interpersonal skills. Team leaders need to be skilled in conflict resolution,
coaching, and communication (Caminiti and Sookdeo, 1995). Team leaders can be taught
to facilitate or lead periodic team debriefs to enhance the team’s effectiveness (Tannenbaum
et al., 1998). Team leaders should be chosen, trained, and rewarded consistent with the

purpose of the teams they will be leading.

Team leader—best practices

18 Select, train, and reward team leaders who will consistently model teamwork and
collaborative behaviors.
19 Hold team leaders accountable for developing their teams.

20 Ensure that team leaders have the necessary interpersonal and coaching skills.

Organizational climate and culture

Moving from an individual-based work structure to a team-based structure requires a major
cultural change (McHugh and Bennett, 1999). Team effectiveness depends on a supportive
organizational context and a climate that supports teamwork (Krotz, 2003). The climate is
influenced by the signals that organizational leaders send about what behaviors are expected
and about how the organization will explicitly recognize and reward those bchaviors
(Holland et al., 2000). For example, if the organization shows that team players are valued
more than a lone wolf, no matter how well he or she produces, then teamwork behaviors
are reinforced (Heathfield, 2001). If executives communicate clearly and explicitly that
teamwork is expected, then the organizational climate toward teamwork will reinforce
desired behaviors (Heathfield, 2001). In addition to expressing what behaviors are
important, executives should communicate why they are valuable, that is, senior manage-
ment should communicate a clear vision about the purpose of the teams to the organization
(Holland et al., 2000). Most importantly, leaders must create in a way that is consistent
with the message being communicated.

Respondents to our survey overwhelmingly endorsed the importance of a teamwork-
oriented culture for sustaining teamwork. An executive at a large New York-based credit
union said: “All members of the organization are held to a teamwork focus. Teamwork is
important to every position.” The manager of an operating unit of an international adver-
tising group agreed: “There is a mix of people with different backgrounds, Indian, European
in the organization, but the organization has a strong corporate team culture; everybody
buys into it.” A manager at a major telecom. company expressed similar opinions, stating
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that the role of management was to “remove barriers between various organizations to make
it casier to work together and provide encouragement that everyone needs to work together
as one organization.”

An organization’s culture shapes employees’ perceptions about the types of behaviors that
are expected, accepted, and rewarded (Schein, 1996). How, then, does an organization com-
municate how much it values teamwork and collaborative behavior on the part of its employ-
ees? A teamwork culture is made visible to employees through the organization’s
communication system (Krotz, 2003). HR functions often assume at least some responsibil-
ity for communications or for advising managers and supervisors (Campion and Higgs, 1995).

Data from our informal interviews support the notion that the most teamwork-focused
organizations integrate all communications: written, verbal, and symbolic, into a consistent
message that permeates all HR practices. In whatever form, communications help employees
recognize how their efforts contribute to the organization’s goals which, in turn, gives them
a shared purpose on which to focus their efforts (Salas et al., 2003).

Team-based successes, for example, productivity figures over time and anecdotes illus-
trate the prevalence and value of teamwork. They can send powerful messages that
teamwork is good for the organization and important enough to be recognized in organ-
izational communications such as the intranet and internal communication newsletters.
Further, furnishing teams with “line of sight” information between their work and the organ-
ization’s bottom line provides reinforcement. Regular surveys soliciting employee feedback
on how effectively they perceive teams are operating and, equally important, how to
improve them, is another visible means of supporting teamwork. Of course, surveys with

no visible follow-up can generate apathy over time.

Organizational climate and culture—best practices

21 Send a consistent message that teamwork is recognized and valued, e.g., via
newsletters, speeches, meetings.

22 Articulate and clearly communicate a vision that collaborators are valued more than
superstars and explain how and why teamwork contributes to the organization’s
bottom line.

23 Ensure that supervisors, managers, and executives consistently model teamwork
behaviors.

THEORETICAL JUSTIFICATION FOR ALIGNING HR PRACTICES
AND TEAMWORK

“There is nothing,” Kurt Lewin said, “so practical as a good theory.” His 1951 proposal is still
timely today. Not only does a good theory explain relationships among different variables, but
it also allows predictions about expected behavior. In this case, the Human Capital Theory is
an appropriate guideline for understanding the role of the HR function toward teams.
According to Becker (1993), human capital describes employees’ productive capabilities.
Skills, knowledge, and experience contribute economic value by allowing organizations to be

adaptable and productive (Jackson and Schuler, 1995). A corollary is that employees need to
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cooperate in order for human capital’s potential value to be fully achieved. Organizations can
increase the value of their human capital through the use of HR practices (Delaney and
Huselid, 1996). To the extent that HR practices are used appropriately, the value derived
from the practices offsets their associated costs and the anticipated return exceeds the cost
(Jackson and Schuler, 1995). The clear implication is that HR practices that increase human

capital provide economic benefit to the organization.

ALIGNMENT OF HR SYSTEMS AND TEAMWORK

Since the publication of Huselid’s (1995) influential article on the impact of HR practices
on organizational performance, there is general agreement that a strong relationship exists
between corporate performance and HR practices, (Becker et al., 2001; Overall, 2003;
Youndt et al., 1996). In fact, research has shown that human capital practices that contribute
to a “collegial, flexible workplace” have a nine percent impact on market value (Pfau and
Kay, 2002). Consensus is growing that an organization’s success depends on effective human
capital and that HR should assume a more strategic focus (Lawler and Mohrman, 2000;
Walker, 1999).

As a result, most researchers and practitioners have been placing a greater emphasis on
Strategic Human Resource Management (SHRM), which recognizes that as organizations
employ more knowledge-workers, assume a team-based structure, and strive for adapt-
ability and flexibility, they need a workforce strongly aligned with organization strategy to
ensure that strategies can be executed successfully (Treen, 2000). The role of the HR func-
tion is to assist an organization’s executives to ensure consistency between the organizational
business strategy and the human resources management systems, and with research-based
best practices (Gross, 1997; Treen, 2000; Ulrich, 1997).

HR practices are more effective if they complement each other as part of a systemic,
integrated approach (Balkin and Montemayor, 2000; Hackman et al., 2000; Morgan, 2001).
This integration is critical for a number of reasons. First, coherent HR practices have a
stronger effect on employees than do unrelated practices. “Employees do not respond to
specific human resource policies and practices in isolation. They attend to and interpret
the entire array of information available and from this they discern cultural values and
behavioral norms” (Jackson and Schuler, 1995, p. 247). Our survey respondents agreed.
According to the vice president of HR of a large credit union in New York State, “team-
work is considered so vital to organizational performance that it is woven into all aspects
of HR practices.” The vice president of a Fortune 500 company agreed: “None of the HR
practices alone is enough.”

Another rationale for integrating HR practices is to achieve cost savings (Youndt et al.,
1996). Although initial costs may be high because of the need to design and develop new
practices, doing so ensures that employees will receive a consistent message about the behav-
iors and results that the organization values. Furthermore, inconsistent HR systems result
in disruption and counterproductive behavior when employees circumvent systems to
maximize their own outcomes (Campion and Higgs, 1995).

The approach taken by HR to accommodate the use of teams can range from adopting

a single team-oriented practice (such as a team-based compensation system) to attempting
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to design a constellation of team-supportive practices (integrating selection, training,
appraisal, and Compensation). In most cases, organizations are reluctant to make a compre-
hensive and simultaneous substitution of all related HR practices (Pil and Macduffie, 1996).
Instead, they may evaluate the impact of implementing one or two new practices, and
attempt an evolutionary process of changing practices (Pil and Macduffie, 1996). Pil and
Macduffie point out that such an approach fails to take advantage of complementariness
between HR practices and work systems (see Becker and Gerhart, 1996; Ichniowski and
Shaw, 1999). They comment that if new work practices are complemented by HR prac-
tices, performance is improved incrementally by both the new work practices and the HR
practices. Further, if adoption of the new practice depends on the presence of the comple-
mentary practice, then without the presence of the complementary HR practice, the new
work practice may be dropped. For example, team-based performance is rarely successful
in the presence of a strict individual-based compensation system.

Our informal telephone survey data revealed a pattern. The more importance that exec-
utive management gave to teamwork, the more likely it was that HR practices emphasized
teamwork and was integrated. Further, if respondents indicated that the strategic plan called
for teamwork as a means by which to achieve organizational goals, the emphasis given to
teamwork in HR practices was noticeably greater. In several cases, organizations shed their
traditional hierarchical structure and changed to a matrix or team-based structure. Those

with whom we spoke also tended to report greater revenues as a result of the reorganization.

TAILORING “BEST PRACTICES”

When asked about the effort involved in changing to a team-oriented organizational struc-
ture, the HR director of an international financial services organization remarked: “It is
simple to say that teamwork is important, but difficult to execute.”

There is no “silver bullet” for designing HR practices that will support teams. One reason
is that each organization is unique and needs to tailor any best practices appropriately. The
nature and design of teams differ according to their purpose, level of interdependence, and
task complexity (Campion and Higgs, 1995; Scott and Einstein, 2001). Also, contextual
organizational factors, such as culture, values, strategy, morale, HR and financial capability,
market position, and technology, influence whether and how best practice practices or
processes can be implemented (Fitz-enz, 1997; Morgan, 2001). Any generic system is likely
to ignore important team differences (Scott and Einstein, 2001). Organizations that try
to implement best practices used by a competitor run the risk of failure because using
best practices requires more than “copying and pasting” (Fitz-Enz, 1997; Treen, 2000).
Organizations should remain flexible about work team designs, and be willing to modify
them as needed (Campion and Higgs, 1995).

CONCLUSIONS

Both research evidence and case studies convincingly argue that effective team-based struc-
ture and attitudes toward teamwork do not occur in isolation. They require an integrated

HR system with each subsystem (such as communication, selection, training, appraisal)
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consistently reinforcing (or at least not inhibiting) the organization’s focus on teams and
teamwork. Trying to align teamwork with HR reward systems is more complex than just
managing steady change. It is an environment where HR policies meet workplace reality,
and although clarity of purpose is craved it is rarely articulated. The challenge for HR profes-
sionals is to evaluate various specific HR practices and modify them in a manner appropriate
to the organization’s unique dynamic circumstances.
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Chapter 9

Innovations in diversity
management

Advancement of practice and thought

Mark D. Agars and Janet L. Kottke

As predicted (Workforce 2000, Johnston and Packer, 1987), the new workforce is here.
Never have so many challenges and opportunities faced organizations as those posed by the
diverse workforce. In response, diversity management has become a critical component of
human resource management (HRM).

Diversity management is a relatively young field of HRM and its brief history—roughly
40 years—reveals a constant evolution and innovation of ideas and practice. In essence, a
review of innovations in the field of diversity management could constitute a comprehen-
sive historical review. Although not quite so ambitious, this chapter provides a brief review
of critical historical points, and a highlighting of key themes and innovations that have
emerged over the last ten years as organizational efforts to address diversity have come to
represent the HRM practice of diversity management.

Diversity management takes many forms in practice, but can be defined as an organiza-
tion’s active investment in the integration, development, and advancement of individuals
who in the collective, represent the heterogeneity of the labor force, and in the develop-
ment of organizational strategy, culture, policies, and practices that support interpersonal
respect, communication, and individual, team, and organizational performance in a diverse
environment. Diversity management is necessarily inclusive, and requires efforts across
HRM responsibilities and in all aspects of organizational functioning. The value of concep-
tualizing diversity management as a comprehensive set of processes (rather than a single
policy or intervention) is now recognized (cf., Agars and Kottke, 2004; Cox, 2001). This
perspective represents an important innovation in our thinking about diversity management,
and so we begin our presentation of innovations in HRM practice related to diversity

management by highlighting its emergence.

BEGINNINGS

Modern forms of diversity management evolved from affirmative action (AA) and equal
employment opportunity (EEO) programs. In response to the Civil Rights Act of 1964,
Executive Order 11246, and other social and governmental pressures, numerous human
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resource management practices were implemented in the 1970s and 1980s (Konrad and
Linnehan, 1995). These AA and EEO programs were attempts to increase the presence of
underrepresented groups, typically women and minorities. Unfortunately, many of these
practices were symbolic or found to be illegal or improperly implemented. Consequently,
the integrity and fairness of AA programs has often been called into question (Konrad and
Linnehan, 1999; Kravitz and Platania, 1993). There is clear evidence, however, that AA
and EEO practices made a positive impact on the presence and pay of underrepresented
groups (Blau and Beller, 1988; Fosu, 1992). Though diversity management is much more
than affirmative action (Yakura, 1996), these programs laid the groundwork for contem-
porary diversity management, and their limitations are the impetus for qualitatively different
approaches to diversity.

In 1990, Roosevelt Thomas argued that affirmative action as an independent approach
to workforce diversity was limiting and outdated. He believed that the landscape had
changed such that, “the realities facing us are no longer the realities affirmative action was
designed to fix” (Thomas, 1990, p. 107). He suggested, and subsequent research confirmed,
that AA programs would foster perceptions of unfairness (Konrad and Linnehan, 1999) and
the stigmatization of its beneficiaries (Heilman et al., 1997). His call was for a fundamental
transformation of diversity efforts from individual AA and EEO programs to active diver-
sity management. This transformation represents an important innovation in our approach
to diversity and, more specifically, this shift in perspective represents the birth of the
modern HRM practice of diversity management. Others in the field echoed Thomas,
and argued for organizations to rethink their approach to diversity and, specifically, to
actively manage diversity (Cox, 1991; Kandola, 1995; Powell, 1993). Although initial ideas
were limited on details for how organizations should achieve this desired end-state, the
sentiment was consistent: AA and EEO programs needed to be replaced by proactive and
comprehensive efforts to manage diversity.

Although some perceived the emergence of diversity management to be a fad, it is clear
today that it is not (Ivancevich and Gilbert, 2000). Diversity management has swelled to a
$300 billion a year industry (Flynn, 1998), which, by the year 2001, was present in over
75 percent of Fortune 1000 companies (Daniels, 2001). This growth is evident not only in
the resources allocated to diversity management efforts but, more importantly, in the inno-
vative ideas and practices those resources have produced. Since 1990, thousands of articles
have been written about diversity management programs in one form or another, and several
texts review the area (Cox, 1994, 2001; Chemers et al., 1995; Stockdale and Crosby, 2004).
There is no doubting the impact diversity management has had on the development of

organizational thought and practice.

THE BUSINESS CASE FOR DIVERSITY MANAGEMENT

Innovations are driven by purpose, and some have argued that the business case for diversity
management has not been made (cf., Hansen, 2003; Kochan et al., 2003). Others per-
ceive efforts falling under the “diversity management” rubric to be unnecessary, unfair

practices, or glorified AA programs. Among professionals, a legitimate criticism of diversity
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management is the absence of hard metrics to illustrate the impact of programs on mean-
ingful organizational outcomes (Hansen, 2003). Although research linking diversity
management to business outcomes is limited (see Frink et al., 2003; Richard et al., 2003),
such links are not the only means to making the business case. Immigration and demographic
data, as outlined in Census 2000, reveal an increasingly diverse country.Over 15 percent
of the population reports having a disability, women now make up more than 50 percent of
the MBA student population, the baby boomers are aging, and there is increased awareness
of sexual orientation and class. Significant changes are already taking place in society and the
workplace (Hays-Thomas, 2004; Holvino, 2002) and accepting the data as an illustration of
the societal and workforce diversity, strong arguments for the importance of managing diver-
sity emerge on the basis of the inevitable reality of considerable differences among people
entering the workforce.

Further reason to manage diversity is found in the review by Williams and O’Reilly
(1998) of the research examining the relationship between diversity and performance.
Although there remains much we do not know about the underlying processes, their review
reveals that diversity does impact processes, functioning, and performance, and in many
contexts, this impact is a negative one. These findings underscore the need for organizations

to identify and develop best ways of managing diversity.

IDENTIFYING INNOVATIONS

The history of HRM provides sufficient examples of practices that emerged, became popular
despite a lack of theory or rigorous evaluation, and ultimately proved limited. Diversity
management is not a fad, nor is it a short-term reality. It is critical, however, that innova-
tions in the field be based on relevant and available knowledge of organizations. One
limitation that has plagued the diversity management field has been the lack of compre-
hensive theoretical and systems-based approaches (Agars and Kottke, 2004; Triandis et al.,
1994). This limitation has meant that most innovations have been practice driven. Although
we discuss and praise meaningful innovations that have emerged over the last decade, we

recognize that sound HRM practices are grounded in theory.

SYSTEMS- AND THEORY-BASED APPROACHES

System theory (Katz and Kahn, 1978) argues that organizations are complex systems, and
pushing or pulling on one part of the system affects another. Implementing a change in one
part of the system without consideration for its effects on another part of the system is
likely to lead to unexpected consequences. Even well-intentioned efforts to embrace diver-
sity will fail if these efforts ignore the inevitable structural connections within the
organization. Unfortunately, the practice of diversity management rarely presents the
opportunity to appraise an organization’s entire input—throughput—output system. Rather,
practitioners are often restricted to working with only one or two elements of the system.
The full picture must be in view, however, if diversity efforts are to be conceptualized

properly and if they are to succeed.
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INNOVATIONS

Our review of innovations focuses on examples that represent significant elements of a
system and therefore are likely to improve significantly the organization’s odds of diversity
success. We define an innovation in HRM (diversity management) as one that introduces a
novel approach, practice, or perspective that advances the cause of diversity in organiza-
tions. Specifically, an innovation, whether in organizational practice or in thought, enhances
the ability of an organization to successfully manage workforce diversity. We have reviewed
dozens of programs to highlight best practices, and we organize our examples of innova-
tions around the HRM practices that have received the greatest attention in the advancement

of diversity management practice.

Recruiting

Fundamental to diversity management is ensuring that the managerial pipeline is fueled by
a diverse representation of individuals. Organizations have recognized this need, and many
companies have developed programs designed to populate the pipeline with diversity. In
some cases, these “diversity initiatives” are simply re-labels of older, existing AA programs.
Other companies, like IBM (Shum and Moss, 2002) and Best Foods (White, 1999a; Osland
et al., 2002), have used their AA plans as starting points and embraced diversity by identi-
fying, through task forces, the barriers to recruiting minorities and women. In response to
task force recommendations, for example, IBM instituted several family-friendly policies
including flexible work schedules. Family-friendly policies have been used by organizations
to attract applicants who might otherwise not have considered the organizations for
employment (Allen et al., 2000; Galinsky et al., 1996).

Other innovations tied to recruiting have emphasized community partnerships.
Continental has developed alliances with a number of minority associations (e.g.,
Organization of Black Airline Pilots, Black Flight Attendants of America, Hispanic MBA
Association) that were instrumental in attracting minority candidates. To retain recruits,
Continental instituted pay bonuses linked to teamwork, implemented diversity goals for
cach business division, and began training to address and prevent potential conflicts based on
differences in the workplace. Continental has made Fortune’s 100 list of Best Companies to
Work For and the Hispanic Business’s list of Best Places to Work for Latinos (Fitzerald,
2001). Other companies such as Northwestern Mutual (Van Grinsven, 1998), Pacific Bell
(Johnson and O’Mara, 1992), and Charles Schwab (Mattis, 2002) have enhanced their
college recruiting programs. Charles Schwab’s recruitment program places graduating col-
lege seniors in training programs and develops leadership skills in business school students,
then rotates them through field and corporate placements. Women now comprise 39 per-
cent of Schwab’s previously exclusively male workforce (Mattis, 2002). Other organizations
have developed internships (Consolidated Edison, Mattis, 2002; Chubb, Tomlinson, 1992;
Corn Products Refining, Scott, 1993) or scholarship awards (Medical Center at UCSF/SFSU
Nursing, Spicer et al., 1994) targeting underrepresented groups to serve their recruiting
goals. In the public sector, fire departments have held exercise programs for interested appli-
cants to help attract and qualify applicants from underrepresented groups (Knutson and
Noce, 1992).

154



INNOVATIONS IN DIVERSITY MANAGEMENT

The ability to recruit and retain a diverse workforce is a first and necessary step for
diversity management. Although these initiatives have primarily targeted entry-level posi-
tions, they exemplify the array of strategies intended to increase access for traditionally

underrepresented populations.

Structural support

Top management support

Active involvement of top management, demonstrated through statements, behaviors, or
initiatives, is key to successful diversity management. The CEO of Eastern Bank in 1990
publicly announced that his vision for the bank included valuing diversity (Zane, 1998). In
subsequent annual talks to employees, he revised and amplified his vision, and further
demonstrated his support by attending a diversity-training workshop. The shift in vision led
to organizational restructuring (flatter, less hierarchical structure) and intensive diversity
training for employees. Diversitylnc, which conducts an annual survey to identify the top 50
US companies for their diversity practices, named JP Morgan number 1 in 2002 (Cole,
2002; Frankel, 2002). JP Morgan’s CEO does not simply pay lip service to diversity goals.
He chairs JP Morgan’s Corporate Diversity Council, prepares the report of the Corporate
Diversity Council meetings, emails employees about diversity regularly, and meets with
executives annually regarding their progress on diversity initiatives.

Other leaders have created distinct units responsible for promoting diversity. Georgia
Power, in response to a racial discrimination lawsuit, designated a Senior Vice President of
Diversity who reports directly to the CEO. The CEO also appointed managers dedicated
to developing solutions to potential discrimination (James and Wooten, 2001). Core States
Financial Corp (acquired in 1998 by First Union Corp) began a culture change friendly to
diversity in 1990. One of the first moves made by the company’s CEO was to create an
office of diversity that answered directly to the CEO. The purpose of this office was to
coordinate a diversity consulting group to train middle managers who would, themselves,
become internal diversity training consultants. Known as Change Management Consultants
(CMCs), they serve as facilitators for “learning labs” in which senior managers learn change
management skills and apply those skills to their own business units. The office of diversity
was eventually phased out when the responsibility for diversity change management shifted
to the middle managers (Hyater-Adams and Frost, 1998), an important sign that the CEO’s
mission had permeated the organization. At Chevron (now ChevronTexaco), the CEO
asked business units to incorporate diversity goals into their strategic plans (Stuller, 1995),
both demonstrating top management support of diversity management, and encouraging
accountability to diversity initiatives throughout the organization.

Top management support is critical to the success of HRM initiatives, and diversity
management is no exception. Without top-level support, the message of importance is not
going to be heard and, as the above examples illustrate, the involvement of top manage-
ment creates many opportunities for innovations and, ultimately, for the success of diversity

management efforts.
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Diversity councils

Typically, diversity councils are composed of company volunteers who work as internal
consultants with business units, helping those business units identify potential problems,
detecting barriers to recruiting or retaining women and minorities, supporting training or
events, and making recommendations to top management.

Amoco set up its first diversity advisory council (DAC) in 1993. This DAC was chaired
by Amoco’s CEO and was comprised of volunteers from Amoco’s US operations. This
initial DAC reported to the company’s board of directors and was to identify shortfalls in
the achievement of the strategic management of diversity at Amoco. Eventually, Amoco
instituted DACs across its worldwide operations (40 as of 1997) (Watson, 1997). Other
organizations that have incorporated diversity councils are GrandMet (owner of Pillsbury
and Burger King; Greenslade, 1991), Hewlett Packard (Conklin, 2001), IBM (Shum and
Moss, 2002), JP Morgan (Cole, 2002), and Northern States Power (Weidenfeller, 1992).

Diversity councils have the potential to exemplify important principles underlying
successful diversity management: accountability, integration of resources across levels, and
top management support. In addition, they also permit valuable feedback from ground

troops to the leadership.

Mentoring programs

Mentoring is one of the most popular ways to provide support for minorities, particularly
women. While not a comprehensive solution to the slow advancement into managerial and
executive ranks (Scandura and Baugh, 2002), mentoring is a critical developmental marker
differentiating those who advance into the top levels and those who do not (Burke, 2002).

The Bank of Montreal, in 1990, developed a strategic plan that targeted women and
minorities for upgrades in skills and advancement. The mentoring program was one of
several initiatives undertaken by the Bank of Montreal as part of its Workplace Equality
Program, a program that has netted the Bank of Montreal a Catalyst award and the HR
Development Canada Annual Merit Award (Jafri and Isbister, 2002). Before implementing
its mentoring program, Bank of Montreal reviewed the literature, contacted consultants,
and determined the infrastructure necessary to support the program. Key sponsors among
the Bank executives were sought in advance of implementation of a pilot program in which
protégés and mentors were carefully matched. Managers of protégés were consulted and
were involved in the proteges’ developmental plans. The process of mentoring was moni-
tored by external consultants and through separate small group meetings for protégés and
mentors. Surveys sent to protégés, their managers, and mentors revealed that all reported
significant benefits. Protégés had more extensive networks and a better understanding of
bank operations. Mentors reported a greater sense of teamwork and collegiality. Managers
reported that protégés better understood what was required to succeed. The Bank of
Montreal viewed the pilot as successful and implemented it bank-wide (Gray et al., 1995;
Martinez, 1995).

Texas Commerce Bank has implemented a mentoring program with similar characteris-
tics to the Bank of Montreal, aimed at ethnic minorities (Sadri and Tran, 2002). As part of
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its Advancement of Women Initiative, Procter and Gamble assigns junior level women to
senior level managers, not as protéges but as mentors with the goal of educating the mostly
male executive ranks on how their behavior affects women and others (White, 1999b).

Mentoring programs are widely used in organizations as a key developmental tool for
future organizational leaders. Such efforts have a long history of providing essential develop-
ment, access to networks, and other growth opportunities (Burke, 2002). Historically, one
of the great limitations for non-majority members has been that access to mentors was
restricted. The work done by these organizations demonstrates that innovations in diver-
sity management may come, quite simply, by ensuring that vital HRM practices are
accessible to all employees.

Support groups and networking

Many companies have chartered groups for minorities (Conklin, 2000). These groups
provide opportunities for employees who share similar background or situational charac-
teristics, to meet on company time, provide support for each other, and network. Microsoft
sponsors employee resource groups for a broad range of employee groups including African-
Americans, women, Hispanics, gays, lesbians and transgenders, deaf and hard of hearing,
single parents, dads, and Hellenic (Microsoft, 2003). Sodexho, a worldwide food and facil-
ities management conglomerate, implemented networking groups with an aim to help
historically underrepresented group members to be exposed to, and mentored by, top
management as well as to provide developmental opportunities (Anonymous, 2003).
Much like having a mentor, gaining access to both formal and informal networks within
an organization and throughout an industry is essential to employee growth and advance-
ment and has other benefits such as recruiting (Mattis, 2002). Networks provide social
support, but also access to important professional opportunities. Researchers have noted
that non-majority organizational members have not historically shared the same access to
these critical HRM functions (Ibarra, 1995). The most effective innovations not only provide

support, but also access to the most important organizational players.

Supportive policies and practices

Aimed initially at women with children, many companies began implementing family-
friendly policies to attract and retain good employees. More recently, these flexible work
scheduling and benefits options have become part of companies’ diversity packages.
Companies discovered that these policies attract and retain a broad range of workers. These
flexible policies include part-time permanent work schedules, telecommuting or working
from home, and “family-friendly” benefit plans. The Bank of Montreal, already mentioned
for its mentoring program, has implemented flexible workweceks, job sharing, and “people
care” days (hours or days off with pay for scheduling necessary events) (Jafri and Isbister,
2002). The Bank of Montreal (Jafri and Isbister, 2002), IBM (Shum and Moss, 2002), and
Northern States Power (Weidenfeller, 1992) provide extended leaves of absence, with IBM
granting among the most generous, at up to three years. Northern States Power cooper-

ated with other employers to sponsor a school and childcare center close to the job site, a
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benefit attractive to working parents. Finally, Xerox (Sherter, 1996) provides a one-time
mortgage assistance payment and extended health care for any member of the employee’s
household.

Evidence suggests that many family-friendly or work-life initiatives have a positive impact
on attitudes, turnover, and performance outcomes in organizations (Lobel, 1999). Though,
as with all diversity management components, success requires support from management,
a supportive culture, and must address the specific needs of the organizational members
(Rosin and Korabik, 2002).

Training

“Diversity training” is an inclusive label applied to a broad array of interventions including
sensitivity workshops (Chevron, Stuller, 1995; Corn Products Refining, Scott, 1993),
internships taken by managers (UPS, Darden, 2003) or students (Mt Sinai, Butts, 2001) in
impoverished geographic regions, one-day cultural immersion events replete with food and
festivities (Hebrew Home for the Aged, Lee and Baltazar, 2001), and skill development for
working with people who are different (Eastern Bank, Zane, 1998; Pacific Gas and Electric,
Johnson and O’Mara, 1992).

Diversity training programs have evolved during the past 20 years, much as our under-
standing of diversity has evolved. Early diversity training focused cither on raising awareness
of issues salient to women and minorities (e.g., Exxon, Sheridan, 1994) or was aimed at
women and minorities through career development efforts (Price Waterhouse, Toner,
1996; Procter and Gamble, Neff, 1998). Later programs targeted other members of the
organization: white males and managers. Some of these programs may have been counter
productive in that they engendered hostility and allegations of political correctness over
business necessity (Arai et al., 2001; Von Bergen et al., 2002). More recently, companies
have begun to integrate diversity training into existing training or to implement within a
broader scale change effort.

Introduction to diversity training is what most companies mean by basic training and is
present in about 40 percent of US companies (Arai et al., 2001). Such training overviews
the changing demographics of the labor force, how diversity differs from AA, persistent
stereotypes, and why diversity is important to business success. The primary goal is to
educate the organization’s workforce and make it aware of the organization’s goals regarding
diversity.

Corn Products Refining (CPR) implements focused awareness training. In small group
multi-day retreats, demographically mixed groups role-play and discuss their experiences
with the company from their perspectives as a Canadian male, an African-American woman,
and so forth (Scott, 1993). An external evaluation conducted after the training suggested
that women and minorities felt CPR was more welcoming of their views. Others who have
used this type of training include Chevron (Stuller, 1995), Exxon (Sheridan, 1994),
GrandMet (Greenslade, 1991), and Kinney Shoes (Santora, 1991).

Skills-based training is exemplified by Chemical Group of Monsanto’s consulting pairs
technique (Galagan, 1993; Laabs, 1993). Consulting pairs are trained volunteers who have

undergone 13 days of training of awareness of cultural, gender, and ethnic differences,
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conflict resolution, and consulting techniques. Two volunteers form a consulting team who
facilitate discussion for an employee—boss pair. Bosses and employees can clear the air
regarding underlying differences—that may be related to differences on the basis of color
or gender—with help from consultants. After implementation, turnover of minorities and
women dropped. Intensive, week-long skills-based training is used also by Pacific Gas and
Electric (Johnson and O’Mara, 1992) to prepare internal consultants and managers for
approaching diversity.

McDonald’s Hamburger University represents a well-crafted use of integrated diversity
planning (Flynn, 1996). Hamburger U educates employees from crew to management on
how best to serve the customer, regardless of the region of the world in which that customer
may reside. Attendees of Hamburger U have undergone diversity training since the 1970s
(Solomon, 1993). Training emphasizes community involvement, and operators are expected
to get to know the neighborhoods of their franchises and to develop ties to local associa-
tions and schools. By focusing attention on the local community, McDonald’s staff typically
resembles the diversity of the local community.

Diversity training is the most common diversity initiative and has one of the longest
histories. As with any form of training, environment and management support are critical
if the wisdom and skills developed in training are to extend to the workplace (Tracey et al.,
1995). Ultimately, the success of training as a diversity management technique depends on
its integration with system-wide processes, supportive top management, and organizational

culture.

Measurement of results

To measure progress, one needs a metric by which to evaluate it. The simplest metric is a
headcount: how many women and minorities have been hired or promoted after the diver-
sity initiative. Several organizations monitor turnover rates among women and minorities
(Procter and Gamble, White, 1999b; Monsanto, Laabs, 1993). In addition to these
measures, Grand Met checks performance appraisal ratings, acceptance rates of job offers,
and grievance rates and their outcomes (Greenslade, 1991). More sophisticated measures
may include group performance through team performance appraisals and bonuses. Sears
(White, 1998) has developed a Total Performance Index (TPI) that tracks employee atti-
tudes, customer satisfaction, upward mobility of women and minorities, retention rates,
numbers of employees completing the diversity training, complaints and litigation, purchases
from minority- and women-owned business, and diversity of its vendors. This dazzling array
of indicators Sears uses is consistent with its system approach to diversity. A further benefit
of developing measures, especially those related to performance, is that people pay close

attention to what gets measured.

Accountability

Too many organizations espouse diversity management without developing the systems and
support necessary to make it an effective HRM strategy. Holding decision-makers account-

able demonstrates organizational commitment. At the Bank of Montreal, which initiated a
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plan in 1990 targeting the progression of women in the executive ranks, managers are held
accountable via the performance appraisal. Managers at Eastern Bank are evaluated on their
performance appraisals by how well they have demonstrated an ability to “work success-
fully across demographics.” Annual performance reviews at Northern States Power include
how well the employee has created an environment for diversity and how well he or she
is meeting department goals for diversity. The accountability at some companies is written
into business plans (e.g., Chevron, Stuller, 1995; Security Pacific, Shea and Okada, 1992)
or is incorporated into a “scorecard” (Bell South, Raphael, 2002) that measures not only
headcount within the company but how well the executive or business unit is using minority-
based suppliers (e.g., Sears, White, 1998).

As with developing indicators of diversity success, tying those indicators to rewards leads
to accountability. At the individual level, when leaders, managers, and employees are held
accountable for their support of diversity management, efforts are taken seriously and,
ultimately, are more successful. Accountability also provides guidance for continued
development. Similarly, organization-level accountability fosters the development of prac-
tices and the support and vision of top management.

Integrated system-based programs

Clearly, many organizations are making strides toward implementing practices to support
diversity by focusing on important elements necessary to organizational change. Next, we
describe Sandia Labs’ culture change to refocus its business and remedy an unhealthy
climate. Sandia Labs serves as an exemplar of a system-wide diversity initiative.

Sandia National Labs, owned by Lockheed Martin, and operated for the US Department
of Energy, has a highly educated and historically white, male workforce. Sandia had
complied with AA and EEO mandates and had provided basic diversity training to its
employees, but a Department of Labor survey conducted in the early 1990s uncovered a
hostile work environment at the Livermore plant. In response, Sandia embarked upon
wholesale culture change that was well integrated into the entire organization, directed
attention to business performance, and tied diversity to broader business issues. Sandia first
created a diversity-planning department that focused change on all levels: individual, team,
management, and organization. The plan that unfolded had top-level management support,
sufficient financial resources, and willing staff. Three events during the first 15 months
prepared Sandia for culture change: (1) 50 employees participated in an intensive three-day
diversity training to become diversity champions and internal consultants; (2) 15 employees
attended a diversity program to develop an HR conference on diversity for 200 top leaders
of Sandia; and (3) each division created its own diversity council that met and identified
barriers to high performance and inclusion. In the ensuing months, diversity champions,
top leadership (VPs) and diversity councils worked in concert to develop action plans. The
HR Division at Sandia developed a wide range of practices, including family-friendly poli-
cies and support for new networking groups such as a gay and lesbian affinity group, and
inserted a new competency, managing diversity, into managers’ performance appraisals.
The payoffs of these initiatives became evident during subsequent reorganizing and down-

sizing. Top leaders who had been sensitized to people issues during the diversity programs
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communicated effectively, respected input from employees, and developed a more humane
process for separating employees from the organization. Five years after the initial program
launch, a Corporate Diversity Team (CDT), representing every level of the organization,
directed the transition from HR to divisions (Learson, 1998).

Sandia’s experience with wholesale culture change demonstrates the challenges and
potential for addressing diversity. Considerable effort was necessary, from all levels of the
system, to create a new environment friendly to diversity. One of the unexpected benefits
of developing a system friendly to diversity was that the organization became a better place

to work, for everyone.

Summary/review of hest practices

We’ve identified innovations in best practices that span the spectrum of HRM responsibil-
ities. We see innovative practices in recruitment, training, leadership, and measurement.
We see the value of integrating ideas across function and through the organizations although,
we note, the practice of such integration is limited. Recruitment and retention of a diverse
workforce is possible by making the organization a more attractive place to work with
family-friendly policies. Moreover, top management must not only support diversity initia-
tives, but also participate actively and meaningfully in promoting the diversity efforts.
Finally, tying desired diversity outcomes to reward systems makes the planned changes

consequential.

RECOMMENDATIONS FOR THEORY AND PRACTICE INNOVATIONS
IN DIVERSITY MANAGEMENT

Our review of “best-practices” in diversity management represents the evolution beyond
AA and EEO programs to the active management of workforce diversity. These practices
exemplify important themes, demonstrate the most promising ideas, or epitomize systemic
approaches to what is a complex organizational phenomenon. We conclude with recom-
mendations to direct future innovations in the area. Using two comprehensive models of
diversity management, Agars and Kottke’s (2002) Model of Full Integration, and Cox’s
(2001) Change Model for Work on Diversity, we present four theory- and four practice-

based directions for continued innovation.

Comprehensive approaches to diversity management

Common to future innovations should be the recognition that diversity management is a
comprehensive and systemic phenomenon. Therefore, guidance for innovation can be found
in recently developed comprehensive models of diversity management. Cox’s (2001)
Change Model for Work on Diversity and Agars and Kottke’s (2002) Model of Full
Integration represent, respectively, a practice-based and theory-based approach to compre-
hensive organizational change related to the management of diversity. In providing
recommendations, we discuss elements of each model to support our assertions. For a

complete explication of each model, please see the original sources.
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Future innovations from theory and thought

Both models identify diversity management as an organizational-level change-based process.
Similarly, others have argued that diversity management requires organizations to develop a
learning orientation (Dass and Parker, 1999; Thomas and Ely, 1996). Learning organiza-
tions are adaptive, focused on the continuous improvement of work processes and people,
and embracing of change. These perspectives conceptualize diversity management as an
organizational-level phenomenon. Such approaches are underrepresented in HRM practices
in managing diversity, though empirical evidence suggests such approaches are critical
(Kochan et al., 2003; Williams and O’Reilly, 1998).

Recommendation #1: Diversity management must be conceptualized as an organ-

izational-level, change-based phenomenon.

Cox (2001) emphasizes the importance of leadership’s role in establishing and commu-
nicating a vision around diversity management. Agars and Kottke (2002) highlight the role
of leadership in forming and supporting a vision and culture, and in the modeling of behav-
iors in support of diversity management. Most leadership theories, however, were
developed prior to the diversity management explosion and, consequently, are ill-equipped
to address diversity management (Chrobot-Mason and Ruderman, 2004). Although
elements of some theories (e.g., Leader-Member Exchange theory) may serve leaders well,
the emergence of diverse environments and the impact that differences may have on leader
perceptions require innovations in our approach to leadership. In addition, concepts such
as “diversity competency” and “multi-cultural intelligence” have been proposed to relate to
successful functioning and, more importantly, successful leadership in a diverse environ-
ment (Offerman and Phan, 2002). This possibility has implications for innovations across

HRM practices in recruitment, selection, assessment, training, and retention of leaders.

Recommendation #2: Theories of leadership must accommodate the challenges

presented by a diverse work force.

The Model of Full Integration (Agars and Kottke, 2002) identifies four underlying indi-
vidual processes as instrumental. We identify perceptions of utility, fairness, and threat, as
well as social cognitive processes as potential facilitators of, or obstacles to, managing diver-
sity. HRM practices targeting divcrsity management must consider the impact these
perceptions have on receptivity to diversity management and the impact those efforts may
have on these perceptions, which, in turn, produce critical behaviors and attitudes. Others
(Agars, 2004; Austin, 1997) demonstrate the importance of cognitive processes (e.g.,
schemas, scripts, and stereotypes) associated with group membership, and the impact they
have on organizational processes. Employee acculturation also has implications for diversity
management, especially in light of immigration trends. In sum, individual perceptions and
cognitive processes underlie diversity management and have the potential to facilitate or

impede efforts.
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Recommendation #3: Diversity management practices must identify ways to

monitor and incorporate key individual perceptions and cognitive processes.

Diversity management must necessarily be incorporated into organizational strategy
(Agars and Kottke, 2004; Cox, 2001). Strategy provides guidance and vision, and leads
to the development of key policies and practices. The absence of diversity management
goals within an organization’s strategy reveals a lack of support, a lack of seriousness, and
undermines HRM practices intended to address diversity (Dansky et al., 2003).

Recommendation #4: The role of diversity management in organizational strategy
must be clarified and codified.

Recommendation for innovations from organizational practice

To date, most diversity management efforts have been limited to race, ethnicity, and gender,
with minimal consideration of other demographic classifications such as age, disability,
sexual orientation, class, and obesity. Less-visible forms of diversity (c.g., values) may also
be critical to understanding how diversity affects organizational performance (Harrison
et al., 1998). Although expansion of “diversity” is required, Konrad (2003) astutely cautions
that we must be careful not to equate “diversity” with “individual differences” or the

importance of managing diversity will be lost.

Recommendation #5: HRM practice needs to develop inclusive but meaningful

definitions of diversity.

Although we search for unified themes in diversity management with generalizable impli-
cations, our review of practices reveals the importance of context. Agars and Kottke (2002)
predict that historical or environmental factors can impact diversity management efforts at
cach stage of development. Cox (2001) argues that the pace of development in each key
arca will differ depending on context. Kochran et al. (2003) reviewed the impact of diver-
sity on business performance and found context to play a “crucial” role. Similarly, a
comprehensive review of the research examining the impact of group diversity on perform-
ance found inconsistency explained, in part, by organizational differences (Williams and
O’Reilly, 1998). Context matters, and universal solutions are rarely adequate. Each organ-
ization faces a unique constellation of constraints such as different histories, different

workforces, unique environments and communities.

Recommendation #6: The unique conditions faced by an organization must be
identified and considered in the development and implementation of diversity

management efforts.

Cox (2001) identifies measurement as a critical component of the diversity management
process as it allows for planning, development, and accountability. Agars and Kottke (2002)

stress measurement process throughout the change process as a means of identifying
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minority representation, attitudinal and performance baselines, assessing organizational
growth, and identifying and communicating successes or failures in achieving desired goals.
Although some examples of internal benchmarking exist (cf., Mattis, 2002), the common
business practice of external benchmarking is not frequently utilized when developing diver-
sity management practice. Available metrics in diversity are limited, and often not reflective

of hard business outcomes (Hansen, 2003).

Recommendation #7: HR practice must develop broader benchmarking and iden-

tify best practices, measurement, and accountability.

As diversity management efforts become more comprehensive and rigorous, and prac-
tices are developed to demonstrate its effectiveness through key metrics and ties to hard
business outcomes, effective communication of the importance of diversity management
becomes critical. The identification and recognition of best practices in diversity manage-
ment such as the Catalyst award, Fortune Best Companies lists, and Diversitylnc recognition,
reward organizations for their efforts and challenge others to strive for excellence. They
also provide information to the business community about the importance of diversity

management, but more are needed.

Recommendation #8: The future of innovations in diversity management must
include a mechanism for its effective and meaningful communication to business

leaders.

CONCLUSION

The previous ten years has produced many substantive innovations in the HRM practice of
diversity management. Our understanding of diversity has greatly improved, and our
approaches to diversity have evolved to become inclusive, dynamic, and increasingly
comprehensive. Diversity management is here to stay. We look with great anticipation to
the next ten years of innovations in Human Resource Diversity Management. Best-practice
innovations are critical, and we believe with greater attention to models (e.g., Agars and
Kottke, 2002; Cox, 2001; Holvino et al., 2004) significant innovations are yet to come.
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Chapter 10

HRM and downsizing

Wayne F. Cascio

In a 1993 paper, “Downsizing: What Do We Know? What Have We Learned?” I argued that
the presumed economic benefits of employment downsizing, such as lower expense ratios,
higher profits, increased return-on-investment, and boosted stock prices, often fail to
materialize. Likewise, many anticipated organizational benefits do not develop, such as lower
overheads, smoother communications, greater entrepreneurship among employees, and
increases in productivity. I also have argued that human resources (HR) professionals have
been heavily involved in implementing employment downsizing, but not nearly as involved
in influencing executives at the strategic level, when decisions about restructuring strategies
are debated and decided. Today, it seems appropriate to make a similar argument, despite
numerous articles that have appeared in the interim that reinforce the same points about the
economic and organizational effects of employment downsizing (Appelbaum et al., 1999b;
Cascio et al., 1997; Gowing et al., 1998; Morris et al., 1999).

In a recent study (Rynes et al., 2002), HR practitioners were presented with the
following “true or false” item: “If a company feels it must downsize employment, the most
profitable way to do it is through targeted cuts rather than attrition.” The correct answer
is “true,” yet only 54 percent of HR practitioners answered the item correctly. This is but
one of several gaps in understanding about the economic, psychological, and managerial
effects of downsizing. This chapter summarizes some recent research findings on the subject
of downsizing, it presents several myths about downsizing, along with the true facts, and
it emphasizes responsible restructuring as an alternative approach. Finally, the chapter
concludes with some recommended steps for restructuring. Let us begin by defining our

terms.

DOWNSIZING DEFINED

In everyday conversation, the term “downsizing” is often used as a synonym for “layoffs” of
employees from their jobs. Downsizing is commonly the result of a broader process of
organizational restructuring, which refers to planned changes in a firm’s organizational struc-
ture that affect its use of people. Such restructuring often results in workforce reductions

that may be accomplished through mechanisms such as attrition, early retirements, volun-
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tary severance agreements, or layoffs. Layoffs are a form of “downsizing,” but it is important
to note that downsizing is a broad term that may include any number of combinations of
reductions in a firm’s use of assets—financial, physical, human, or information assets.
When referring to reductions in the numbers of people in an organization, therefore, it is
appropriate to use the term “employment downsizing.”

Employment downsizing is not the same thing as organizational decline. Downsizing is
an intentional, proactive management strategy, whereas decline is an environmental or
organizational phenomenon that occurs involuntarily and results in erosion of an organiza-
tion’s resource base. As an example, the advent of digital photography, disposable cameras,
and other imaging products signaled a steep decline in the demand for the kind of instant
photographic cameras and films that Polaroid had pioneered in the 1940s. On October 12,
2001 Polaroid was forced to declare bankruptcy.

RATIONALE FOR EMPLOYMENT DOWNSIZING

What makes employment downsizing such a compelling strategy to firms worldwide? The
economic rationale is straightforward. It begins with the premise that there really are only
two ways to make money in business: by cutting costs or by increasing revenues. Which
are more predictable, future costs or future revenues? Anyone who makes monthly mort-
gage payments knows that future costs are far more predictable than future revenues. Payroll
expenses represent fixed costs, so by reducing payroll through employment downsizing,
other things remaining equal, a firm should reduce its overall expenses.

Reduced expenses translate into increased earnings, and earnings drive stock prices.
Higher stock prices make investors and analysts happy. The key phrase is “other things
remaining equal.” In practice, however, other things often do not remain equal, and there-
fore the anticipated benefits of employment downsizing do not always materialize. As an

example, consider just some of the direct and indirect costs associated with employment

downsizing:

Direct costs Indirect costs

Severance pay, in lieu of notice Recruiting and employment costs of
new hires

Accrued vacation and sick pay Low morale, risk-averse survivors

Supplemental unemployment benefits Increase in unemployment tax rate

Outplacement Lack of staff when economy rebounds,
training and retraining

Pension and benefit payouts Potential lawsuits from aggrieved
employees

Administrative processing costs Heightened insecurity, reduced
productivity

Costs of rehiring former employees Loss of institutional memory and trust

in management
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EXTENT AND SCOPE OF EMPLOYMENT DOWNSIZING IN THE
UNITED STATES

According to the US Department of Labor, about two million people a year, every year
since 1996, are affected by employment downsizing. In 2001, for example, companies
announced almost a million job cuts in the three months after the terrorist attacks of
September 11. Many firms conduct multiple rounds of employment downsizing in the same
year, as ongoing staff reductions become etched into the corporate culture. On average,
two-thirds of firms that lay oft employees in a given year do so again the following year.

LAYOFFS IN COUNTRIES OTHER THAN THE UNITED STATES

The phenomenon of layoffs is not limited to the US. Asia and Europe have been hard-hit as
well. Japan’s chip and electronics conglomerates have shed tens of thousands of jobs in the
past year as the worldwide information-technology slump and fierce competition from for-
eign rivals have battered their bottom lines. High-profile firms such as Hitachi, Fujitsu, NEC,
Toshiba, Matsushita Electric Industrial, and Sony have cut deeply, as has Mazda in automo-
bile production (South China Morning Post, 2002a; Kunii, 2001; Larimer, 2001; Shirouzu,
2000). In mainland China, more than 25.5 million people were laid off from state-owned
firms between 1998 and 2001. Another 20 million are expected to be laid off from tradi-
tional state-owned firms by 2006 (South China Morning Post, 2002b).

The incidence of layoffs varies among countries in Western Europe. Labor laws in coun-
tries such as Italy, France, Germany, and Spain make it difficult and expensive to dismiss work-
ers. In Germany, for example, all “redundancies” must by law be negotiated in detail by a
workers’ council, which is a compulsory part of any big German company and often has a say
in which workers can be fired. Moreover, setting the terms of severance is tricky, because
the law is vague and German courts often award compensation if workers claim they received
inadequate settlements. In France, layoffs are rare. As an example, consider that now-
bankrupt appliance maker Moulinex, once considered an icon of French industry, repeatedly
tried to restructure in 2001, but was blocked by the French Socialist government because its
cost-cutting plans included layoffs. At present, even if companies offer generous severance
payments to French workers, as both Michelin and Marks & Spencer did in 2001, the very
announcement of layoffs triggers a political firestorm (Matlack, 2001; Winestock, 2002).

ECONOMIC CONSEQUENCES OF EMPLOYMENT DOWNSIZING

In a series of studies that included data from 1982—-1994, 1995-2000, and 1982—-2000, my
colleagues and I examined financial and employment data from companies in the Standard
& Poor’s 500 (Cascio et al., 1997; Cascio and Young, 2003; Morris et al., 1999). The S&P
500 is one of the most widely used benchmarks of the performance of US equities. It repre-
sents leading companies in leading industries, and consists of 500 stocks chosen for their
market size, liquidity, and industry-group representation. Our purpose was to examine the
relationships between changes in employment and financial performance. We assigned

companies into one of seven mutually exclusive categories based upon their level of change
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in employment and their level of change in plant and equipment (assets). We then observed
the firms’ financial performance (profitability and total return on common stock) from one
year before to two years after the employment-change events. We examined results for
firms in each category on an independent as well as on an industry-adjusted basis.

In our most recent study, we observed a total of 6,418 occurrences of changes in employ-
ment for S&P 500 companies over the 18-year period from 1982 through 2000. As in our
earlier studies, we found no significant, consistent evidence that employment downsizing
led to improved financial performance, as measured by return on assets or industry-adjusted
return on assets. Downsizing strategies, either employment downsizing or asset downsizing,
did not yield long-term payoffs that were significantly larger than those generated by Stable
Employers—those companies in which the complement of employees did not fluctuate by
more than £5 percent.

This conclusion differs from that in our earlier analysis of the data from 1982 to 1994.
In that study we concluded that some types of downsizing, namely, Asset Downsizing, do
yield higher ROAs than cither Stable Employers or their industries. However, when the
data from 1995—2000 are added to the original 1982—1994 data, a different picture emerges.
That picture suggests clearly that, at least during the time period of our study, it was not
possible for firms to “save” or “shrink” their way to prosperity. Rather, it was only by
growing their businesses (Asset Upsizing) that firms outperformed Stable Employers as well
as their own industries in terms of profitability and total returns on common stock. With
respect to the total returns on common stock, Asset Upsizers generated returns that were
41 percent higher than those of Employment Downsizers, and 43 percent higher than those
of Stable Employers, by the end of Year 2.

IS EMPLOYMENT DOWNSIZING ALWAYS WRONG?

It might appear from the research results described above that firms should never down-
size employees. In fact, many firms have downsized and restructured successfully to improve
their productivity. They have done so by using layoffs as part of a broader business plan.
As examples, consider Sears Roebuck & Company and Praxair, Inc. In January 2001, Sears
cut 2,400 jobs as part of a restructuring that included closing 89 stores and several smaller
businesses. Shares rose 30 percent in six months. Praxair, Inc., a $5 billion supplier of
specialty gases and coatings, cut 900 jobs in September 2001, in response to the economic
slowdown. At the same time, however, it also announced initiatives designed to pull it out
of the slump, including two new plants for products where demand was on the rise. The
result? The value of its shares rose 30 percent in three months.

In the aggregate, the productivity and competitiveness of many firms has increased in
recent years. However, the lesson from our analysis is that firms cannot simply assume that
layoffs are a quick fix that will necessarily lead to productivity improvements and increased
financial performance. The fact is that layoffs alone will not fix a business strategy that is
fundamentally flawed. Thus, when Palm, Inc. trimmed 250 jobs in an effort to cut costs
after a delayed product launch slowed demand, shares lost nearly half their value in one
day and never recovered. In response, Palm’s Chief Financial Officer, Judy Bruner, noted:
“There were a lot of questions about the viability of the business” (Lavelle, 2002, p. 78).
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In short, employment downsizing may not necessarily generate the benefits sought by
management. Managers must be very cautious in implementing a strategy that can impose
such traumatic costs on employees, both on those who leave as well as on those who stay
(Cascio, 1993, 2002a). Management needs to be sure about the sources of future savings,
and carefully weigh those against all of the costs, including the increased costs associated

with subsequent employment expansions, when economic conditions improve.

MYTHS VERSUS FACTS ABOUT EMPLOYMENT DOWNSIZING

Unfortunately there are many tantalizing myths that surround employment downsizing.
Unless they are debunked, the mistakes of the past are bound to be repeated. While a
complete treatment of such myths is beyond the scope of this chapter, we do consider eight
of the most prevalent ones in the sections that follow. For a more complete treatment, see
Cascio (2002b).

Myth #1-—Jobs are secure at firms that are doing well financially.

Fact—Preemptive layoffs by large firms are common.

Today’s job cuts are not solely about large, sick companies trying to save themselves, as
was often the case in the carly 1990s (e.g., IBM, Sears). They are also about healthy
companies hoping to reduce costs and boost earnings by reducing head count (e.g., Goldman
Sachs and AOL). They are about trying to pre-empt tough times instead of simply reacting
to them. These layoffs are radical, preventive first aid (Morris, 2001). On the other hand,
small companies, especially small manufacturers, tend to resist layoffs because they are
trying to protect the substantial investments they made in finding and training workers
(Ansberry, 2001).

Myth #Z—Downsizing employees boosts profits.

Fact—Profitability does not necessarily follow downsizing.

Data presented earlier from the S&P 500,1982—2000 (Cascio and Young, 2003), showed
clearly that profitability, as measured by the return on assets, does not necessarily follow
downsizing, even as long as two years later. Survey data support this conclusion. Thus, the
2001 Lay-offs and Job Security Survey, conducted by the Society for Human Resource
Management, reported that only 32 percent of respondents indicated that layoffs improved
profits. Even massive staff cutbacks at firms such as Eastman Kodak, Apple Computer, and
AT&T have not produced increased earnings years later (Quinones, 1998).

Myth #3—Downsizing employees boosts productivity.

Fact—Productivity results after downsizing are mixed.

The American Management Association surveyed 700 companies that had downsized in
the 1990s. In 34 percent of the cases, productivity rose, but it fell in 30 percent of them

(Cravotta and Kleiner, 2001). These results are consistent with those reported in another
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study of 250,000 manufacturing plants by the National Bureau of Economic Research. That
study concluded that the productivity-enhancing role of downsizing has been exaggerated.
While some plants did downsize and post healthy gains in productivity, even more (including
many of the largest facilities) managed to raise output per worker while expanding employ-
ment. They contributed about as much to overall productivity increases in manufacturing
as did the successful downsizers (Business Week, 1994).

Myth #%Downsizing employees has no effect on the quality of products or
services.
Fact—For most employers, downsizing employees does not lead to long-term

improvements in the quality of products or services.

In the wake of decisions that affect them, such as those involving pay, promotions, or
layoffs, employees often ask: “Was that fair?” Judgments about the fairness or equity of
procedures used to make decisions, that is, procedural justice, are rooted in the percep-
tions of employees. Strong research evidence indicates that such perceptions lead to
important consequences, such as employee behavior and attitudes (Colquitt et al., 2001;
Kanovsky, 2000). When employees feel that they have not been treated fairly, they may
retaliate in the form of theft, sabotage, and even violence (Greenberg, 1997). Now, in an
extended example, we will consider how poor labor relations can affect product quality—
with tragic consequences.

Two Princeton University economists analyzed Bridgestone/Firestone tire production at
the firm’s Decatur, Illinois plant (Krueger and Mas, 2002). When a previous contract
expired on April 1, 1994, employees worked for three months without a contract before
going on strike. In negotiations, Bridgestone/Firestone broke with its industry by moving
from an 8-hour to a 12-hour shift that would rotate between days and nights, as well as
cutting pay for new hires by 30 percent, cutting wages for most job classifications by $5.34
per hour to about $12 per hour, reducing incentive pay for piecework, cutting two weeks
of vacations for senior workers, and requiring hourly workers to contribute to their health-
care costs. The United Rubber Workers union that represented the workers proposed that
the company follow the master pattern agreement set with Goodyear, which called for no
wage increases other than cost-of-living adjustments. It is noteworthy that the company
insisted on such large concessions during a period when the overall economy was growing.

Using replacements, the company imposed 12-hour shifts and kept production going.
The union workers surrendered in May 1995, returning under the terms originally
demanded by Bridgestone/Firestone. Although the strike officially ended in May 1995, the
labor dispute continued until a final settlement was reached in December 1996. For nearly
three years, therefore, from April 1994 to December 1996, union workers at the Decatur
plant either were on strike or working without a contract. During this period tires were
produced by 1,048 replacement workers, union members who crossed the picket line,
management, and recalled strikers.

The Princeton analysis is compelling because three different sets of data all point the
same way. Firestone tires made in Decatur during the labor strike were 376 percent more

likely to prompt a complaint to the National Highway Transportation Safety Administration
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than tires made at two comparison plants. The two plants were Firestone’s nonunion plant
in Wilson, North Carolina and its unionized plant in Joliette, Quebec, which had a 1995
strike but did not use replacement workers. At times of labor peace, Decatur tires were
14 percent less likely to prompt a complaint.

Second, customers with tires made in Decatur during the dispute were more than 250
percent as likely to seek compensation from Firestone for property damage or injury blamed
on faulty tires than were customers of tires made there during more peaceful times. Third,
tires made in Decatur during the labor dispute did worse on laboratory stress tests that
Firestone conducted when the tires were produced, than those made at other times or at
other plants. The consequences were lethal, for the report concluded that more than 40
lives were lost as a result of the excessive number of problem tires produced in Decatur
during the labor dispute.

Apparently, the problem tires were not the result of production by inexperienced
replacement workers. Rather, it appears that it was something about the chemistry between
the replacements and the recalled strikers. Why? Analysis of monthly tire production
revealed that there was no surge in problem tires when replacement workers were making
them, adjusting for lower production volumes. The problems were with tires made in 1994
following tough company demands on the union, and again after the strikers returned in

May 1995 without a contract to work alongside workers who had crossed the picket line.

CONSEQUENCES OF INEQUITABLE TREATMENT

There is a simple lesson to be learned in all of this. When employees feel that they are not
respected, and not being treated fairly and with dignity, managers should expect “push back”
and resistance. Conversely, procedurally fair treatment has been demonstrated to result in
reduced stress (Elovainio et al., 2001) and increased performance, job satisfaction, commit-
ment to an organization, and trust. It also encourages organizational citizenship behaviors or
OCBs—discretionary behaviors performed outside of one’s formal role that help other
employees perform their jobs or that show support for and conscientiousness toward the
organization (Colquitt et al., 2001). OCBs include behaviors such as the following (Borman
and Motowidlo, 1993):

B Volunteering to carry out activities that are not formally a part of one’s job.

B Persisting with extra enthusiasm or effort when necessary to complete one’s own
tasks successfully.

B Helping and cooperating with others.

B TFollowing organizational rules and procedures, even when they are personally
inconvenient.

B Endorsing, supporting, and defending organizational objectives.

Myth #5—Since companies are just “cutting fat” by downsizing, there are no
adverse effects on those who remain.
Fact—For the majority of companies, downsizing has had adverse effects on

morale, work load, and commitment.
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It has often been said that employee morale is the first casualty in a downsizing. Survey
data bear this out. Right Associates found that 70 percent of senior managers who remained
in downsized firms reported that morale and trust declined. Study after study has found
similar results (Appelbaum et al., 1999a; Kets de Vries and Balazs, 1997; Mirvis, 1997). A
recent national survey found the following among survivors: feel overworked (54%), are
overwhelmed by work load (55%), lack time for reflection (59%), don’t have time to
complete tasks (56%), and have to multi-task too much (45%) (Business Week, 2001b).

Between 1993 and 1995 an Australian bank, identified simply as Onebank, implemented
a “restructuring improvement program” (yielding the ominous acronym RIP). Its objective
was to improve the bank’s competitiveness by reducing costs, instigating a sales culture,
and installing new technology. RIP eliminated 350 branches and 10,000 employees,
although 4,500 new jobs were created in the central processing sites. RIP involved a “spill
and fill” process in which all staff lost their jobs and had to compete for the jobs remaining
in the new structure. It was like a giant game of musical chairs, with about 20 percent
fewer chairs than people.

An academic’s survey of the bank’s middle managers (to which a remarkable 80 percent
responded) revealed an almost complete turnaround in attitudes toward their careers. The
survey found a decline in the managers’ commitment at all levels: to their job, to their
branch or department, and most of all, to Onebank and its goals. This was true even though
83 percent considered RIP essential for the long-term future of the bank and 76 percent
said they were fully committed to making it a success.

How had the restructuring changed the nature of the managers’ jobs? More than
30 percent of the managers said they now had more staff reporting to them, 64 percent
had increased responsibility, 69 percent had a wider range of duties, 77 percent worked
longer hours, 83 percent experienced increased stress, and 85 percent had an increased
work load overall.

Against all that, however, only 37 percent said they’d received a salary increase. Is it
any surprise that 49 percent felt a decreased sense of commitment to Onebank or that
64 percent experienced decreased job satisfaction? Asked about their level of commitment
and their views on working for the bank, the managers offered eight positive and 390

negative comments (Gittins, 2001).

Myth #6—The number of employees let go, including their associated costs, is
the total cost of downsizing.

Fact—In knowledge-based or relationship-based businesses, the most serious cost
is the loss of employee contacts, business forgone, and lack of innovation.

Knowledge-based organizations, from high-technology firms to the financial-services
industry, depend heavily on their employees—their stock of human capital—to innovate
and grow. Knowledge-based organizations are collections of networks in which interrela-
tionships among individuals, that is, social networks, generate learning and knowledge. This
knowledge base constitutes a firm’s “memory.” Because a single individual has multiple rela-
tionships in such an organization, indiscriminate, non-selective downsizing has the potential

to inflict considerable damage on the learning and memory capacity of organizations.
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Empirical evidence indicates that the damage is far greater than might be implied by a simple
tally of individuals (Fisher and White, 2000).

When one considers the multiple relationships generated by one individual, it is clear
that downsizing that involves significant reductions in employees creates the loss of signif-
icant “chunks” of organizational memory. Such a loss damages ongoing processes and
operations, forfeits current contacts, and may lead to forgone business opportunities. Which
kinds of organizations are at greatest risk? Those that operate in rapidly evolving industries,
such as biotechnology, pharmaceuticals, and software, where survival depends on a firm’s

ability to innovate constantly.

Myth #7—Violence, sabotage, or other vengeful acts from laid-off employees are
remote possibilities.

Fact—They are less remote than you think, and the consequences may be severe.

The 2001 Lay-offs and Job Security Survey, conducted by the Society for Human Resource
Management, reported that 93 percent of companies have not experienced workplace
violence. However, the most common precipitator of workplace violence is a layoff or firing
(Burlingame, 2001; Neuman and Baron, 1998).

Violence disrupts productivity, causes untold damage to those exposed to the trauma, is
related to workplace abuse of drugs or alcohol and absentecism, and costs employers
millions of dollars (Business Week, 2001a). In a stressed-out, downsized business environ-
ment, people are searching for someone to blame for their problems. With the loss of a
job or other event the employee perceives as unfair, the employer may become the focus
of a disgruntled individual’s fear and frustration. Under these circumstances, some form of
workplace aggression, that is, efforts by individuals to harm others with whom they work,
or have worked, or their organization itself, is likely (Adams, 2001; Neuman and Baron,
1998).

In France, laid-off workers at bankrupt household-appliance maker Moulinex SA threat-
ened to blow up their factory if their demands for more severance pay were not met. A
sign in black marker at the entrance to the plant said it all: “Money or BOOM!” Their
demands were met. The French labor ministry and the unions agreed on a deal to give
workers who were with Moulinex for more than 25 years a severance bonus of 12,200
euros (about $10, 785) and the rest of the workers 4,600 to 7,600 euros (about $4,050 to
$6,690) (Carreyrou, 2001; Matlack, 2001).

Among white-collar workers, the cyber saboteur has emerged as a new threat among
disgruntled ex-employees. Recently axed workers have posted a company’s payroll on its
intranet, planted data-destroying bugs, and handed over valuable intellectual property to
Compctitors. Although exact numbers are hard to come by, computer sccurity experts say
it is fast becoming the top technical concern at many companies. The FBI estimates the cost
of the average insider attack at $2.7 million (Business Week, 2001c).

Myth #S—Training survivors during and following layoffs is not necessary.

Fact—Training survivors is critical to success subsequently.
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The American Management Association survey on corporate downsizing, job elimina-
tion, and job creation clearly supports this conclusion. In firms where training budgets
increased after downsizing, 63 percent reported that productivity increased over the long
term, and 69 percent reported that profits increased. In firms where training budgets
decreased after downsizing, only 34 percent reported that productivity increased over the
long term, and only 40 percent reported that profits increased. A similar pattern also
emerged over the short term.

One explanation for these results is that two-thirds of reported job eliminations are
connected to organizational restructuring or business process reengineering. Workers who
receive training are far more likely to improve their productivity, which, in turn, leads to
increases in profits (American Management Association, 1996).

EFFECT OF DOWNSIZING ON EMPLOYEE ATTITUDES
AND BELIEFS

Restructuring, including downsizing, often leads to predictable effects—diminished loyalty
from employees. In the wave of takeovers, mergers, downsizings, and layoffs over the past
15 years, millions of workers have discovered that years of service mean little to a strug-
gling management or a new corporate parent. This breach of the unwritten rules that
constitute the “psychological contract” between employer and employee leads to a rise in
stress and a decrease in satisfaction, commitment, intentions to stay, and perceptions of an
organization’s trustworthiness, honesty, and caring about its employees (Gutknecht and
Keys, 1993; Kleinfeld, 1996; Lester et al., 2003; Schweiger and DeNisi, 1991). Indeed,
our views of hard work, loyalty, and managing as a career will probably never be the same.

THE PSYCHOLOGICAL IMPACT OF DOWNSIZING ON VICTIMS
AND SURVIVORS

Downsizings exact a devastating toll on workers and communities. Lives are shattered,
people become bitter and angry, and the added emotional and financial pressure can create
family problems. “Survivors,” workers who remain on the job, can be left without loyalty
or motivation. Their workplaces are more stressful, political, and cutthroat than before the
downsizing. Local economies and services (e.g., human services agencies, charitable orga-
nizations) become strained under the impact to the community. Survivors often experience
“burnout”—a gradual process of loss during which the mismatch between the needs of the
person and the demands of the job grows ever greater. Research indicates that each person
expresses burnout in a unique way, but the basic themes are the same (Maslach and Leiter,

1997):

B An erosion of engagement with the job. What started out as important, meaningful,
fascinating work becomes unpleasant, unfulfilling, and meaningless.

B An erosion of emotions. The positive feelings of enthusiasm, dedication, security, and
enjoyment fade away and are replaced by anger, anxiety, and depression.

B A problem of fit between the person and the job. Individuals see this imbalance as a personal
crisis, but it is really the workplace that is in trouble.

180



HRM AND DOWNSIZING

RESPONSIBLE RESTRUCTURING —AN ALTERNATIVE APPROACH

In 1995 I wrote a publication for the US Department of Labor entitled, Guide to Responsible
Restructuring (US Department of Labor, 1995). As I investigated the approaches that various
companies, large and small, public and private, adopted in their efforts to restructure, what
became obvious to me was that companies differed in terms of how they viewed their
employees. Indeed, they almost seemed to separate themselves logically into two groups.
One group of firms, by far the larger of the two, saw employees as costs to be cut. The other,
much smaller group of firms, saw employees as assets to be developed. Therein lay a major

difference in the approaches they took to restructure their organizations:

B Employees as costs to be cut—these are the downsizers. They constantly ask themselves:
“what is the minimum number of employees we need to run this company? What is
the irreducible core number of employees the business requires?”

B Employees as assets to be developed—these are the responsible restructurers. They
constantly ask themselves: “How can we change the way we do business, so that we

can use the people we currently have more effectively?”

The downsizers see employees as commodities—Ilike paper clips or light bulbs—inter-
changeable and substitutable—one for another. This is a “plug-in” mentality: plug them in
when you need them, pull the plug when you no longer need them. In contrast, respon-
sible restructurers see employees as sources of innovation and renewal. They see in
employees the potential to grow their businesses. Here is one example of responsible
restructuring. For more on this approach, see Cascio (2002a, 2002b).

CHARLES SCHWAB & COMPANY

This organization used downsizing as a last resort. At the same time, it was reinventing its
business. Here is why restructuring became necessary.

At the end of the second quarter of 2001, Schwab’s commission revenues were off
57 percent from their peak 15 months earlier. Overall revenue was down 38 percent, losses
totaled $19 million (US), and the stock had dropped 75 percent from its high. Something
had to give. How did the company respond? It took five steps before finally cutting staff
(Bernstein, 2001; Vogelstein, 2001):

B When Schwab first saw business begin to deteriorate the year before, it put projects
on hold and cut back on such expenses as catered staff lunches and travel and
entertainment. Management went out of its way to explain to employees the
short-term nature of these cuts (Boyle, 2001).

B As it became clear that more savings were needed, top executives all took pay cuts:
50 percent each for the company’s two CEOs, 20 percent for executive vice-
presidents, 10 percent for senior vice-presidents, and 5 percent for vice-presidents.

B It encouraged employees to take unused vacation and to take unpaid leaves of up to

20 days.
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B Management designated certain Fridays as voluntary days off without pay for
employees who didn’t have clients to deal with.

B Only after the outlook darkened again, at the end of the first quarter of 2001, did the
firm announce layoffs—2,000 out of a workforce of 25,000. Even then the severance
package included a $7,500 “hire-back” bonus that any employee will get if he or she is
rehired within 18 months. It also included between 500 and 1,000 stock options, cash
payments to offset the increased costs of health-care insurance for laid-off employees,
and a full range of outplacement services (Jossi, 2001). Further, everyone being laid
off, nearly 5,000 people by the end of September, 2001, is eligible for a $20,000
tuition voucher paid for by the founder himself. That could cost him as much as $10

million.

Over the past decade or so, Schwab & Company has a lengthy record of product inno-
vation. Perhaps its greatest innovation appeared to be one of the gutsiest moves of the
1990s—offering online trading in a bigger and better way than anyone else, even though
it meant cutting commission rates by more than half. The result? In early 2000 Schwab
could boast of having generated a better 10-year return for investors than Microsoft!

Today, however, the company is reinventing its business model. Sure, it is cutting costs
by making its website easier to use, thus cutting down on expensive phone traffic, and it
is raising fees for customers who don’t trade very often and are unprofitable for the firm.
But its biggest bet—where it thinks the bulk of its future revenue will come from—will
be a radical new approach to winning and keeping business. The firm that was founded on
the principle that it would never tell customers what stocks to buy is about to do just that—
but with an ingenious twist.

The plan is to have computers analyze customers’ portfolios, compare them with a
computer-generated list of Schwab-recommended stocks for that investor’s risk profile, and
then convey that message to the client. When the objective analysis is supplemented with
research reports from partner Goldman Sachs, plus occasional access to a salaried invest-
ment specialist, the company feels this will fill in the final gap in what will be a complete
set of services for virtually every investor (Business Week, 2002).

Schwab is practicing responsible restructuring. How? At the same time that it is demon-
strating by its actions that it sees its employees as assets to be developed, it is developing
business concept innovations that will allow it to generate new customers and new streams
of revenue in order to grow its business. There is much to be learned from this approach.

Here are nine issues to consider as part of any restructuring effort:

1 Carefully consider the rationale behind restructuring. Invest in analysis and consider the
impact on those who stay, those who leave, and the ability of the organization to
serve its customers.

2 Consider the virtues of stability. In many cases, companies can maintain their special
efficiencies only if they can give their workers a unique set of skills and a feeling that
they belong together. Best companies to work for understand that. Thus, 80 of the
100 companies that made Fortune’s 2002 list of “The 100 Best Companies to Work
For” avoided layoffs in 2001; 47 of them even have some kind of official policy

182



HRM AND DOWNSIZING

barring layoffs! Consider stockbroker Edward Jones, the Number 1 firm on the list.
Although it was hit particularly hard by the gloomy stock market, it responded by
cutting back bonuses. None of its 25,000 employees got the ax. Said Jones’s CEO,
John Bachmann: “We want to build the kind of relationship with workers that makes
them willing to go the extra mile. You can’t do that if you get rid of them whenever
times are rocky.” The lesson is simple: no matter how rough the economy, retaining
top talent is a huge issue. In fact, losing key people during downturns can be
disastrous (Levering and Moskowitz, 2002).

Before making any final decisions about restructuring, executives should make their concerns
known to employees and seek their inpur. Make special efforts to secure the input of “star”
employees or opinion leaders, for they can help communicate the rationale and
strategy of restructuring to their fellow employees, and also help to promote trust in
the restructuring effort.

Use restructuring as an opportunity to address long-term problems. Unless severe overstaffing
is part of a long-term problem, consider alternatives to layoffs first, and ensure that
management at all levels shares the pain and participates in any sacrifices employees are
asked to bear. The approach of Charles Schwab and Company illustrates this nicely.

If ]ayijfs are necessary, be sure that employees perceive the process qf selecting excess positions as
fair and make decisions in a consistent manner. Make special efforts to retain your best
performers, and provide maximum advance notice to terminated employees. Provide
as much personal choice to affected employees as possible.

Communicate regularly and in a variety of ways in order to keep everyone abreast of new
developments and information. Executives should be visible, active participants in this
process, and be sure that lower-level managers are trained to address the concerns of
victims as well as survivors.

Give survivors a reason to stay, and prospective new hires a reason to join. As one set of
authors noted, “People need to believe in the organization to make it work, but they
need to see that it works to believe in it” (Kets de Vries and Balazs, 1997). Providing
a stable, predictable employment relationship that honors the psychological contract is
a powerful attraction to join and to stay at an organization.

Train employees and their managers in the new ways of operating. As we have seen,
evidence indicates clearly that firms whose training budgets increase following a
restructuring are more likely to realize improved productivity, profits, and quality
(American Management Association, 1996; Appelbaum ez al., 1999).

Examine carefully all management systems in light of the change of strategy or environment
Jfacing the firm. These include workforce planning, recruitment and selection,

performance management, compensation, and labor relations.

Managing a restructuring process is not casy, but it need not be synonymous with

“employment downsizing.” The real challenge is to downsize expenses without downsizing

people. To do that, two ingredients are essential: (1) be aware of current research findings

with respect to employment downsizing in order to avoid some of the common gaps

between research and practice; (2) adopt a management philosophy that views people as

assets to be developed rather than simply as costs to be cut.
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Chapter 11

Well-being and health
What HRM can do about it

Marc J. Schabracq

INTRODUCTION

This chapter reviews how HRM can contribute to the well-being and health of employees.
As there are hardly any thorough and relevant empirical effect studies available, it restricts
itself to descriptions of possible interventions and methods. It just gives an overview of what
organizations themselves do and can do to promote the health and well-being of their employ-
ees. Most examples are taken from the Dutch situation. The approach is characterized by the
following elements and guidelines.

Primarily, it is a management task and responsibility to look after the employees’ health,
well-being and satisfaction. To this end, they have to know the employees involved, as well
as their possibilities and limitations. Moreover, managers have to spend sufficient attention,
time and money on the employees in their care. All this can be—and most of the time is—
part of the normal task package of line managers. However, many line managers have other
priorities, as they are primarily busy with external affairs, which often interfere with paying
sufficient attention to internal affairs.

When line managers are unable to fulfill this task properly, special so-called co-managers
can be appointed whose primary task consists of looking after the internal affairs of
the department in question (see also Co-management: a possible approach, p. 202). If
co-managers are appointed, all of them together can form a project team that occupies itself
with the more systemic determinants of employees’ well-being and health in that organ-
ization. In addition, such a team is a logical candidate when it comes to careful
implementation of necessary changes in general (Schabracq, 2001).

Learning about potential problems and solutions of experienced health and well-being is
a matter of questioning employees about it. In bigger organizations, interviewing employees
is not sufficient. Here, this may imply doing periodical audits about these issues as well
(Schabracq et al., 2001). These are not only ways of gathering the right information, but
also a matter of building support for possible interventions.

Problems with health and well-being have a significant signaling function. Frequent prob-
lems can be used as an indication of more systemic causes. These may have other undesired
effects as well, which may have severe consequences for the organization. So, people who
become ill in certain situations or circumstances can be considered as a kind of human mine
canary, the bird that was used in coalmines to detect firedamp (Schabracq et al., 2001).
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Often—and certainly in times of scarcity of personnel—turn-over is a better indicator of
employees’ well-being and health than sick leave and work disability. When many employees
leave, this may well be an indication of a poor working climate and management.

Preventing problems with well-being and health is to be preferred over curing, while it
also better to strive for positive outcomes than to counteract negative outcomes (Ofman,
1995; Schabracq, 2003a). It is obviously more pleasant to spend money and effort to maxi-
mize effectiveness, pleasure and development than to counteract all kinds of unnecessary
problems.

Interventions should be tailored, as much as possible, to individual employees’ needs and
desires. To realize this guideline, it is essential to ask these employees to give their input
about the status quo, its causes and options for improvement, and to make as much use of
these as possible. Workshops can be a good medium for this.

In solving organizational problems one should concentrate on solving the problem that
causes the main constraint first (Goldratt, 1990), because this brings about the biggest
improvement. The next intervention can focus on what causes the main constraint then,
and so on. An alternative course is to solve the easiest problem first—picking the low
hanging fruits—in order to get a quick success.

Real leadership is one of the most important means to prevent problems with well-being
and health. Compared to management, real leadership is more about developing a vision—
in the long and short term—and designing the organization, and less about controlling the
everyday course of affairs. Leadership is about realizing in both of its meanings: making
things happen as well as reflecting about them. In this second meaning, leadership is about
learning, wisdom and a clear moral perspective. Actualizing a functional reality, its first
meaning, implies that the resulting organization is—or should be—relatively free from
alienation and stress.

The relevant existing HRM interventions are your main instruments here. However,
they should be used more consistently for all age groups, as HRM now focuses mainly on
employees under 40 (Schabracq, 2003a).

The way organizations deal with well-being and stress will become a critical strategic
factor in global competition (Schabracq and Cooper, 2000). This is mainly a matter of the
unprecedented acceleration of change we presently have to cope with. So, it is becoming
increasingly important for any organization to develop its own competence to deal with
change and the stress resulting from it in order to survive. Being completely dependent on
external consultants for this crucial competence is simply becoming too risky.

As the main objective of HRM consists of simultaneous development of the goals of the
organization and its employees in such a way that both parties profit optimally, taking care
of employees’ well-being and health is a logical element of consistent HRM. Within the HRM
frame of reference, good employees—the human capital—are considered to be the main
asset of the organization. From this point of view, it is only logical to take care of this human
capital as well as possible. It is self-evident that exposing these employees needlessly to stress
and other threats to their health and well-being would be foolish capital destruction.

Within HRM, investing in their own employees is the usual approach. In order to safe-
guard employees’ well-being and health and to prevent them encountering needless

problems in this respect, HRM disposes of an appropriate arsenal of techniques and methods.
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The main difference with more traditional forms of HRM consists of applying this arsenal
with more precision and consistency than usual. Though this costs time, attention and money
(Doeglas and Schabracq, 1992), the outcome may be that the organization becomes more
effective, is troubled less by stress phenomena and probably lives longer (de Geus, 1997).

This chapter first examines the possible role of leadership in preventing problems in the
area of well-being and health (see below, pp. 189-192). The general approach (see
pp- 192-193) sketches the approach itself. Short descriptions of HRM interventions that
can be of help here can be found on pp. 194—200. The positive outcomes of such an approach
and some of its inherent problems are discussed on pp. 200-201 and 201202 respectively.
Finally, the concept of co-management, which can help to solve some of the problems, is

described on pp. 202-204.

LEADERSHIP

Employees’ well-being and health depend to an important degree on the extent to which
their managers realize a functional reality. Such a reality should be sufficiently orderly, offer
the right degree of social embedding and be compatible with individual goals and values.
As such, it is safe, free from alienation and stress, and so predictable that it can be dealt
with in a self-evident, everyday way not demanding extra attention (Schabracq, 2003b;
Schabracq and Cooper, 2003). This implies realizing the following four conditions (Parsons,
1937; Schabracq, 2002):

B Clear goals that are shared and supported by all employees.

B A good embedding of the organization or department in its environment, with good
relations with all relevant parties.

B Good social relations between functional units as well as individual employees, and a
good working climate.

B Patterns of activity that can be performed in a self-evident, everyday way not
demanding extra attention.

An important leadership task within this framework consists of following normal moral
standards such as decency, fairness, honesty, respect and mindfulness. Only then, is it
possible to maintain a functional emotional climate. Some training or coaching in these
issues may be needed. One reason is that it is not always self-evident to everybody that
these standards contribute significantly to employees’ well-being. Another is that it is not
always casy to pay sufficient attention to these standards. However, guarding the emotional
climate is, and should be, one of the most important managerial tasks, as there are many
ways in which a leader can make a difference in preventing or counteracting unnecessary
stress. All of these can be part of some leadership course. Though these issues may appear
self-evident, flaws in this respect are among the most prominent causes of problems with
well-being and health in a work context.

A real leader should engage, for example, in the following activities:

[ | Displaying the right social skills necessary to communicate an inspiring vision in such

a way that it all appeals to and is subscribed by all involved (Schabracq, 2002).
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B Knowing enough about the core-business of the department. It has been a real fad—
and in many places it still is—to appoint managers who are supposed only to manage,
as if this could be completely separated from what the department is about.

B Protecting employees from external threats as far as possible and introducing them to
external parties they need to know to develop and maintain a functional reality
(Schabracq, 2002).

B Paying sufficient attention to the department and being actively involved with its
relational sides in order to maintain functional relations between functional units as
well as individual employees. Though this may sound simple, managers are tempted
to be preoccupied with all the appeals of the outside world that are all so very
important (Schabracq, 2002). This also implies being focused on recognizing and
overcoming interpersonal problems such as stereotyping, conflict, isolation, bullying
and scapegoating (Adams, 1992).

B Giving employees emotional support, if needed.

B Staying long enough in the same job. Organizational policies that prescribe forced job
rotation after a short period of time are useful for management trainees, but are
murder when it comes to good management. Staying too long in the same job, on the
other hand, can be inadequate too, as this may lead to rigidity and a too one-sided
approach.

B Abstaining from the urge to leave one’s mark in the department just for the cause of
impressing the higher management and one’s colleagues, or—in more general terms—
refraining from treating the department exclusively as a “leg up” to a next job.

B Respecting your employees and overcoming your own prejudices and stereotypes
towards them about their sex, age, ethnic or regional background, etc. (Kaye and
Jordan-Evans, 1999).

B Paying attention to, acknowledging and rewarding good performance and not
exclusively focusing on correcting sub-standard performance (Kaye and Jordan-Evans,
1999). Not living up to this guideline is very common and gives rise to complaints
from employees in most organizations.

B Focusing on realizing the right conditions to allow the employees to perform well:
the principle of subsidiarity (Handy, 1994), which essentially comes close to realizing
a functional reality.

B Trying to act fairly and making that clear, that is, making the point of not acting out
of self-interest, favoritism or nepotism.

B Refraining from sexual relations with one’s subordinates, as this interferes with the
normal communication patterns and the division of power and easily leads to abuse.

B Gathering enough knowledge about the department’s or team’s past (from different
sources!) and the problems that occurred in it (Ryan and Oestreich, 1988).

B Recognizing employees’ stress symptoms as such, looking for systemic causes in the
organization and their work, and doing something about them (Schabracq and
Cooper, 2001).

B Really putting problems on the agenda and discussing these in a constructive,
problem-solving way in work progress meetings and in individual talks with the

people with whom one has these difficulties (Ryan and Oestreich, 1988).
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B Informing employees as early as possible about approaching radical changes that affect
them, such as, for example, a merger, a reorganization, a change in their jobs,
replacement and lay-off.

B Discussing things periodically during works progress meetings, especially in times of
change. To prevent needless worrying and rumors, it is useful to explicitly ask about
rumors during these meetings and to comment on these as openly as possible.

B Coaching. This implies helping with setting goals, planning, pointing out pitfalls and
giving advice if necessary (Schabracq, 1998a). A Dutch study showed that managers
tend to be overly optimistic about their own coaching skills and practices (Donders
and Stoker, 2002).

B Regularly interviewing employees about their individual functioning, professional
development and further career, and, if needed, offering training, further coaching or
mentoring.

B Being reserved about implementing changes, that is, no changes for the sheer purpose
of change in itself.

B Implementing changes in such a way that the resistance these may evoke is dealt with
appropriately, while the occurrence of stress and alienation is prevented (Schabracq ez
al., 2001).

B Bringing bad news in such a way that the recipients get all the room they need to
express their emotions.

B Being focused on recognizing and overcoming difficulties at the level of tasks and jobs,
such as over- and under-load (Schabracq et al., 2001).

B Keeping in touch with ill employees, preparing their return to the department or
team and investing extra time and attention in them after their return.

B Giving extra time and attention to employees who have experienced a traumatic
event. Here, it is especially important to let them talk about what they have gone
through and to find out whether referral to a specialist is necessary (Kleber and Van
der Velden, 2003).

In order to develop some of the above-mentioned skills, it may help to enter a good
leadership course that pays attention to such issues. A good alternative may be to have some
professional coaching by an external expert (Schabracq, 1998a). A coach may help to set
goals and may act as a listening ear, sparring partner, devil’s advocate, individual trainer,
psychotherapist, organizational consultant and adviser. At all times, however, the manager
remains entirely responsible for his or her own decisions and interventions. The coach is
just an independent discussion partner from outside the organization without other inter-
ests within the organization. Secking a coach is not a sign of weakness, but a matter of
wanting to perform optimally and develop oneself.

Though all the above-mentioned issues matter in creating appropriate working condi-
tions without unnecessary risks for health and well-being, it is especially important for
managers to get some extra training in social skills and stress prevention.

Social skills programs for managers should focus on increasing their sensitivity as well as
their authenticity. Keywords are leadership and team building. To create the proper condi-
tions for optimal performance, motivation and learning possibilities, as well as to bring
about an atmosphere of good social support, managers need to master the following skills:
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B Listening skills, such as empathizing, “reading” non-verbal behavior, interviewing,
tracing underlying assumptions, delaying immediate responses, responding
appropriately to intense emotions, recognizing and acknowledging individual
differences, as well as moral sensitivity. Mastering all of these skills presupposes
sufficient self-knowledge.

B Other coaching skills, such as internal congruence (being undivided, see Laborde,
1987), showing approval and disapproval, positive re-labeling, helping to make
choices, goal-setting and delegating.

B Social skills to lead groups, such as making use of individual differences in order to
accomplish synergy, negotiating, generating “win-win” solutions and conflict

management, and appropriately leading workshops and other meetings.

All this is a matter of instruction, discussion and, foremost, much exercise and role-playing,
with each other or with actors, while the trainees also serve as observers.

Training in stress prevention focuses on the following outcomes:

B Being able to notice stress risks and reactions of employees earlier and better.

B Acquiring a conceptual framework to talk about stress, overcoming the taboo of
talking about stress at work and talking more easily about it with one’s employees.

B Knowing about stress effects and their costs.

B Some knowledge about interventions as well as about what not to do.

B Implementing some interventions in one’s own department.

B Dealing with crises and traumatic events.

B Knowledge about options of referral.

B Dealing with one’s own stress sources and reactions, and being a role model in this

respect.

A stress audit in the manager’s own organization or department offers a good occasion for
such a program. Here, too, it is important to get plenty of practice, in role-playing and in
real life, and to get and give lots of feedback.

All in all, accomplishing all these leadership tasks is far from simple and it is quite justi-
fied to ask whether all this can be realized by one person, who is also responsible for the

bottom line of the department.

THE GENERAL APPROACH

Problems with employees’ well-being and health can be a good occasion to talk with these
employees to find out what is going on and what can be done about it. The employees’
suggestions are crucial here, because they are the experts on their own well-being and have
the greatest interest in improving things. Inviting them several times explicitly to comment
and making them responsible—*It is your work!”—as well as actually doing something
about it—or, better still, letting them do something about it—is a logical and effective
method. Beforehand, it should be made clear that not all suggestions can be realized. This

approach is especially appropriate to find out about potential bugs in a recently implemented
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change: “Initially, all kinds of things will go wrong and it is your task to monitor what
exactly goes wrong and devise better solutions.” This element proved to be very successful
in interventions in some Dutch non-profit organizations. Apart from interviews and informal
individual talks, meetings about work progress are an appropriate context for this.

In bigger organizations, it makes sense to audit employees’ well-being, experienced
health, and work satisfaction periodically with the help of a questionnaire. Here, too, the
focus is on exploring possible problems and solutions in this area. Departments and teams
that experience problems can then be scrutinized in more detail by interviewing key
informants about what is going on (Cox et al., 1993).

A special form of audit—partly a workshop, in fact—is the so-called “acceleration room.”
All members of a department sit around a table behind laptops, which are connected in a
network. Their scores are pooled automatically and projected on the wall by a beamer.
This allows for immediate reactions and leads to a lively and remarkably open discussion.
As they can answer these questions anonymously and, therefore, without fear of possible
negative consequences, this approach is especially appropriate for organizations where
employees would otherwise feel unsafe answering such questions. In this way, this approach
proved to be useful in a Dutch province administration.

If needed, a workshop can be organized. A workshop is a meeting of an existing group
to solve a certain problem. It is led by one or two facilitators, the person responsible for
the audit and, maybe, an HR professional or an external consultant. Usually, it takes place
somewhere outside the organization and takes from half a day to two consecutive days.
Most workshops are preceded by interviews with key participants. The objective of a work-
shop is to reach agreements and take decisions about the problem at hand. This results in
a division of tasks, each with a definite time path, which is all recorded in writing.
Participants can put themselves forward for tasks and roles that appeal to them. In this way,
the participants make use of their mutual differences and complement each other, so that
synergy may evolve.

In workshops, the objective of the session is pointed out first. This objective can be used
by the facilitators as a criterion of the relevance of individual contributions—“How does
this point relate to our objective?”—to guard the workshop’s progress. Also, it is made
clear beforehand that—for several reasons, among them financial considerations—not all
solutions can be accepted. The next step consists of coming to a common, shared defini-
tion of the problems and their importance and causes. If there is agreement on these issues,
the group tries to find solutions, which they then can try to improve during several rounds.
This may involve some brainstorming techniques, as well as other exercises and games.

In this approach, it is essential that employees raise matters themselves. Also, they have
to think for themselves, make their own choices and devise their own solutions. It is also
important that employees take responsibility for their own destiny in matters of their own
development and future, especially during radical organizational change. Sometimes, it is
necessary to provide employees with some extra tools. A self-management program can be
of help here (see pp. 194-200).

Of course, the group members cannot solve all problems by themselves, but they can
solve some and they can point out directions to solve others. Here, the whole arsenal of

HRM methods and techniques can be deployed.
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HRM INTERVENTIONS

Taking employees’ health and well-being as our objective, career and job policies can be
used to attain a better person—job fit and to realize further personal and professional
development. In all organizations where personnel are an important factor, these policies
can be appropriate. Such a policy should be applied as much as possible in an individual-
ized way, in order to make the best of everybody’s individual talents, motives and life stage.
This applies also to job redesign. Individualization here means that the employees in ques-
tion are actively involved in the decisions about the design and implementation of the

interventions. We examine shortly the following interventions:

Selection

Career policy

Job rotation and replacement
Secondment, projects and sabbaticals
Outplacement and lay-off

Training and coaching

Job redesign.

Selection

The organization can use the selection procedure to create an optimal point of departure
for new employees with respect to health and well-being. Something similar applies to
assessment procedures for employees who have already been working for the organization
for some time. In both cases, this may involve interviews, psychometric tests and forms of
self-assessment, such as writing an autobiography. Usually, selection and assessment are
about determining skills, abilities and potential for further development. However, from
the perspective of health and well-being, there are more options in this respect.

A first objective consists of getting to know the expectations of the candidates about the
job, further possibilities and the organization, and providing them with realistic informa-
tion about these issues. This helps them to adjust possible unrealistic expectations. The
reason to stress this point is that too high expectations form an important source of stress
and burnout. This demands serious honesty from the organization, as many organizations
tend to exaggerate their positive aspects.

Another important point is mapping training needs, as well as personal interests and
preferences, in order to find out how and in what direction employees can and want to
develop themselves. Also, it is important to get an idea of their attitude to work, colleagues
and the organization: what they do and don’t want in this respect; what they do and don’t
allow and compel themselves to do. Last, it is also important to determine whether some-
body fits into the organization, even when there is no intention at all to develop a pure
culture of clones in this respect.

Another part of the procedure is establishing how people deal with change and stress,
as well as assessing their specific vulnerabilities in this respect. In addition to interviewing
them about critical events, this can be done by filling in specific measurement scales. These

are used, for instance, for the recruitment of airplane pilots (Schrader, 2003) and air traffic
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control personnel (Kaden, 2003). Another possibility consists of designing specific assess-
ment situations, in which candidates are observed while they are exposed to relevant stress
sources. A strange example is the use of a chair with legs of unequal length by an American,
Admiral Rickover, who made job candidates sit in this chair when he interviewed them, to
test their composure and coping qualities.

Using selection to find out about all the issues mentioned above implies that during the
selection procedure, real face-to-face contact with the candidates is necessary, and that this
should not be a matter of just taking a set of paper and pencil tests. Though an external

selection agency can play a role, it does not make sense to outsource the whole procedure.

Career policy

In order to enable employees to develop in a way that is optimally attuned to both their
own needs, talents and values, as well as to the organizational ones, the organization tries
to meet individual training needs and develop individual talents in such a way that it bene-
fits the organization as well. The organizational interest here lies in retaining good personnel,
optimizing their motivation and output, and developing them professionally, so that they
can take over the organizational key positions when needed. This implies enabling
employees, in time, to prepare and make their next career steps. Coaching, mentoring—
that is, a form of coaching by a more experienced, often older colleague—and training can
be very useful here (see Training and coaching, pp. 197-199).

It means also that, from time to time, the parties involved have a closer look at the
employee’s present options, skills and further training needs. This can consist of periodical
interviews about issues such as individual progress, problems, expectations, options, well-
being, training needs, career issues, etc. The employee having proper insight into what the
organization is about and wants to accomplish—its mission and vision—and the policies
stemming from these is crucial as well. Only then, is it possible to really shape one’s own
career in a proactive way.

A good example of such an approach can be found at DSM, a Dutch chemical company.
They talk about “stream policy” (Osse, 1999). The essence consists of creating individual
career paths during so-called “stream sessions.” An employee stays at least three years in

one job, and then moves on to the next one. Career moves are not necessarily vertical.

Joh rotation and re-placement

Job rotation, changing jobs from time to time as a structural element of personnel policy,
can contribute to professional development. As such, it is a normal part of management
trainee programs as practiced by many big companies. Moreover, it may help to prevent
the problems stemming from doing the same job for too long (see Schabracq, 2003c). An
additional advantage is that, if needed, people can be employed in a more flexible way as
they have acquired a broader competence. The outcomes are highest when the different
jobs are related in some way: changing merely for the sake of change often makes no sense
and usually is not motivating. Also, for some transitions, on-the-job training or a specific

training course may be necessary.

195



HRM, DEVELOPMENT AND EMPLOYEE WELL-BEING

Re-placement, changing jobs on a more incidental basis, for instance to a job with
different work pace and job demands, sometimes helps to attain a better person—job fit, for
instance when a job has become too heavy or does not offer sufficient challenges any more.
Another reason can be that somebody is not so popular in a department and wants to start
with a clean slate elsewhere.

Many big companies have a special department to further mobility and employability
within the organization. These centers give information about vacancies and options for
additional training and education and provide some personal guidance. Sometimes (for
instance at ABN-AMRO and IBM in the Netherlands), these are housed in separate build-
ings, to guarantee confidentiality and privacy, while sometimes confidentiality is deemed
less important than openness and mutual responsibility, for instance at ING and Nedlloyd.
Some smaller organizations have instituted joint mobility centers, as have some Dutch trade

organizations and governmental institutions.

Secondment, special projects and sabbaticals

Seen from the perspective of career policy, job change also can be of a more temporary
nature.

The first option is seconding employees in other organizations temporarily. These
other organizations can be clients or suppliers, though research institutes or universities can
also be likely candidates. In the non-profit realm, this has taken the form of exchange
programs between related organizations such as different municipalities, ministries or
schools in order to learn from each other. Secondment can greatly contribute to the profes-
sional development of the employee involved, but both organizations may also profit. The
employee can act as a consultant or a “liaison officer” and pass information, knowledge
and wishes between both organizations, to the profit of both sides. For example, somebody
from a supply firm can help a client organization to develop new products or improve old
ones by using other products of the supplier, or by making new use of old ones. On
the other hand, it can also become clear to the employee in question that the client firm
needs products with different specifications than the existing ones, which is important
information for the supplier.

Another option is becoming a member of a temporary project team to develop and realize
a certain goal that is important to the organization. Within such a project, participating
employees can develop and broaden their specific skills and knowledge by learning from
each other and from going through the process. Also, they can extend their social network.
Some organizations are based almost completely on working in serial as well as parallel
projects (which, for that matter, may not be the best way to prevent stress).

A last option here is a sabbatical, i.c. allowing an employee to spend several months or
a year on purposes of personal reorientation or additional education or training. This option
is becoming increasingly popular.

My own research indicates that, at least in a professional organization such as a univer-
sity, secondment, special projects and sabbaticals are among the most powerful interventions

for the good with respect to motivation and job satisfaction (Meyer and Schabracq, 2000).
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Outsourcing, outplacement and lay-off

For different reasons, organizations and individual employees sometimes have to go their
different ways. One particular form of this is outsourcing. This implies that a part of the
organization that is no longer seen as part of the core business becomes an independent
organization. The original organization may maintain complete or partial ownership, there
may be a management buy-out or the outsourced department is sold to a third party. In all
cases, the new organization may extend its client base while still catering to the original
organization as well. Examples are training departments of KLM that were turned into inde-
pendent training firms. Another variant is establishing a new consulting firm outside the
original organization where well-trained, mostly older employees can work when there is
not enough work for them inside the original organization. IBN-Sernet is a good example
here (Thunnissen et al., 2000).

However, new organizations are often not a real option. Lay-off then may become the
only possibility. In such cases, it is wise to invest in employees’ employability by offering
training programs or investing in a different way in their professional future, and helping
them to find a good job elsewhere. When lay-off is inevitable, the organization, generally
speaking, should act so that those directly involved experience the least possible pain and
disadvantage. This may also involve special workshops to vent the emotions in order to set
those involved free for entering a new future. This is happening right now in one of the
Dutch ministries, which has to downsize considerably.

This is not only a matter of simple decency to these employees. It gives also an important
signal to the personnel that remain employed. A considerate approach can prevent the latter
group from experiencing feelings of guilt, loss of faith in the organization and de-motiva-
tion, the so-called survivors’ syndrome. To this end, special workshops for the remaining
departments and teams can be provided, which explore these emotions and set new goals.
Comparable workshops for managers who have to fire all these people and then have to

guide the remaining people are very useful too.

Training and coaching

In order to promote employees’ health and well-being, different kinds of coaching and
training programs for individual employees can be helpful. Here, too, the outcomes are
determined by the degree to which the program is tailored to the individual employees’
wishes and needs. So participation always has to be based on agreement with, or a request
from, the individual employees involved. In principle, all these kinds of education should
be open to employees of all age categories, including the oldest.

Training may be purely directed at the job content, or be more general in nature. So,
there are very speciﬁc ergonomic training programs in construction and nursing or programs
to learn about new machines or software (Osse, 1999). On the other hand, training may
consist of a form of general education to equip somebody better for a new career move.
These kinds of training and education are most prominent in Scandinavia (Butler, 2001;
Thunissen et al., 2000), where the government is very much involved in such projects. In

the UK too, initiatives such as “Investors in People” and the “Individual Learning Account
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Centre” are supported by the government. In addition, training programs also may be about
somewhat “softer” assets, such as social skills and personal growth.

All of these programs can have positive effects on employees’ health and well-being.
Some programs, however, aim more explicitly at improving employees’ well-being and
health. We briefly examine the following programs:

Training in personal effectiveness or assertiveness.
Training in time-management.
Training in self-management and employability.

Training in stress management.

Training in personal effectiveness or assertiveness

Problems with guarding your own autonomy and integrity in work settings form an
important threat to your well-being and health. Training programs in personal effectiveness
or assertiveness focus on dealing in a better way with questions and demands of clients,
superiors or colleagues. Learning goals may be:

B saying no to clients, superiors or colleagues (or avoiding saying “yes indeed” to new
exciting projects for which no time is available);

sticking to one’s own priorities and limits;

counteracting task disturbances;

explaining one’s own dilemmas and impossibilities;

dealing with stereotyping;

dealing with scapegoating and harassment;

coping with one’s own anger and preventing unneeded conflicts.

Time management

Time management programs focus on formulating clear and realistic goals and setting prior-
ities (important/unimportant; urgent/not urgent), as well as on phasing, grouping and
shielding tasks. This enables one to dedicate oneself to what really matters, as well as to
delegate and not to spend time on less relevant activities. This is primarily a matter of
becoming aware of what is important and what is not. In addition, trainees learn about
causes of unnecessary time loss and may practice all kinds of methods to minimize these.
The latter vary from fixed procedures for routine activities and referral, to less time-
consuming ways of handling visitors, mail, telephone, e-mail etc. All this can help to push
back all kinds of task disturbances and stress (for example, Yukl, 1990).

Self-management and employability

Courses in self-management and employability focus on developing new options for
employees of different age groups to become more effective, motivated and creative in their

jobs, career and further life. This should lead to more effective steering of one’s own life
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and career. In such training programs, trainees determine their basic themes, motives and
talents. They then set goals for their different life realms and learn how to make and execute
plans to realize these goals. An additional outcome of such a program may consist of being
able to cope with change more adaptively: the trainees teach themselves to deal with changes
in a “standardized” way. This gives them more influence on the way change takes place,
while it decreases their resistance and stress. It also enables them to influence the result of

the change, in a way that they like best (for example, Schabracq, 2003a).

Stress management

Stress management training programs focus on coping with stress, and stress prevention (for
example, Schabracq and Cooper, 2001). The outcomes are partially similar to those of train-
ing programs for managers. In addition, such programs may aim at the following outcomes:

Making time-out for regular recuperation, reflection and planning.

A healthier lifestyle.

Keeping a stress diary to get more insight into one’s own stress sources and reactions.
Tracing and adapting one’s own suppositions underlying one’s stress reactions.

Some knowledge about goal-setting, time-management and planning.

Some skill in personal effectiveness and thought-stopping (a technique from behavioral

therapy to stop unproductive, recurring thoughts).

Some knowledge of, and skill in, one or more of the many ways to bring about
mental quiet, such as breathing techniques, relaxation exercises, guided fantasies,
running, etc.
B Applications of “mental quiet,” such as:

B relaxation, refreshing or centering;

B asking oneself questions (“focusing”);

B motivating oneself, as well as setting goals for oneself.
B Methods to prepare difficult tasks.

Jobh redesign

Another important issue is to design and redesign jobs in such a way that they become
attuned to what individual employees are able and willing to do. To prevent stress, these
jobs have to enable employees to remain motivated, work effectively, develop themselves
and not become isolated. There are all kinds of methods of job redesign to improve all jobs
in an organization following standard principles (Kompier, 2003). Though these principles
may be of importance as general guidelines, it is, nevertheless, preferable to tailor job
redesign to the needs of the individuals involved. This is, again, a matter of good commu-
nication. Examples of directions for job redesign are making jobs more diverse (in order
to prevent fatigue or physical wear-and-tear) or complete, allowing more autonomy in job
performance, and providing more opportunities for social interaction.

A good example of making jobs more diverse in order to prevent wear-and-tear, as well

as allowing for more autonomy is a project in the municipality of Groningen (NL), where
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the jobs of road mender and gardener were combined into the single post of neighborhood

manager. Being responsible for a certain city area, they operate in autonomous couples in

a little vehicle, learning from each other and preventing knee trouble for the road menders,

which is a very prominent complaint in that profession (as road menders do a lot of their
work on their knees) (Schabracq, 1998b; Osse, 1999). Good examples of all kinds of job
redesign projects are to be found in Kompier et al. (1996)

OUTCOMES

To the degree that the approaches sketched above are successful, they may have all kinds

of positive outcomes for the organization in the following areas:

The primary outcome consists of a reduction of stress complaints and a higher level of
well-being and health.

Another effect is that employees are more thoroughly socialized by the organization.
As a result, they may identify themselves with it, so that being a member of that
organization becomes a part of their own identity. This implies that they come to see
the organization’s interest as their own. As such, this can be reflected in increased
motivation and commitment.

Moreover, people who work with more pleasure, motivation and commitment want
to do a good job and are willing to do something extra. This makes them more
effective and productive, while the quality of what they do and make tends to
improve as well. This implies fewer errors, resulting in lower costs for quality
control and repair, while the expenses associated with such errors have increased
considerably. In addition, employees tend to make more effective use of all kinds

of chances and opportunities that are important to the organization’s survival.

These self-steering abilities become more and more important.

People who are motivated to do their work well are, generally speaking, also more
attentive and creative, and learn more. As a result, they develop better individual
mastery and collective effectiveness.

Another effect may be that employees are in a better mood and generally interact in
a better way. This prevents conflicts and disturbed relationships between employees
and between departments, which, in turn, contributes to a better working climate
and smoother collaboration.

A similar effect may be that the employees are able to develop better relations and
communication with clients, suppliers, sister organizations and government.

An organization with a good working climate, few stress complaints and high work
satisfaction is an attractive employer. This decreases the risk of turn-over of good
employees, in whom the organization has invested much.

A good working climate and few stress complaints among employees positively
influence the corporate image. It indicates that the organization is serious about its
corporate values on well-being and health. This has become increasingly important,
both with respect to clients and relationships with the government, as well as to hiring
new personnel. An additional point is that young, well-educated employees, more and
more, are making a point of working for a company that has more to offer in this area.
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B The policies sketched above make and keep employees broadly employable, also at an
older age. This prevents the dangers of staying too long in one job and the build-up of
unbridgeable gaps in training and education.

B In the longer run, this approach leads to a group of well-informed and knowledgeable
potential managers who can take up key positions in their organization. In this way,
the organization is not dependent on scarce and expensive outsiders, who have no
special bind with the organization and have to be fully introduced to its specific
expertise and culture.

B A final outcome is that in this way the organization can develop its own core
competencies and corporate style, tailored to its own niche of clients and products.

Essentially, this is a feature of a “learning organization” (Mintzberg et al., 1998).

Overall, all these effects positively influence the corporate results, leading to greater
shareholder satisfaction and a satisfied management that encourages the employees to go on
in this way, etc. This starts up a positive spiral, which Reichheld (1996) calls the “loyalty
effect,” a phenomenon characteristic of successful companies. Similar arguments are
described in “The customer comes second” by Rosenbluth and McFerrin Peters (1992) and
“The living company” (1997) by de Geus. Essentially, the same kind of reasoning applies to
the body of thought behind “organizational health” and the “healthy organization.” Though
all of this may sound overly optimistic, such a positive spiral is a well-documented phenom-
enon, even though many of us may work in organizations where such a spiral is not very

prominent.

PROBLEMS

The success of the approach described above is heavily dependent on the time, information
and attention that the organization wants to give to its employees. The main problem here
is that in most organizations, the line manager is responsible for all those tasks described
above. However, much of this often gets stuck in paper rules, good intentions and lip
service. Most managers are simply too busy with technical problems or external matters to
occupy themselves deeply with their employees. Also, their heart often is not primarily in
“people tasks.” They are not selected for these matters, it usually is not the reason why they
wanted their present job and, most importantly, it is not an important evaluation criterion
for their job performance. Some of them might be helped by a training program in this
respect, but it is unlikely that this will really affect the way most of them work, as their
other tasks will still absorb them too much.

If things are like this, it is to be preferred that somebody else takes up this task, prefer-
ably somebody of some influence. However, this implies a major change in the organization
and its division of power, which probably will evoke intense reactions and resistance.

For several reasons, it would not be easy for most present HR officers to take up such
tasks. As it is, they usually are staff members not used to taking responsibility for the
everyday affairs of a department. Apart from the need of an attitude change from the HR

officer, it also might lead to a power struggle with the department manager, which the
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HR officer is unlikely to win. Moreover, HR officers usually know little of the technicalities
of the actual work and are also too far removed from employees to know them well
personally. All this means that in bigger organizations these tasks, preferably, should not
be left to the central HR department.

CO-MANAGEMENT: A POSSIBLE APPROACH

What is co-management?

In order to solve the problems of making managers or HR officers responsible for the
employees’ well-being and health, it is a logical step to design a new job to take care of
this, the one of co-manager. Generally speaking, the co-manager works at two levels: in
the individual departments as well as in a team of other co-managers, at a level above the
individual departments.

First, co-managers are responsible for the performance, collaboration, well-being and
professional development of the employees of one or more departments. This demands
close collaboration with the actual managers. The specific power relation between manager
and co-manager can vary. In some organizations, the co-manager holds the higher position.
This is the case, for instance, in the Research and Development Department of the Visual
Displays Division of one of the big electronic multinationals. However, in most cases the
original manager is leading, while the co-manager acts as a kind of minister of internal
affairs. Examples are to be found in some national armies, hospitals, a merchant bank, a
chemical industry and a law firm. In some instances, co-managers are being seconded by
a specialized agency on a temporal basis to get things organized in client organizations.

Second, the co-managers of the different departments form a special team that concerns
itself with the same issues from a higher level, either divisional or corporate. The team
members here act as each others’ sounding board and together approach relevant issues at
a more strategic level. In this context, they can devise audits about well-being, map bottle-
necks and think about solutions. Next, they can centrally initiate and guide improvement
projects. Though, initially, they can benefit from some supervision of an external expert,
they gradually develop themselves into a team of specialists in this respect, with an important
advisory role towards their top management as well.

Another important co-management task is shaping and guiding the implementation of
radical changes in organizations. This task, in particular, makes co-management important
at a strategic level. The ability to deal with change adaptively threatens to become a major
constraint in the survival and further development of many organizations (Schabracq and
Cooper, 2000). This is about the way in which organizations are able to prevent such
changes, and the stress generated by them, interfering with an orderly course of affairs.
Moreover, dealing with change in such a way can become part of the core competence of
the organization, a part of the unique expertise that the competition cannot copy. This also
indicates why, preferably, co-managers should be organizational employees, and not
external consultants. Their role is simply too strategically important and too central to the

organizational objectives.
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Advantages and pitfalls

Allin all, the idea of co-management is a logical consequence of the body of thought of HRM.
As such, it may contribute to all the positive consequences mentioned in the section on
Outcomes, pp. 200-201. This, in itself, can be sufficient reason to implement it. However,
there may be some additional positive effects. Apart from helping an organization to deal
better with change and a turbulent environment, co-management enables line managers to
spend more time on their original core tasks. Also, it opens up for managers the option of
more “normal” working hours and, possibly, even of a part-time job. This would also make
a management career much more attractive to many women. Moreover, co-management
allows the organization to make better use of good HR officers, while it also contributes to
organizational policies for management development, employability and senior employees.
The most obvious pitfalls of co-management are issues such as power struggles, conflicts
and being played against each other. This is often a matter of sliding back into “old” familiar
ways of functioning, personal as well as organizational ones. Solutions can be found in better
communication, with or without the help of an external facilitator, while the success of it

all is heavily dependent on a careful implementation.

Implementing co-management

Successfully implementing co-management implies a serious form of cultural change, with
all its accompanying shifts in responsibility and power. As such, implementation will always
involve a kind of jolt in the organization. A good implementation implies that all parties
should get the necessary information, time and attention to familiarize themselves with it
and develop forms of adaptation. In the implementation stage, the following steps have to

be taken, preferably guided by some external expert:

B Establishing to what extent it is realistic to implement co-management in the
organization. This concerns the compatibility of the approach with the existing
culture, the available means and time, and the presence of sufficient good candidates
for the co-manager role.

B Getting sufficient support and commitment from the top management to implement
co-management. To this end, it is necessary that the highest level gets a clear picture
of the nature and implications of co-management, both for the whole organization and
their own functioning as role models. One or more workshops about the subject by
an expert can be useful in this respect.

B Appointing responsibility for the implementation to one of the highest level managers,
preferably a volunteer with a positive attitude to the project.

B Making a plan and time path for the implementation.

B Communication of the intended implementation to the line managers and,
subsequently, to the rest of the organization.

B Selection of the co-managers. Of course, the line managers in question are involved in
the procedure. As inside candidates have the great advantage of knowing the
organization, co-managers, preferably, are recruited from the pool of managers, HR

officers and other professionals within the organization. The focus here is on
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volunteers who have the right feel for such matters. However, sometimes it is
appropriate to choose one or two “fresh” outsiders who have some experience in this
area and can act as protagonist. For two reasons, it usually makes sense to include
some older employees. First, they know the organization and its culture very well.
Second, some of them have developed the cognitive skills that I have described
elsewhere under the denominator of wisdom (Schabracq, 2003d), which essentially
consists of dealing with, as well as giving form and meaning to, the radical changes
that life forces upon us. Apart from motivation and affinity with the job, good social
skills, good general intelligence and experience with functioning at a higher
organizational level are important selection criteria. Some expertise in the
department’s business is useful, but not necessary per se. The main guideline here is
that they should be able to act as good sparring partners for the line managers.

B Training the selected candidates. A short educational program deals with the nature of
the job and issues such as stress, stress management and organizational diagnosis and
change. It also involves training in the social skills needed for coaching, advising,
leading workshops, recognizing and discussing stress reactions, and conflict
management. Subsequently, they mainly learn by practice on the job and by regular
group supervision sessions.

B Introduction of the co-managers in their own departments, by individual talks with
the line manager and all employees involved, followed by a workshop with the
departments in question to clarify mutual role expectations.

B A short course of joint coaching of manager and co-manager.

B Intervision (i.c. mutual supervision of colleagues) at regular time intervals about
occurring problems.

] Conducting speciﬁc improvement projects and accompanying occurring change
projects.

B Evaluation.

CONCLUSION

This chapter examined what HRM can do for optimizing employees’ well-being and health.
The described approach demands some organizational changes, but for most organizations
this does not imply a total break with the past. The approach is primarily about a more
consistent HRM policy, and willingness to follow up its implications. Of course, this implies
expenses. However, when we take the positive outcomes for the organization and the usual
costs of ill-conducted organizational changes into account, this is probably money well-spent.
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Chapter 12

HRM in service
The contingencies abound

Lisa H. Nishii and Benjamin Schneider

INTRODUCTION

In the majority of Western countries, services account for the largest share of gross domestic
product and are a major source of employment (Dicken, 1998). A recent estimate states
that in the US, services-producing industries account for at least 67 percent of the GDP
and over 80 percent of US employment (McCahill and Moyer, 2002; Bureau of Labor
Statistics, 2003). As an example, consider the restaurant section of services in the US: it
has $420 billion in sales, accounts for 6.6 percent of economic activity, and has more than
11.5 million workers (Day, 2003). In addition to customers in the US, the customers for
whom these services are being produced are becoming increasingly multicultural. The
volume of US commercial services exports doubled during the period 1990-2002, totaling
$292 billion by the year 2002, and accounting for over 4 million jobs in the US (Bureau of
Economic Analysis, 2003; Office of the US Trade Representative, 2003). Even within the
domestic market, customers are becoming increasingly diverse: by the year 2050, less than
53 percent of the US population will be Caucasian; 16 percent will be Black, 23 percent
will be of Hispanic origin, 10 percent will be Asian and Pacific Islander, and 1 percent will
be Native American (US Census Bureau, 2001). In fact, after 2030, the Caucasian popula-
tion will begin to decline in size while the minority ethnic populations will continue to
grow at ever-faster rates.

Despite the rapid growth in the diversity of service consumers—both abroad and domes-
tically—theoretical developments regarding this diversity in the service world have lagged
far behind those that have characterized the world of manufacturing. With regard to inter-
national services, Knight (1999) conducted a review of the literature and concluded that
there is an alarming paucity of research on international services management despite the
importance of services in the global economy. A large proportion of the research that has
been conducted on international services has focused on marketing issues rather than human
resource management (HRM) issues. This means that little is known about the cross-cultural
applicability of service HRM theories, which have hitherto been developed and tested almost
exclusively within the West (mostly within the US context). Similarly, there has been little
research on the HRM implications of the growing diversity of service consumers within the

US domestic market. Again, much of the research focuses on the challenges associated with
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simultaneously marketing services to a multicultural customer base, with little or no work
focusing on the implications of these challenges for HRM in service firms.

Thus, the purpose of our chapter is to introduce a preliminary discussion of the HRM
implications of both increased internationalization and domestic diversity for service firms.
We begin by presenting a brief synthesis of the services management literature that has been
established to date. Readers will note in the synthesis that a number of contingencies with
regard to HRM practices have already been introduced, especially via definitions of what
constitutes service and the role of customers in service production and delivery. We then
discuss the potential cross-cultural applicability of these services management principles
abroad, and when doing so, we focus primarily on the aspects of services management theo-
ries that are laden with Western cultural principles. Next, we discuss parallel challenges
faced by service firms as a result of increased diversity within the domestic marketplace
and we conclude with some thoughts about the necessity to more explicitly explore the

contingent nature of HRM practices.

SERVICES MANAGEMENT, WITH A FOCUS ON HRM

The world of services marketing is little more than 30 years old, and those of services oper-
ations management (OM) and services HRM are, perhaps, 25 years old. The three together
are referred to generically as services management. A number of texts have appeared inte-
grating these three disciplines to gain increased understanding of service quality, especially
the delivery of service quality (see Lovelock and Wirtz, 2004; Zeithaml and Bitner, 2000).
In addition there are several excellent books, targeted on managers that integrate these
three approaches (Berry, 1995, 1997; Heskett et al., 1997; Schneider and Bowen, 1995).
All of the books focus on the delivery of service quality; by this we mean that the focus has
been more on the delivery of a service than on the attributes of the “core” service itself
(e.g., the food at a restaurant, the clothing in a retail store, the safety of the rides at a
theme park, and so forth). In addition, much of the services management literature has
focused on consumer services rather than professional services such as law, medicine, or
even higher education (for an exception see Maister, 1997). Below, we briefly highlight the

major contributions from the three disciplines as they relate to HRM in service firms.

Marketing contributions

Marketing scientists have been the most active in pursuing the world of services, followed
by operations management scholars and, last, HRM researchers. From marketing we have
learned that service delivery and goods production, in the extreme, anchor opposite ends
of several continua (see Zeithaml and Bitner, 2000; Schneider and Bowen, 1995): (1) rela-
tive intangibility, (2) relative customer participation in production, and (3) relative
simultaneity of production and consumption. In brief, services tend to: (1) be less tangible
(think of attending a Disney theme park as an extreme example where the service is purely
the intangible experience), (2) more frequently involve the customer as a co-producer (think
of going to the bank and using your ATM card), and (3) be more likely to be produced

and consumed simultaneously (think of going to a concert or a restaurant).
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In contrast, goods are more tangible (think of a computer or a car), require less active
participation in their production (we do not produce our car or our computer), and less
simultaneously produced and consumed (your car may have been made 6 months ago in a
far away place). The implications of these characteristics of services for HRM have received
very little formal attention (for exceptions see Bowen and Schneider, 1988; Lengnick-Hall,
1996; Mills et al., 1983).

In addition to the conceptual work accomplished in understanding service quality,
marketing scholars have also been at the forefront of the design of measures for the assess-
ment of customer perceptions of service quality (Parasuraman et al., 1994), studying issues
surrounding service recovery (Tax and Brown, 2000), and understanding the nature of the
customer—firm relationship (Patterson and Ward, 2000). These and other topics are well
covered in Swartz and lacobucci (2000). But not everyone agrees that services and goods
are distinguishable and/or that the distinctions we draw are useful.

However, in an important paper, Bowen and Ford (2002) reviewed the literature to see
if there were differences in the management of manufacturing and service organizations. That
is, they proposed that if the kinds of continua for describing manufacturing and services
enumerated earlier do exist then they should be reflected in the ways service organizations,
compared to manufacturing organizations, function and are managed. In a very compre-
hensive review they showed that, among other things, the three continua noted earlier
produce real differences in the ways organizations function and are managed. For example,
they showed that because in service there is simultaneity in production and consumption:
(1) the setting in which these occur is an important part of the total experience (Bitner,
1992), (2) employees are required to manage the customers they serve (Rafaeli, 1989), and
(3) employees who are hired should have attributes that will promote customer satisfaction
(Frei and McDaniel, 1998). Perhaps most centrally from an HRM vantage point, Bowen
and Ford note that the emotional labor (Hochschild, 1983) required of employees in service
production and delivery is a qualitative difference with important management implications
for selection, training, and performance and stress management. Winsted (2000) for
example, found that customers of service organizations expect employees to be civil and
congenial as well as competent and that service providers who are proficient in all three
are skilled at managing their emotions. She goes on to note that different kinds of service
jobs require the management of different emotions; think funeral director versus Playboy
bunny. It is the requirement of having to appropriately manage emotions that creates chal-
lenges for employees, and those challenges produce the stress that also requires management
(Pugh, 2002; Tansik, 1990).

The Bowen and Ford (2002) paper is important because of the attention they pay to the
management implications of the differences between manufacturing and service production,
including implications for the training (how to manage customers) and selection (the
personal attributes required) of employees, as just noted. In addition, their review concerns
itself also with the implications for the service production process itself, the domain of

operations management.
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Operations management contributions

From operations management, a major insight into the world of service production and
delivery has been the idea that the presence of the customer makes the world of service
production different from the world of goods production (Chase, 1981; Kellogg and Chase,
1995). In the production of goods, standardization, or the elimination of variability in
production, is a given, or at least a goal to be achieved. In contrast, in the world of services,
variability is something that must be managed since it cannot usually be eliminated, espe-
cially in the world of consumer services (Fitzimmons and Fitzimmons, 1994). The variability
in service production is attributed to the different kinds of demands different customers
make of service providers, thus yielding the very variability that the world of goods produc-
tion works at eliminating; in the world of service production, the goal is to manage it
(McLaughlin, 1996). Sometimes called the “customer contact model” (Chase, 1981), the
implications of the variability customers introduce into service operations has received quite
a lot of attention (Chase et al., 1998). The implications for HRM of the presence of the
customer and the variability in demand this presence may introduce have not received much
attention at all, something we will discuss in later sections.

OM scholars have also been at the forefront in understanding: (1) the importance of
demand and capacity tradeoffs (Chase et al., 1998), (2) the implications of waiting time in
customer satisfaction (Taylor and Fullerton, 2000), and (3) the relationship between service
processes and revenues (Schmenner, 1995). Indeed, this last issue has produced interesting
models for calculating the likely payoffs in revenues associated with given proposed invest-
ments in improving service quality (Rust et al., 1995). From an HRM standpoint, this last
point in particular deserves attention: what is the payoff in revenues for investments in
such HRM practices as selection, training, and stress management (Schneider and White,
2004)? The models and methods for such utility analyses (Boudreau, 1991) exist but their

application to the world of HRM investments in service organizations has been sparse.

HRM contributions

Perhaps the major contribution HRM has made to understanding service quality and service
delivery has been through a focus on those who deliver service. Thus, while marketing has
focused on the customer and the attributes of service, and operations management has
focused on delivery processes, HRM has logically focused on the human service deliverer.
The major work accomplished in this arena is associated with Schneider and his colleagues
(Schneider et al., 1980; Schneider and Bowen, 1985; Schneider et al., 1998; see Schneider
and White, 2004, for a review) who have shown that employee experiences of the service
climate in which they work significantly predict customer satisfaction. They and others
have shown this “linkage effect” (Wiley, 1996) to be robust across industries as diverse as
banks, insurance companies, supermarkets, automobile financing offices, retail, hotels, and
restaurants (Heskett et al., 1997; Schneider et al., 2000).

In this long-term program of research, the facets of organizational life that constitute a
service climate for employees have been fairly well documented: a leadership focus on goals

and planning for service, recognition and rewards for service excellence, internal support
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from others on whom service deliverers depend, adequate tools and equipment to deliver
service quality, competent co-workers, and a sense that the service that is delivered is of
the highest quality (Lytle et al., 1998; Schneider et al., 1998; Schneider and White, 2004).
This being true, the HRM implications are important for all those things in which HRM is
involved: leadership, motivation, selection and training, and in general the creation of a
climate that promotes effectiveness in service delivery (Schneider and Bowen, 1995).

Indeed, more specifically with regard to HRM practices in service settings, research
suggests the following as “high performance” work practices for service companies (Wright
et al., 2003): (a) for selection and staffing, the use of structured interviews, promotion oppor-
tunities for qualified employees, and formal selection tests; (b) for training, at least 15 hours
of formal training per year per employee; (c) for performance management, the use of formal
performance evaluations, merit-based pay raises, and opportunities to earn bonuses for indi-
vidual performance; and (d) in terms of worker participation, inclusion of employees in
participation processes such as quality improvement and problem solving groups, and the
provision of fair complaint/grievance processes (Wright et al., 2003). In their study
involving a food service company within the US, Wright and his colleagues found that busi-
ness units that employed these “high performance” work practices were characterized by
higher employee commitment and higher organizational performance in terms of both
service quality and profits. It may be usefully concluded, then, that there is a set of HRM
practices and a set of general management practices focused on service quality that link
fairly directly to customer satisfaction.

However, there is also some evidence that the very same set of HRM practices may be
differentially associated with customer satisfaction depending on the management goals to
which employees attribute HRM practices. More specifically, Nishii (2003) found that
in departments of a service firm in which employees attributed the goal of HRM practices
to service quality (as opposed to other goals such as cost reduction or legal compliance),
customers reported higher levels of satisfaction. Her findings suggest that not only is it
advantageous for service firms to adopt specific service quality-focused HRM practices,
as stated earlier, but they should also engage in communication practices that lead their
employees to accurately perceive that the firm’s HRM practices are designed with the
explicit goal of service quality in mind.

While these kinds of linkage results appear to be robust across setting and industries
(Wiley and Brooks, 2000), these findings have yet to yield significant research programs in
the way of contingency models or frameworks that explore service climate antecedents and
consequences that would further aid our understanding of the complex management issues
confronting service organizations. On the issue of boundary conditions, for example, Gittell
(2002) proposed that the stronger the relationships among service providers in interdepen-
dent and time-constrained service delivery roles, the more satisfied customers would be. She
tested this proposal in a hospital setting with data from care providers and patients and found
that provider—provider relationships positively influenced provider—patient relationships
that, in turn, positively related to patient satisfaction. Schneider et al. (2002) hypothesized
that the stronger the climate in which employees work the stronger the relationship would
be between employee reports and customer satisfaction. On a sample of bank branch employ-

ees and customers they showed that when there is a strong climate (employees agree more
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rather than less on the climate), customers report higher levels of satisfaction and there is
less variability in those customer reports. In a conceptual piece that has received consider-
able attention, Bowen and Lawler (1992) presented the argument that employee empower-
ment may be useful in the service sector but particularly when the service to be delivered
offers increased opportunities for discretion on the part of employees, is a more customized
service, and employees have higher skill sets. Hartline and Ferrell (1996) found mixed sup-
port for these ideas with empowerment producing some positive (self-efficacy) and some
negative (role conflict) consequences; obviously more research is needed.

In the arena of service climate antecedents and consequences, there has also begun to
emerge beginnings of potentially useful research programs. For example, Hartline and
Ferrell (1996) proposed and found that manager emphasis on service quality has long-term
(indirect) consequences for customer satisfaction—what the leader does is not immediately
reflected in what the customer experiences. Schneider et al. (2003) have revealed similar
findings and, in addition, they showed that service climate is mediated by service provider
citizenship behavior in its relationship to customer satisfaction. In a neat twist on the find-
ings with regard to citizenship behavior, Hui et al. (2001) showed in a field quasi experiment
of bank branches that in branches where good citizens are trained to be service quality
leaders, those branches will have higher levels of customer satisfaction. Finally, Schneider
et al. (1998) and Rogg et al. (2001) have shown that the HRM practices of small businesses
(bank branches for Schneider et al. and auto dealerships for Rogg et al.) are mediated by
climate in their relationship to customer satisfaction.

Within the general field of HRM itself, however, the implications of being in a service
business have not received much attention. Some will argue with this statement, noting that
HRM has become far more strategic in the past ten years than it was earlier. While this
statement is true, strategic human resources management (SHRM) has focused more on the
contributions of HRM to overall organizational goals (organizational performance) than it
has on the implications of specific strategic initiatives of a firm for how HRM should be
carried out. For example, while there has been some attention to speculating about the
specific HRM tactics associated with Porter’s (1980) generic organizational strategies
(Wright and Snell, 1991), there has been little attempt to link specific service strategies
with the HRM practices that would facilitate goal accomplishment. In fact, SHRM has devel-
oped with a focus on internal capabilities (the resource-based view of the firm; Wright et al.,
2001) and not on the external demands on the firm (i.e., in the form of customers) nor
on the kind of industry in which the firm operates. By this we mean that SHRM seems
to focus more on attempting to identify and unleash the generic internal human capabili-
ties of the firm than on identifying the specific strategic goals of the firm in its industry and
the implications of those goals and the industry for the development and implementation
of HRM tactics.

Our impression is that the key to understanding the strategic value of HRM for service
business performance is to identify contingencies—boundary conditions—that specify the
nature or form of the relationships between HRM practices and organizational outcomes
like customer satisfaction. For example, following from operations management one might
ask the question about the HRM implications of the firm being a high customer contact

service business. Earlier we noted that Bowen and Ford (2002) have worked through some
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of these implications, but their work stands in relative isolation. Following Bowen and
Ford’s lead, one kind of thinking and research might concern the linkage of climate to
customer satisfaction as a function of the degree of customer contact that characterizes firms.
Dietz et al. (2003) conducted a study that is the closest we have found to this issue. They
found, in a study of 160 bank branches, that frequency of customer contact moderates the
relationship between climate and customer satisfaction. In their study they operationalized
customer contact in terms of customer reports of the frequency with which they visited
the branch, and found that the relationship between climate and customer satisfaction was
significantly stronger in branches that were characterized as high contact branches. A similar
logic to the Dietz et al. approach might be used to conceptualize the way intangibility might
function as a moderator of this relationship; in other words, that service climate is more
important for customer satisfaction under pure service (intangible) conditions. Of course,
involving the customer in production has implications not only for HRM or employees but
for the HRM of customers, too, especially with regard to training (Bowen et al., 2000).

Following from the marketing logic, Schneider (1994) has conceptualized SHRM in
service businesses to be a function of the market segmentation of the firm in terms of their
strategic emphasis. In his view, service firms can segment their market in ways that define
three major strategies: tender loving care (TLC), and/or speed, and/or customization. In
the TLC environment a focus is on pleasing the customer through personal attention and
relationship considerations; speed focuses on quickness and responsiveness; and, customiza-
tion focuses on the quality of the service (both the core service and delivery) as tailored to
individual customer needs and expectations. Schneider argues that the more the HRM tactics
of a firm promote (through leadership, training, selection, reward systems, performance
appraisal) accomplishment of the service strategy the more successful the firm will be in
terms of customer satisfaction. Chung (1996) has found some support for this hypothesis,
and Batt (2000) has also shown similar findings. Batt proposed that firms can segment their
markets but that they must do that segmentation in ways that match the skills of employees
and the HRM system that shapes the relationship between employees and customers. She
studied 350 call centers and showed that as the relationship between callers and service
representatives was strategically closer and more important, the more likely it was for the
organizations to use high involvement work practices.

Lovelock (2000) has been a leading proponent of this kind of cross-discipline thinking
to define strategy in service organizations. He has summarized his perspective by noting the
cross-implications for each of marketing, OM, and HRM imperatives. For example, he notes
that marketing sets the goal and the market, and then OM must design tactics to meet
customer expectations for cost, schedule, and quality, and also continually reduce costs and
improve productivity, while HRM must hire, train, and pay employees in ways that achieve
both operational effectiveness and customer satisfaction. The implications for the one on

the other are neither well understood nor well studied.

Summary

In a few pages we have tried to provide the reader with a “feel” for services management,

especially the role of HRM in services management. But a unique feature of services
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management is the growing awareness of the dependencies across the various subdisciplines
of services management. Of special interest to us was the role of OM and marketing to
help begin to define some of the contingencies for HRM practice, i.e., to define the fact
that HRM is not generically good or bad, but that it depends. It depends on a number of
boundary conditions, particularly the level of intangibility of the service, customer partic-
ipation in production, and simultaneity in production and consumption, as well as market
segmentation and variability in customer demands.

This last boundary condition—variability in customer demands—is a boundary condi-
tion that is posing a more significant challenge to service firms in this era of increased
globalization and demographic diversity, and about which the editors have asked that we
extend our discussion of the world of HRM in services. The reader will see that we can
begin to conceptualize such implications by appeal to concepts not only from the imme-
diate world of HRM practices but principles from other disciplines relevant to service as
well. Our approach here will be to borrow concepts from cross-cultural psychology and
from the organizational diversity literature to extend the range of ideas that begin to yield
some potentially new and interesting insights into service issues in an international and

diverse world.

REINVENTING HRM IN SERVICES: CONTINGENCIES POSED BY
INTERNATIONALIZATION

Given the emphasis we have placed on boundary conditions in understanding HRM and
service, it is important to recognize that not all services are the same and thus services are
not similarly affected by cultural context. The extent to which globalization affects services
depends on the processes involved in creating and delivering the service (Lovelock, 1999).
There are a variety of types of international services, ranging from services that require
contact between service providers and customers (theme parks, retail), to those that do not
(e.g., communication services delivered via radio, television or satellite; Clark and
Rajaratnam, 1999). Of particular interest in the current paper are high contact intangible
services, as they are both produced for and delivered to customers face-to-face. The ques-
tion we pose is whether a service firm operating in one country can manage its foreign
subsidiaries in ways that mirror the parent country’s management style, and still deliver
quality service. As we will show, the answer is typically “no,” although the extent to which
a firm’s HRM practices need to be adapted to foreign cultural contexts will depend on the
degree of cultural distance between the parent and foreign countries.

The extent to which a firm’s HRM practices are adapted to foreign cultural contexts will
also depend on its stage of international growth (Dowling et al., 1999). In the early ethno-
centric stage of development, companies offer their products/services only in the domestic
market. As overseas demand for the products/services increases, firms tend to begin to
export them without altering them for foreign consumption. However, as foreign markets
become a more important or substantial contributor to business success and companies enter
the multi-domestic phase of development, they establish foreign subsidiaries and start becom-
ing more sensitive to cultural differences. In the beginning, companies may focus on trans-

planting the ways of headquarters within their foreign locations and may Wrongly assume the
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transferability of HRM practices without recognizing that their HRM practices reflect
assumptions and values from the home culture. With time, companies recognize that there
may be different, but equally or more effective, ways to manage the foreign subsidiaries and
they no longer expect foreign subsidiaries to adopt the ways of headquarters. Thus, HRM
activities become adapted to each country’s cultural requirements. Ultimately, as companies
establish worldwide businesses and become transnational, they begin striving for some con-
sistency in their ways of managing employees worldwide in order to satisfy pressures for
coordination, efficiency, and/or internal equity.

Indeed, there has been some discussion around the potential benefits of developing global
HRM practices that are consistent around the world. However, much like our earlier claim
that the market segment for which a firm’s services are tailored influences the HRM prac-
tices that will be effective—and that therefore there is no one-size-fits-all solution to HRM
in services—we contend that there is no such thing as a one-size-fits-all global solution to
international HRM for service companies. At most it might be possible to establish world-
wide goals for HRM, but the means through which those HRM objectives are achieved in
practice will largely depend on the cultural context of each subsidiary—again always with
the understanding that the closeness of the subsidiary to the parent culture is an important
boundary condition.

In highlighting aspects of services management that are particularly Western-specific, we
focus our discussion on the management and boundary tiers of service firms (Schneider and
Bowen, 1995) as they represent the clearest implications for HRM. With regard to the
management tier, we discuss previous research which suggests that the effectiveness of the
HRM practices introduced by management can be culturally contingent. As for the boundary
tier, where employees meet customers, we focus our discussion on the nature of job design,
particularly with regard to issues involving employee empowerment and autonomy as a
means of delivering quality service (Bowen and Lawler, 1992), as well as the potential nega-
tive influence of role conflict and ambiguity (Bowen and Ford, 2002; Hartline and Ferrell,
1996; Weatherly and Tansik, 1993). The third tier of service organizations according to
Schneider and Bowen (1995) is the customer tier. It is relevant to our discussion in so far
as differential customer demands for services across cultures necessitate concomitant differ-
ences in the HRM strategies required to satisty them. Our primary goal is to illustrate the
ways in which the science of services management may be laden with Western assumptions
that may not be appropriate in other cultural contexts and, in doing so, highlight potential
areas for future research.

Management tier

Although little attention has been paid to the influence of globalization on HRM in the
services area, research on international HRM, more generally, has expanded within the last
decade (e.g. Erez and Earley, 1993; Earley and Erez, 1997; Hofstede, 2001; House et al.,
2004). This research has illustrated that the content and effectiveness of HRM practices
tend to vary across cultures. This implies that the HRM practices which have been identi-
fied as best practices for services management within the Western literature may not

necessarily be as effective in other cultural contexts, although the extent to which this is
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true will depend on both the foreign cultural context and the specific HR practices of
interest.

Most likely, the overarching notion that service firms will be most effective in moti-
vating their employees to serve customers well by serving the employees themselves well,
is a universally sound guiding principle. However, the HR practices that are associated with
high employee capability and commitment will likely vary. As noted earlier, within the US,
research has identified HRM (Wright et al., 2003) and management (Schneider et al., 1998)
practices focused on service quality that appear to be robustly related to customer satisfac-
tion. The question naturally is whether and to what extent these management and HRM
practices would be consistent with local norms in other cultural contexts, and/or be simi-
larly associated with enhanced employee commitment and performance in other cultural
contexts. Before reviewing some research which suggests that the answer to both of these
questions may often be “no,” it is important to briefly describe the major dimensions of
cultural variation.

Based on the pioneering work of Hofstede (1991), there are five dimensions of cultural
variation that have received the most research attention. They include: (1) individualism-
collectivism, which differentiates between cultures in which an individual’s personal attributes
and uniqueness are central to identity, and those in which an individual’s relationships with
and obligations to others are the focus of identity, respectively (Gelfand et al., 2004a);
(2) power distance, which describes the extent to which ascribed hierarchy and social status
are accepted and expected in society (Carl ez al., 2004); (3) uncertainty avoidance, which
refers to the degree to which individuals in a culture experience stress and anxiety in the
face of uncertainty and therefore engage in efforts to enhance predictability within their
environments (De Luque et al., 2004); (4) masculinity / femininity, which refers to the extent
to which the dominant values in society are masculine (e.g., assertiveness, acquisition
of money and things) versus feminine (e.g., nurturing, caring for others), and there is
inequality between the sexes (Emrich et al., 2004); and (5) future or long-term orientation,
which describes the extent to which people in a culture live and plan for the future as
opposed to the present (Ashkanasy et al., 2004).

Returning now to the question of whether HRM “best practices” might be culture-specific
or universal, we maintain that service-related HRM practices are often not generalizable
across cultures because: (1) the bases for human cognition, emotion, and motivation are
culturally dependent and thus the HRM practices required to effectively guide and moti-
vate employee behavior will necessarily also be culturally dependent (Aycan et al., 1999);
and (2) customer expectations and perceptions of service quality can differ across cultures
and, therefore, the HRM practices required to elicit the differential boundary employee
behaviors required for delivering quality service will also differ. With regard to customer
expectations, ample research within the marketing literature has established that there is no
such thing as a culture-general service for contact-based services that require a high degree
of contact between boundary employees and customers (e.g., Kim and Jin, 2002; Lee and
Ulgado, 1997; Mattila, 1999). The degree of cultural customization that is necessary will
increase as a function of the cultural distance between the home and local cultures, the
amount of contact required, the complexity of the service involved, and the degree of
certainty regarding the service outcome (Riddle, 1992).

218



HRM IN SERVICE

The degree of cultural distance between the home and local cultures is important because
the relative importance of service quality dimensions is dependent on customers’ values and
beliefs—which are intricately related to customers’ cultural backgrounds. Thus, customers
from different cultures can be expected to hold different expectations for the same service
(e.g., Donthu and Yoo, 1998) and/or attach different weights to different service quality
criteria (Furrer et al., 2000; Mattila, 1999). As a result, they form different perceptions of
service quality in the face of the same service stimuli. Recognizing these cultural differences
is the first step in defining, and being able to provide, service quality (Akan, 1995); it
provides useful information to service companies in terms of how they should design their
HRM practices and direct their employees in different cultural settings (Furrer et al., 2000;
Riddle, 1992). As they stand, US-based service management philosophies may only be effec-
tive in cultures that share similar cultural characteristics (i.e., are individualistic, low in
power distance and uncertainty avoidance, and moderate in masculinity and future orien-
tation). Otherwise, the types of employee behaviors that US-based management practices
elicit, such as employee discretion and friendliness, may be a reason for failure in cultural
contexts that value, instead, standardized and formal employee behavior.

However, even if the service expectations of customers were the same across cultures—
and research suggests that they often are not—differential HRM practices would often be
necessary to satisfy those customer expectations because of cultural differences in human
cognition, emotion, motivation, and behavior (Erez and Earley, 1993). To be more specific,
in what follows, we take several HRM management practices and discuss research that
attests to their culture-bound nature in an effort to show that national culture is an important

boundary condition for HRM in service.

Selection

Recent research involving firms from 20 countries showed that the cultural dimension of
uncertainty avoidance accounts for considerable variance in selection practices (Ryan et al.,
1999). Ryan and her colleagues (1999) found that firms in countries that are high in uncer-
tainty avoidance tend to use more selection tests (number and frequency), conduct
structured interviews, and audit selection processes to ensure that they are working as
planned.

Although recent research suggests that the US is only moderately high on uncertainty
avoidance (House et al., 2004), the selection practices that Ryan and her colleagues found
(1999) to be associated with higher uncertainty avoidance are consistent with the selection
“best practices” that tend to be adopted in the US (e.g., Wright et al., 2003). These selec-
tion practices reflect the American belief that selection tests are critical for predicting future
performance and making fair employment decisions, and that hiring decisions should be
based on rational calculations of compatibility between an applicant and a specific job
(Ramamoorthy and Carroll, 1998). However, in some cultural contexts such as Italy,
France, Sweden, and Portugal, selection tests are avoided because their use in selection is
perceived as an invasion of privacy and/or as a barrier to the holistic representation of
oneself (Gelfand et al., in press; Shackleton and Newell, 1991; Sparrow and Hiltrop, 1994).

Some tests, such as personality tests, may need to be adapted before use in other cultural
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contexts. For example, personality tests may need to be contextualized before use in collec-
tivistic cultures since people’s personality traits are context-dependent, rather than
context-independent and generalizable across situations as they are, perhaps, more likely to
be in individualistic cultures (Markus and Kitayama, 1991).

Indeed, the very idea that one’s job-related KSAs (knowledge, skills, and abilities) should
form the basis of employment decisions is more consistent with individualistic ideals than
it is of collectivistic ideals. In individualistic cultures, where people are independent of
others and behavior is based on one’s internal traits, a measure of people’s internal KSAs
may be an appropriate and valid predictor of future job performance (Gelfand et al., 2004a).
However, in collectivistic cultures where group membership is the central aspect of one’s
identity and behavior is based on one’s social obligations to and relationships with others,
one’s social background, duties, and obligations are central in employment decisions
(Ramamoorthy and Carroll, 1998). In Japan, selection decisions are based on shared univer-
sity affiliation, as the belief is that people who are part of a shared social network are more
likely to “fit in” and be loyal to the organization (Wasti, 2003a, 2003b; Yoshimura and
Anderson, 1997). Similarly, staffing decisions in other Confucian countries, which are high
in collectivism and power distance, tend to be based more on one’s ascribed status and
socio-political connections than individual merit and credentials (Wong and Slater, 2002;
Gelfand et al., in press). Firms also tend to prefer internal recruitment and promotions to
external recruitment in order to reward employees for their loyalty to the firm. In addi-
tion, they also prefer to hire generalists rather than specialists; thus, specific job descriptions
do not play a part in the selection process (Begin, 1997). The preference for hiring gener-
alists may also account for the use of interpersonal selection criteria rather than individual,
KSA-related criteria. In sum, in some cultural contexts, US service firms may face local

pressures to adapt their selection practices to fit local cultural beliefs.

Training

When it comes to training, it is hard to deny that investments in employee training are
likely to be perceived as “high performance” practices across cultural contexts, although
compared to many other countries such as Japan and Germany, American companies offer
considerably less formal training to their employees (Begin, 1997). A relative lack of invest-
ment in employee training may be related to the US emphasis on external numerical
flexibility, or the ability to hire and fire employees at will in order to respond to fluctua-
tions in the marketplace, for if companies do not offer employment security there is little
in the way of ensuring that their investments in employee development won’t be lost when
employees leave the company (Begin, 1997). It may also be true that US companies, oper-
ating in an individualistic culture, place more emphasis on individual striving and individual
initiative to discover the knowledge and develop the skills required for job performance.
Yet, to be competitive in other contexts, US firms may need to offer more training and in
different formats such as group-based training or apprenticeship programs.

More notable cultural differences may have to do with the content and delivery of train-
ing rather than its duration. As for content, there is some research to suggest that self-focused

training has a larger impact on trainee self-efficacy and performance than group-focused
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training in individualistic cultures, but that the opposite is true for individuals in collectivis-
tic cultures (Earley, 1994). While the focus of training is likely to be job-specific and skills-
based in individualistic and low uncertainty avoidance contexts, training will likely focus more
heavily on organizational rules and policies in high uncertainty avoidance contexts in order
to enhance predictability, and on building collective organizational identity in collectivistic
cultures (De Luque et al., 2004; Gelfand et al., 2004a; Gelfand et al., under review).

In terms of delivery, there are some differences between high and low power distance
cultures. In high power distance cultures, it is important for the instructor to be a rather
imposing person with an impressive list of credentials in order to be perceived as credible
(Filipczak, 1997). In addition, high-level managers are preferred over external consultants
as trainers, and participative and casual training formats tend to be less effective than highly
formal and structured ones (Filipczak, 1997). Finally, in highly masculine cultures, trainees
may respond more positively to a male instructor than to a female instructor (Filipczak,
1997).

Performance management

With regard to performance management, the largest cultural differences may arise as a
function of individualism-collectivism. Within Western contexts, performance management
practices tend to focus on the individual employee, with pay and incentive systems
being tied to individual performance (e.g., Wright et al., 2003). However, in collectivistic
cultures, it is much more common for performance management to be focused on the group
rather than the individual. For example, Earley (1993) found that while the performance
of individuals in individualistic cultures is higher when they work alone rather than when
they work in a group, the opposite was true for individuals in collectivistic cultures. Thus,
formal appraisal systems that are focused on individual performance, coupled with indi-
vidual-focused reward systems, tend not to be used as much in collectivistic contexts
(Ramamoorthy and Carroll, 1998; Triandis and Bhawuk, 1997). Furthermore, promotions
decisions in collectivistic, high power distance contexts tend to be based more on seniority
than on merit (Ramamoorthy and Carroll, 1998). Imported HR practices that strive to
promote employees based on merit regardless of seniority can be met with great opposi-
tion in Confucian cultures in which elders would lose face when placed under the
supervision of more junior individuals; similarly, those in junior positions might feel that
they lack credibility to be in the more senior position (Harrison et al., 2000).

More fundamentally, the very notion of “effective” performance is culture-bound. In indi-
vidualistic cultures such as the US, evaluation criteria are objective, quantifiable, and
observable, and they focus primarily on employee productivity (Jackson and Schuler, 2003).
In contrast, performance evaluation in collectivistic cultures focuses more on social and rela-
tional criteria such as awareness of duties and obligations, willingness to work hard for the
group, ability to maintain harmonious relationships, and conformity (Gelfand ez al., in press;
Gelfand et al., 2004a). While US laws protect employees from being evaluated on their char-
acter traits rather than what they do, in many Asian firms employees are judged on their
integrity, loyalty, and morality. In other words, performance appraisal can, at times, be at
odds with the cultural emphasis that is placed on character appraisal (Gelfand et al., 2004a).
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Individualism-collectivism is not the only cultural dimension with implications for the way
that “effective” performance is defined. The masculine emphasis on being assertive, achieve-
ment-oriented, and proactive that is common in the US, for example, may be less appropriate
in feminine cultures.

As for methods of evaluation, 360-degree evaluation methods, which are popular in low
power distance and individualistic cultures such as the US, tend not to be as effective in
high power distance or collectivistic cultures. To begin with, it is inappropriate for sub-
ordinates to evaluate their superiors in high power distance cultures, as it undermines the
supervisors’ authority (Gregersen et al., 1996). In collectivistic cultures, 360-degree
evaluation is ineffective because individuals are likely to provide team members with consist-
ently high evaluations as a result of both in-group bias and a desire to maintain group
harmony (Bjorkman and Lu, 1999). Individuals tend to also be inaccurate (and reluctant)
judges of their own behavior because of tendencies toward self-effacement biases (Markus
and Kitayama, 1991). Finally, there is also a tendency to avoid performance appraisals so
as not to damage social face and harmony. Rather, there is a tendency in collectivistic
cultures to be indirect in nature, as individuals strive to maintain harmony and social face;
thus, feedback is usually delivered in indirect, subtle, and non-confrontational ways, thereby
making formalized face-to-face feedback sessions unlikely and ineffective (Fletcher and
Perry, 2001).

Other methods of performance appraisal, such as management by objectives (MBO) may
be similarly less appropriate in other contexts. MBO practices assume that employees have
control over their environment and can achieve goals, performance can be objectively
measured, and that managers and their subordinates can engage in open dialogue about
objectives. Yet, the idea of mutually established objectives can be ineffective in high power
distance contexts such as France in which managers feel they have little control over the
goals they are asked to achieve, and two-way dialogues with the boss seem untenable
(Schneider and Barsoux, 2003). In sum, multinational service companies have to caution
against relying on the same performance criteria and methods for performance appraisals

that are used in the parent country.

Empowerment/participation

Worker participation practices may also need to be adapted in order to be culturally
appropriate in other contexts. In high power distance cultures, for example, managers adopt
a more authoritative role with their subordinates than is true in low power distance cultures
such as the US. As a result, empowerment practices aimed at shifting responsibility from
the manager to the subordinate can undermine the credibility of managers in high PD
cultures, who are expected to have all the answers and make decisions on behalf of their
subordinates (Mendonca and Kanungo, 1996). In order to be effective, empowerment
efforts likely have to be combined with increased feedback from supervisors in order to be
effective, as supervisory feedback is a more critical ingredient for effective performance in
high, as compared to low, power distance cultures (Earley and Stubblebine, 1989). More
extensive supervisory feedback is also important for the performance of individuals in high

uncertainty avoidance cultures, who rely on such feedback to reduce risk and uncertainty
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(Earley and Stubblebine, 1989). In fact, the constant need for enhancing predictability in
high uncertainty avoidance cultures suggests that efforts to increase employee autonomy
and formalized annual performance reviews (as compared to constant informal feedback)

may both be unrealistic and ineffective methods of managing performance in such cultures.

Leadership

In addition to the challenges associated with these traditional HRM practices, there are also
important HRM implications with regard to the role of leadership and rewards (for service
excellence) in the creation of a service climate that promotes the delivery of service quality
(Schneider and Bowen, 1995). First, with regard to leadership, substantial research has
documented the culturally contingent nature of leadership. In the most comprehensive study
on the topic, project GLOBE researchers across 62 countries found that while there are
some leadership behaviors and traits that are universally associated with in-/effective lead-
ership, there are also numerous leadership characteristics that are considered effective in
some cultures but ineffective in others (House ez al., 2004). For example, participative lead-
ership behaviors are associated with effective leadership in cultures such as the US which
are low in uncertainty avoidance and power distance, but not in cultures such as Japan that
are high in uncertainty avoidance and power distance. In addition, risk-taking behaviors and
concern for, and involvement in, the private lives of subordinates are not universally valued
as contributing to outstanding leadership (Den Hartog et al., 1999). A review of many other
such examples is beyond the scope of this chapter; it suffices to say that the types of lead-
ership behaviors that are necessary to create and sustain a positive climate for service and
motivate employees toward delivering quality service may also be culturally contingent and

therefore worthy of future research.

Rewards

As for rewards, Schneider and his colleagues (Schneider and Bowen, 1995; Schneider et al.,
1998) have recognized the important role that rewards and recognition for service excel-
lence play in building a climate for service and ensuring the delivery of service quality.
Because rewards and recognition for superior performance can come in many forms, and
cultural values are associated with the motivating effects that particular rewards have on
individuals (Gomez-Mejia and Welbourne, 1991), service firms should be attentive to the
HRM implications of such differences. For example, in individualistic cultures such as the
US, rewards that recognize individual accomplishment are highly motivating, whether they
are monetary or non-monetary. In contrast, in collectivistic cultures like Japan, individual
awards can cause disharmony among group members, and thus rewards that satisfy needs
for affiliation are more motivating (Erez, 1994). In support of this idea, Money and Graham
(1999) found that many of the rewards that are used to recognize star performers in the
US (e.g., money, fancy vacations, expensive material objects) are not equally effective in
Japan, where group-focused rewards such as offers to take an entire sales team bowling or

out to dinner are more motivating. For Japanese salespeople, reinforcements to their sense
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of shared goals and values with their group members can be more valuable than monetary

rewards, the reverse of which was found for American salespeople.

Summary

In sum, the research reviewed above suggests that in order to be maximally effective abroad,
service firms would benefit from adapting the content of their “high performance” work
practices to the local culture in which they wish to operate. In reality, some HRM prac-
tices may be more likely to be adapted to fit local norms than others. Research by
Rosenzweig and Nohria (1994) suggests that the degree to which a subsidiary is dependent
on local inputs is associated with union representation, is culturally distant from the parent
country of the firm, and is positively associated with the extent to which a subsidiary’s HRM
practices are adapted to resemble local HRM practices. In addition, they found that prac-
tices that are mandated by local laws, are highly visible, affect a large number of locals, or
entail a high degree of interaction with locals, face stronger pressures to conform to local
HRM practices, while practices that are most likely to raise concerns of internal equity
within the company at large (e.g., executive compensation) tend to resemble parent prac-
tices (Rosenzweig and Nohria, 1994). Thus, the HR practices that affect boundary workers,
particularly the more salient practices that govern the structure of boundary workers’ jobs,
are especially susceptible to pressures to conform to local norms, particularly in countries
typified by strong cultural distance from the parent country. We turn next to a discussion
of how cultural context may be related to the structure of boundary workers’ jobs.

It is clear from what we have presented that the HRM practices of firms operating in
different cultures will require at least adaptation to the culture if they are to be effective.
Here, the concept of segmentation may again be useful. That is, Chung (1996) showed that
HRM practices adapted to the service segment yielded higher levels of customer satisfac-
tion within the segment; it follows that HRM practices adapted to national cultural norms
and values will also likely be more effective. Thus, culture may usefully be thought of as a

macro-level boundary condition for HRM in service firms.

The boundary tier

As discussed above, one of the main means through which organizations deliver quality ser-
vice is by creating a climate in which employees are encouraged to work towards satisfying
customers. The idea here is that by providing employees with adequate direction through
management practices that emphasize service quality, employee discretion to respond to cus-
tomers in positive ways can be optimized. So, when managers focus their efforts on service
quality, and employees are rewarded for delivering quality to customers and are served well
internally by others and company resources, then a focus on satisfying customers is legiti-
mated. Under such conditions, service quality can further be enhanced when employees are
given the power to make decisions in favor of meeting customer needs and expectations
(Bowen and Ford, 2002; Bowen and Lawler, 1992; Schneider and Bowen, 1995).

The potential usefulness of this kind of service climate that empowers boundary workers

to try to satisfy customers is predicated on the assumption that such psychological conditions
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enhance employee capability—that is, that employees feel better about themselves and their
jobs, and feel that management is simultancously looking after their needs when they are
empowered (Heskett et al., 1997). The idea that employee empowerment can lead to posi-
tive outcomes is not unique to the service context, as evidenced by the widespread acceptance
of the job characteristics model (cf., Griffin and McMahan, 1994) according to which
“enriched jobs” (characterized by greater autonomy, variety, task identity and significance,
and performance feedback) are associated with positive work outcomes and employee satis-
faction. However, employee empowerment and autonomy may be particularly important in
the world of intangibles and high customer contact, where the split-second decisions and
behaviors of boundary employees directly influence the quality of the service that is deliv-
ered. This is not to say that employee empowerment is the key to customer satisfaction; it
is a key that works well within the Western context when it is combined with a manage-
ment focus on service, appropriate tools and equipment, quality internal service, and a
positive overall climate for service.

We focus on the empowerment of boundary employees in this section for the afore-
mentioned reasons and also because this aspect of the boundary tier may have some of the
largest cross-cultural implications because it is predicated on the Western assumption that
the psychological conditions that are created by employee empowerment are intrinsically
motivating for boundary employees. However, in non-Anglo samples, job enrichment is
not always associated with increased motivation (Adigun and Stephenson, 1992; Huang and
Van de Vliert, 2003) and therefore is not a central HRM practice (Aycan et al., 2000).
Instead, extrinsic job factors (Huang and Van de Vliert, 2003) and group-focused job enrich-
ment (Erez, 1994) are more motivating. In collectivistic cultures, increased choice and
autonomy are not associated with higher intrinsic motivation; instead, individuals tend to
be more intrinsically motivated when choices are made for them by trusted authority figures
and in-group members (Iyengar and Lepper, 1999).

Further, because empowerment practices involve the sharing of authority, they are also
less acceptable in high power distance cultures in which inequalities in authority and power
are not only common but expected. Thus, when leaders relinquish authority to their sub-
ordinates, their employees report having less favorable perceptions of their leaders and being
less satisfied (Robert et al., 2000). In the eyes of the subordinates, leaders are expected to
take charge and be in total control, to give orders, and to know what is best. When leaders
take actions that contradict these assumptions, they can be discredited in the eyes of their
subordinates, leading to dissatisfaction on the part of those subordinates. Moreover, in order
for empowerment to be effective, leaders must believe that their employees can act inde-
pendently of their leadership—something that, again, runs counter to the values and
assumptions that are held in high power distance cultures. Thus, US service firms aiming
to implement their empowerment practices in high power distance cultures should proceed
with caution. They might be more successful if they slowly increase the empowerment of
their employees and have leaders actively engage in mentoring/coaching roles to their
employees (Mendonca and Kanungo, 1996).

In addition, the level of employee discretion that is associated with employee empow-
erment may be a source of anxiety rather than satisfaction or fulfillment in cultures that are

high in uncertainty avoidance, in comparison to the beneficial effects of employee discretion
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in low uncertainty avoidance cultures such as the US. In the US, increased autonomy, along
with increased socio-emotional consideration from supervisors and feedback, but particu-
larly autonomy, has been found to help reduce role ambiguity. Finding ways to reduce this
role ambiguity—which is always implicit for workers in boundary roles due to the attempt
to meet both organizational and customer needs—is of natural interest because the more
ambiguity employees experience, the less satisfied their customers are likely to be
(Weatherly and Tansik, 1993). However, increased autonomy may not always help
employees to cope with ambiguity. In particular, increased autonomy will likely exacerbate
the role ambiguity that is experienced by service employees in high uncertainty avoidance
cultures, who are likely to prefer their jobs to be highly structured and governed by explicit
rules instead. Thus, in high uncertainty avoidance cultures, service organizations may best
rely on well-defined organizational policies and extensive employee training directed at
learning those policies, in order to guide the behavior of employees rather than rely on
increased autonomy (Kelley, 1993).

Indirect support of this notion is provided in the work of Smith and his colleagues (Smith
et al., 1996), who found that managers in the UK and the US tend to rely most heavily on
their own experience and skills to make decisions and respond to ambiguous situations,
while their more uncertainty avoidant counterparts in China are more likely to turn to rules
and procedures. Indeed, scholars have suggested that organizations in high uncertainty avoid-
ance cultures tend to be more formalized in general, with a greater number of written
policies and rules, decision-making procedures, and employee manuals (Rodrigues and
Kaplan, 1998). Thus, increasing the autonomy of service workers’ jobs as a means of
reducing role ambiguity may be more effective in cultures such as the UK and US than in
high uncertainty avoidance cultures such as those found in East Asia.

Customer perceptions regarding the appropriateness of boundary workers’ discretion
may also vary across cultures. Hsieh and Hsieh (2001), for example, found that job stan-
dardization, or the extent to which service employees follow standard operating procedures
to perform their jobs, is positively associated with customer perceptions of service quality
in Taiwan, which is high on uncertainty avoidance. These customer preferences are likely
to extend to the arena of service recovery, in which customers in high uncertainty avoid-
ance cultures are likely to prefer service recovery efforts that are driven by clearly defined
procedures rather than by the discretion of the particular service provider who delivers the

service.

Summary

The main point of this section is that the basic assumption that autonomy/empowerment
is desirable must be reconsidered in some cultural contexts, and that empowerment prac-
tices should be adopted under a contingency approach—mnot only according to the type of
service that is being delivered but also according to the cultural background of the service
providers. Next we turn our attention to the HRM implications of increased demographic

diversity within the US service market.
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REINVENTING HRM IN SERVICES: CONTINGENCIES POSED BY
INCREASED DIVERSITY

In some ways, service firms in diverse domestic markets face similar challenges to firms
serving international markets, with regard to the need to serve multiple market segments
each with its own set of expectations and values. The more diverse a population, the more
diverse are the values on which individuals evaluate service experiences. Since customers
are more satisfied when they experience services that are congruent with their values
(Dominguez and Gelfand, 2001), this means that service firms have to be prepared to either
tailor their services to specific customer segments or implement HRM practices that enable
them to serve diverse customer markets simultaneously. Because the latter represents more
of a departure from traditional modes of managing service firms—and probably also an
increasing reality for US service firms—we focus on it here.

There are a number of HRM responses that can help service firms to serve diverse
customers more effectively. To begin with, there is research that points to the benefits of
building a workforce that is demographically similar to a firm’s customer base, thereby
suggesting the importance of staffing policies. Smith (1998), for example, found that
employee—customer similarity in work attitudes, gender, and life stage is positively associ-
ated with the quality of employee—customer relationships. In addition, there is some support
for the notion that when employees match their customers in terms of gender and ethnicity,
service firms are able to empathize with customer needs more quickly and tailor their
services more appropriately than service firms without comparable representations of
women and ethnic minorities (Weidenfeller, 1992). In other words, firms with workforces
that mirror their customer base appear to be better able to anticipate the needs and
expectations of their customers and therefore provide superior service.

Kale and Barnes (1992) draw from social psychological theory to suggest that the reason
why employee—customer similarity is beneficial is because it enhances the effectiveness and
outcomes of dyadic communication. When the characteristics of the customer match those
of the service provider, both parties to the interaction are more likely to agree on the
preferred content and style of the interaction. In addition, in cases involving customers of
diverse ethnic backgrounds, shared language can obviously play a large role in facilitating
communication and effective interaction between the service employee and customer
(Cooper and Niles-Jolly, 1994).

For these reasons, a beneficial practice for enhancing customer satisfaction among diverse
customers is to institute practices that ensure that women, older workers, and people of
color (among other underrepresented groups) are represented in the employee sales force.
Service firms might even structure their service delivery systems in ways that allow
customers to select a service provider who is similar to them in terms of cultural values or
with whom they otherwise feel most comfortable (Riddle, 1992). In addition, organizations
will likely benefit from hiring employees with flexible or highly adaptable personalities who
possess cultural sensitivity and awareness—characteristics that may overlap with the
“perceiving” dimension of the Myers-Briggs Type Indicator (Kale and Barnes, 1992). A
“perceiver” may be better able to serve diverse customers because he or she will try hard

to observe and understand the perspective of the customer and adapt his/her behavior
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accordingly. There is good evidence that personality measures that focus on “service orien-
tation” have considerable predictive validity (Frei and McDaniel, 1998). What is not known
is the degree to which they may have differential validity as a function of: (a) the ethnicity
of the boundary worker; (b) the ethnicity of the customers; and/or (c) the fit or match of
worker and customer.

In addition to selecting people who are most appropriate for the job, service firms will
benefit from investing time and money to first understand the expectations and attitudes of
their diverse customers (Smith, 1998), and second, to translate that knowledge to service
delivery tactics through employee training. For example, as described by Cooper and Niles-
Jolly (1994), a Midwestern bank found success when they used a three-step approach to
improving the quality of services that they delivered to elderly customers: (1) educate
employees about elderly populations (e.g., about lifestyle factors and subgroups of the
elderly, how to effectively communicate with the elderly, how to change the servicescape
to serve elderly customers better); (2) test employees on their learning; and (3) reward
employees for applying their learning. Similar approaches can be taken to train employees
about how to interact effectively with other population groups as well, such as training
employees on how to overcome barriers to effective cross-sex relationships (Smith, 1998),
or training them on how to greet, solicit, assist, and show appreciation to customers from
various cultural backgrounds (Cooper and Niles-Jolly, 1994). Finally, firms will also benefit
from implementing internal information sharing networks to help employees share the
knowledge that they accumulate with regard to responding effectively to diverse markets.

The aforementioned HRM practices are all customer-oriented; they are designed explic-
itly with the external customer in mind. However, practices aimed at valuing diverse
external customers will only be as effective as the value that is placed on treating diverse
internal customers (i.c., employees) fairly. Many scholars have convincingly argued that
merely increasing the representation of minority workers within a firm’s workforce is not
enough. In order to reap the potential benefits of a diverse workforce (i.e., enhanced ability
to respond to diverse customers, increased innovation), the diverse employees must be
included in the fabric of the organization. Put differently, firms must also have positive
climates for diversity or inclusion in which all employees, regardless of background, are
able and willing to reach their full potential and contribute to the organization’s success
(Cox, 1994).

Thus, a climate for diversity or inclusion may be best thought of as a foundational require-
ment for buﬂding a climate for service in firms that serve demographicaﬂy diverse
customers. A number of related conceptualizations of climate for diversity/inclusion have
surfaced, all with a common focus on shared employee perceptions regarding the policies,
practices, and procedures that implicitly and explicitly communicate the extent to which
fostering and maintaining diversity and eliminating discrimination is a priority in the organ-
ization (Gelfand et al., 2004b). In practice, when an organization has a positive climate for
diversity, all employees are integrated into the fabric of the organization and are motivated
and supported to attain their full potential unhindered by their group identities. In the case
of service firms, the assumption is that boundary employees in organizations with positive
climates for diversity will feel more valued and motivated to serve their diverse customers

well when compared to employees in organizations with negative climates for diversity.
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In sum, for service firms that are serving diverse customers, there is a need not only to
have a diverse workforce that mirrors the composition of the customer base, but also to
develop a climate in which those diverse employees feel included and valued. Indeed, there
is recent research that suggests that the “value in diversity hypothesis,” according to which
diversity can be beneficial for organizations when effectively managed (Cox et al., 1991),
may only hold true in cases where the diverse employees feel included in and valued by the
organization. More specifically, Nishii and her colleagues (Nishii et al., 2004) found that
racial diversity is positively associated with profits in a service organization, but only in
departments in which the racial minorities feel included in the department leader’s “in-
group” (as measured by their perceptions of the LMX, or leader-member exchange,
relationships that they share with their department managers). The beneficial effects of
employee tenure on departmental customer satisfaction and profits were similarly more
pronounced for departments in which more employees felt that they were part of their
leader’s in-group.

A number of HRM practices have been identified by researchers as being important
for building such inclusive climates. They include: (1) intervention by top management/
pressure to direct reports to foster diversity; (2) targeted recruitment of employees at
all levels; (3) diverse representation at all levels of the organization, including senior
management levels; (4) EEO monitoring and the appointment of diversity specialist posi-
tions; (5) inclusion of diversity in performance evaluation goals and ratings, and the removal
of bias in the evaluation process itself; (6) inclusion of diversity in promotion decisions and
criteria as well as upward development programs for all employees; (7) inclusion of diver-
sity in management succession planning; (8) diversity training programs; (9) networks and
support groups; (10) work and family policies and flexible cafeteria style benefits programs;
and (11) internal advocacy groups (Cox, 1994; Gelfand et al., 2004b; Morrison, 1992,
1993). However, there is no research to date that explicitly links the adoption of these
diversity practices to enhanced organizational performance. We believe that the relation-
ship between these diversity HRM practices and customer satisfaction will be particularly
strong for high-contact services that involve diverse customers and, as such, this constitutes

an important area for future research among service scholars.

CONCLUSION: TOWARD A CONTINGENT HRM

We have shown here that HRM is not HRM; HRM has boundary conditions. The editors
asked us to suggest what HRM might look like with internationalization and domestic diver-
sity as foci and we have presented the beginnings of a discussion on those topics. What is
interesting is that, by asking us to focus on the world of service, the editors implicitly
provided us with a macro level boundary condition, that being manufacturing versus service.

In the introduction to the chapter we identified three continua along which service
production and manufacturing might differ: tangibility, customer participation in produc-
tion, and simultaneous production and consumption (sometimes called inseparability;
Zeithaml and Bitner, 2000). These then were shown to have potential influence on
HRM practices in organizations (Bowen and Ford, 2002); a second level of contingencies.

The third contingency we introduced concerned the degree of customer contact service
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deliverers have with customers (Chase, 1981) and the fourth concerned the specific market
segment on which the service business was focused (Schneider, 1994).

Thus, even prior to exploring national cultural issues and domestic diversity issues as
contingencies in understanding the HRM practices likely to be effective in a business, there
was a host of other boundary conditions to which attention had to be paid. Indeed, the
detailed discussion of national cultural facets and the implications of them for management,
boundary workers, and customer service delivery revealed just how complex service
delivery as a function of HRM practices can be.

Our academic message is a simple one: extensive theory and research are required for
us to understand HRM effectiveness in business and we hope that identification of some of
the boundary conditions requiring attention specifically for service businesses will facilitate
such efforts. Our message for practitioners is equally simple: use our listing of boundary
conditions as a check-list for maximizing the possibility that HRM practices will fit the
situation (tangibility, customer contact, market segment, nature of the domestic customer,
and national culture) and be effective in the real world of business.
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Chapter 13

Integrated speed and flexibility
Delivering customer solutions

Jay Galbraith

Over the past decade, companies have learned how to create organizations that rapidly
develop new offerings and get them to market.' They have perfected techniques like “rapid
prototyping” and the process for “follow the sun” development. Some companies have
created organizations that are both fast and flexible. They break up into many small units,
each of which can quickly turn on a dime. But today companies like investment banks and
computer manufacturers are facing the challenge to be fast, flexible and integrated. Creating
organizations that can deliver all three requirements is today’s state of the art organizational
design problem.

This challenge to companies like those in the computer industry arises when they attempt
to deliver customer solutions. They are finding that some of their customers prefer to buy
combinations of products and services rather than stand-alone products. They prefer solu-
tions when a vendor can integrate the products and services more effectively than the
customer can. For the vendor the challenge is to integrate the organizational units that
provide the stand-alone services and products in a time frame that is desired by the
customer. In this just-in-time world that desired time is becoming shorter and shorter.
Then, when the vendor has accomplished this rapid integration for one customer and solu-
tion, another customer will want a different solution requiring a different combination of
products and services. The vendor in the solutions business must, therefore, have an organ-
ization that can combine and recombine the products and services from different units to
create different solutions in fast time frames. This chapter describes what companies like
Sun Microsystems, Nokia and IBM are doing to create organizations that are simultaneously
fast, flexible and yet integrated.

These cases are selected from 14 case studies conducted over the last three years. The
selected cases represent the extreme situation and the extreme challenge from which we
can learn the most and then apply those lessons to less extreme situations. The chapter
starts with a model of organization which will be used to describe the practices that the
companies have evolved. Then, the different types of solutions will be defined so that the
extreme cases can be understood. The next sections will describe the organizational struc-
tures, processes and human resources practices that are being employed. The focus will be
on the companies’ ability to assemble and disassemble teams rapidly to capture solution

opportunities and to execute the solutions projects when the capture is successful. The
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selected companies have evolved processes for just-in-time staffing and structures to provide
flexible resources for projects. Finally, generalizations will be drawn for creating fast,

flexible and integrated organizations.

STRATEGY AND ORGANIZATION MODEL

A model for linking different strategies to different organizations is shown in Figure 13.1
below.? It depicts an organization as consisting of four dimensions. The first is the struc-
ture, which determines the location of decision-making power. Second are the information
and decision-making processes. Third is the reward system that influences the motivation
of people to perform and address organizational goals. And the fourth category of the model
is the people dimension, which focuses on the human resources policies. These influence
the employees” mindsets and skill sets.

The message of the Star Model is that these dimensions must be consistent with strategy
and consistent among themselves. Our purpose here is to identify the different solutions
strategies and the different combinations of organizational dimensions that characterize
the fast and flexible organization that will integrate and deliver these solutions. In the
next section we will define what the different types of solutions are that present the speed,
flexibility and integration challenge.

SOLUTIONS STRATEGY

Different solutions strategies will result in different challenges for the fast, flexible and inte-
grated company. There are four dimensions of solutions strategy that appear to make a
difference to the organization. These dimensions are the type of solution, the scale and
scope of solutions, the degree of integration of products constituting a solution, and the
percentage of total revenue deriving from solutions. The scale and scope and the integration

dimensions are the ones that challenge the fast and flexible organization.

Structure

Rewards

Figure 13.1 The Star Model
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Types of solutions

There are two main types of solutions, horizontal and vertical. Horizontal solutions are
generic and apply across customer categories. For example, Sun Microsystems creates and
delivers a human resources portal solution. This portal can be used for the human resources
function across all industries. IBM, on the other hand, delivers industry-specific solutions
as well. For example, e-Agency is a solution to put the agency network of an insurance
company on the internet. These industry-specific solutions are referred to as vertical solu-
tions. Clearly, the vertical solutions require a more customer-centric organizational unit

than do the horizontal solutions.

Scale and scope

The strategic factor having the greatest organizational impact is the scale and scope of the
solution. Scale and scope refers to the number of products and the number of different
kinds of products that are combined into a solution. For example, a small scale and scope
solution would be a local area network for a work group. A dozen desktop computers, a
shared printer and disk storage could all be linked by an Ethernet cable and form a network.
A larger scale and scope solution would be computer-aided design (CAD) system for an
engineering department of several hundred engineers. This CAD solution would require
desktops, servers, storage units, CAD software, database software, network software, instal-
lation and maintenance services. It may also require financing. This CAD solution comprises
many more products and many different kinds of products, like software and services as
well as the hardware products. At the extreme end of scale and scope, Mitsubishi Trading
Company could order state of the art trading floors for 10,000 traders at six worldwide
sites. This solution requires hardware, software, and services for computers, telecom,
financing and training. Large turnkey projects such as these are an extreme challenge to the

fast and flexible organization, and require a highly integrated approach.

Integration

A third dimension is the degree of integration between the components that comprise a
solution. Integration varies from a loose assortment of products to a highly integrated combi-
nation. In between are combinations that use modular architectures. Little integration is
needed between products supplied by agriculture firms to farmers. The firms try to bundle
seeds, herbicides, insecticides and consulting. However, the farmer can easily buy each as
a stand-alone product from a different supplier. An example of larger scale but also limited
integration can be found at ServiceMaster. They try to provide as many simple services as
possible. They provide one-stop shopping for security, catering, janitorial, parking lot
management, landscaping, building maintenance and many other similar services. But each
is a relatively independent service that could be provided by an independent service
company. A more integrated offering is the set of solutions from computer companies.
Figure 13.2 shows what Sun Microsystems calls “the Integrated Stack”. The stack shows

hardware on the bottom, software in the middle and services on the top.

241



HRM AND ORGANIZATIONAL EFFECTIVENESS

Sun Educational Services Figure 13.2 Sun’s integrated stack
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All components have to operate in an integrated manner. But thanks to standards like
the Java programming language, components using Java can be substituted for other com-
ponents. For example, a customer could choose BEA’s middleware and substitute it for
Sun’s i-Planet middleware. So components in the information technology industry must
be able to operate with other components. By following standards they give the customer
the choice of mixing and matching different components.

At the extreme are integral solutions in which the components are unique but are
designed specifically to work together. A simple integral solution would be an anti-lock
braking system (ABS) for an auto manufacturer. Each ABS is unique to an automobile model.
Johnson Controls is a more complex example. The company designs and manufactures
interiors for Toyota, Chrysler and other automobile OEMs. Each Toyota model has a unique
interior comprised of unique parts. These parts cannot be used on a Chrysler interior. The
significance of the integration dimension for the organization is the coordination required.
The organization reflects the solution. The more interdependent the components, the more
interdependent the organizational units responsible for those components and the larger the
challenge to rapidly mobilize them.

The combination of scale and scope with integration determines the coordination require-
ments and the organizational features to provide the coordination. Figure 13.3 shows this
combination and some different solutions strategies that have been discussed.

Figure 13.3 shows that scale and scope and integration increase as the solutions move
from the southwest to the northeast corner. The consequence is that the coordination
requirements increase in the same manner. We will focus on the solutions in the north and

cast portions of the chart as indicated by the shading.

Revenues

The last strategic dimension is the percentage of total revenues that comes from solu-

tions. If, like Motorola, solutions contribute 10 percent or less, the firm can simply add a
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Figure 13.3 Coordination requirements of different solutions strategies

solutions unit whose task is to integrate the firm’s products into solutions. When the
percentage gets higher, like at IBM, the company has sufficient volume to specialize the
solutions units that serve different customer segments. Instead of one solutions unit, IBM

has about 12 units, each specializing in a customer segment.

Summary

A solutions provider desiring to respond quickly to customer opportunities faces greater
challenges as its strategy increases in:

1 the scale and scope of the solution provided;

2 the degree of integration of the components comprising the solution.

Scale and scope increase the number of organizational units that must be integrated

quickly. Integration relates to the coordination effort needed to accomplish the integration.

STRUCTURES

The companies in our study transformed themselves into solutions providers by changing
three structural areas: they formed a single sales organization focused on customers and
opportunities; they created a unit responsible for developing solutions; and they increased
the flexibility of human talent. These companies had previously been organized by business
units or product lines. The business units typically remained and continued to develop and
manufacture their product lines. All of the companies continued to supply stand-alone
products to those customers that desired them. In addition, they integrated products and

services into solutions for those customers who preferred solutions.
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Customer-focused front end structure

The solutions vendors typically organized around customer opportunities.’ They created
single sales forces by combining the product sales people into customer-focused units. These
units were organized around customers, customer segments and/or geography. Sun
Microsystems is typical of the computer manufacturers in its organization, shown in Figure
13.4. In July 2000, Sun combined its separate product sales forces into its Global Sales
Organization.

The structure continues to evolve but it consists of four main units, two of which will
be explained here. Most customers are handled through a geographic sales organization
which they call Time Zones. Others are handled through channel partners like Value Added
Resellers (VARs), Independent Software Vendors (ISVs), Systems Integrators (SIs) and
others. But somewhere around 20 large, global customers are handled individually in a
customer unit. IBM, which is ten times the size of Sun, focuses on 1,000 global customers
and organizes the accounts into industry segments like Financial Services, Manufacturing,
etc. And, finally, there is a Solutions unit that focuses primarily on horizontal solutions.
IBM locates its horizontal solutions unit in Global Services. These customer and solutions
units have the primary responsibility for speed, flexibility and integration.

The rest of the structure consists of the product lines for services, hardware and soft-

ware. Each group is further subdivided into individual products like education services
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Figure 13.4 Sun Microsystems organization structure (¢.2001)
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and desktops. The operations group is the manufacturing assembly operations that are

increasingly outsourced.

Global account management

The largest and most profitable accounts, like Nokia and eBay, get a dedicated team to serve
them. The team structure is shown in Figure 13.5. The team is a re-creation of the company
in microcosm. Each product line is represented on the team.

The team is to deliver all of the company’s capabilities to the customer. They are to
mobilize and integrate Sun’s total offerings on behalf of the customer.

The team articulates a customer strategy and prepares a customer plan by product line,
geography and solution. The sales people are the links to the product lines. The planning
process builds the relationship with the product lines and educates everyone about the high
priority customers. The plan also identifies investments to be made to win big solutions
contracts. These opportunities, like a wireless application for a customer’s sales force and
field personnel, could be a $250 million global project and take three years of preparation
and investment to win. Solutions are a patient money game. But the time allows the team
to prepare all the product lines to act when the request for proposal is finally issued.

The key roles in this unit are the Global Account Manager (GAM), the Project Manager
(PM) and the solutions sales person. The GAM is not just a sales person, however. Most
GAMs are general managers for the accounts that amount to about $100 million per year.
Growing and finding these general managers is a challenge and often limits how fast a
company can transition to solutions. The other key role is the Project Manager. This person
and the GAM marshal the resources from across the company to respond quickly to capture
opportunities. The PM manages the proposal effort and the implementation when a proposal
is won. Growing and finding these people is another human resources challenge. PMs who
can manage the $250 million project mentioned above in 85 countries are rare. The other
role is the solutions sales person who joins the team when a large solution opportunity is

Global Account Manager
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Project Management

Architect Hardware Software Services Solutions

— Servers North America Professional

Middleware
— Servers EMEA Customer

Java

Education

— Desk Tops
— Storage North America

— Storage EMEA

Figure 13.5 Global Customer Account team
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anticipated. So a wireless person would join for a time when the wireless opportunity is
alive. Then a portal solutions person may join when portals become an opportunity. These

people are part of the solutions unit and move from opportunity to opportunity.

Solutions unit

The solutions unit is to develop and implement those solutions that the company has chosen
to offer. The solutions vendor typically chooses to offer solutions at which it is superior
and which can be replicated across multiple customers. The large companies cannot make
money by offering solutions on a one-off basis. Sun has chosen about eight areas in which
they offer replicable horizontal solutions like portals, wireless, payment systems, collabo-
rative computing (computer aided design or CAD), electronic markets and customer
relationship management (CRM). Each solution is a combination of products from Sun’s
hardware, software and services units, as well as software from ISVs like Oracle and
Peoplesoft along with consulting, systems integration and outsourcing from firms like EDS
and Accenture. The solutions unit is to select the best products from inside and outside of
the company to combine into a solution.

The solutions unit shown in Figure 13.4 has a department for each chosen solution area.

There is a champion for the solution who heads the department and a team of six to ten
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Figure 13.6 Structure of the Wireless Council

246



INTEGRATED SPEED AND FLEXIBILITY

people. These teams consist of eight- to ten-year company veterans who have a combina-
tion of marketing, engineering and sales backgrounds. One or two may come from outside
the company to provide unique expertise. In each Time Zone there are salespeople who
assist account teams in the capture of solutions opportunities, as shown in Figure 13.5. Each
solution has about 15 to 20 people in the field for this purpose.

Each solution team has a Solutions Council that connects to the product lines or busi-
ness units. Figure 13.6 shows the product lines that contribute a representative to the
Wireless Council.

These product lines have offerings that make up the solution. Some products, like servers
in hardware, may require some modifications to make the solution perform better. Figure
13.7 shows the Payment Systems Council. These include systems sold to an oil company
that wants to set up smart card pay stations at gasoline pumps connected to the internet.
Each solution involves different product lines in the offering. The council system is intended
to allow Sun to configure whatever products and capabilities it needs in order to form a
solution. It does not create a separate business unit for a solution. It uses councils to
configure and reconfigure the company’s capabilities into solutions that customers value.

Each product line also needs to create flexible resource units that can provide talent to

swing into action when an opportunity arises.
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Figure 13.7 Structure of the Payment Systems Council
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Flexible resource units

The solutions vendors all created talent pools, both internally and externally, that could be
tapped and organized quickly into capture teams or execution teams (see Figure 13.8). They
also found ways to leverage the talent and design the work to match the scarcest skills. And
finally, they developed processes for allocating talent to the top priority opportunities. The

talent allocation will be discussed in the section on processes (see pp. 251-256).

Talent pools

Each vendor created pools of talent that could be used flexibly and quickly in responding
to customer opportunities. One pool that all of them created was a professional services
unit. These units were staffed with mostly outsiders who were consultants in the solutions
arca and systems integration specialists. These professional services units were run like
consulting firms. The talent moved from project to project. Each person had to be billable.
The GAMs all had budgets and would buy time from these people for customer calls, work-
shops, conferences, project execution and proposal preparation. The computer companies
typically hired a partner from a consulting firm and gave them the responsibility to build
the unit.
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Figure 13.8 Flexible resource units
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Another practice was the creation of quick response teams in the solutions units. These
were professionals who were trained in the skills to support the solutions. At Sun the 15-20
people in the field were available for staffing capture teams in their solution’s area. At IBM
several hundred people were available for regional and even global assignments to capture
and execute wireless solutions. IBM’s size gives it the opportunity to create these specialized
quick or rapid response units.

At Sun the product lines all had business development units and growth goals to
encourage them to respond to solutions opportunities. These units were staffed with
marketing and engineering types who could be dispatched quickly and work on a capture
team for four weeks and then return to another opportunity. For some large projects and
for top priority customers engineers and architects in the business units may be pulled off
current work to capture opportunities. If these big opportunities can be anticipated to some
degree, these people can be selected in advance and participate in the preparation of
customer and solution plans. Then when the opportunity materializes, they can take their
place on the capture team and be ready to run. This reserve capacity works best when there
is some lead time to prepare the people. The reserves can then create a plan for filling in
for themselves when they are called. In these ways flexible talent pools, both full time and

reserve, are available for real time staffing of opportunities.

Leveraging talent

The computer companies, investment banks and consulting firms all tried to leverage talent
on a regional and global basis.* Sometimes leverage was achieved by changing organizational
structure, sometimes by structuring the work and skills, and sometimes by moving work
to the talent.

In the early 1990s almost all consulting firms, investment banks and computer companies
were organized by country. As a result, talent was locked up in country silos and the firms
were unable to respond quickly enough on cross-border opportunities. By the late 1990s,
these same firms had eliminated country profit centers and had moved to global accounts,
as shown in Figure 13.5, and organized talent by regions, such as Europe Middle East Africa
(EMEA). Both IBM and Accenture reorganized after they lost opportunities to EDS, which
had a global customer and regional talent structure. IBM and Accenture simply could not
move fast enough on cross-border opportunities, so customers subsequently awarded the
contracts to EDS, who could. Today, global customer and regional talent structures are the
rule for professional services companies and the services units of other companies.

All firms providing solutions faced the challenge of leveraging specialist skills that were
in short supply. In the late 1990s, Hewlett-Packard put together an e-commerce strategy
for Europe. However, they could implement only a fraction of it. In Europe, H-P had only
ten people who were qualified to install secure transactions over the internet. And even
though every bank in Europe wanted to implement an e-commerce program, no bank would
sign a contract until they saw that one of the ten experts was going to work on their project.
The consulting firms were limited first by scarce SAP-skilled programmers, then by XML
programmers. When solutions providers take on large scale and scope solutions, there is a
high likelihood of encountering a scarce skill that limits the opportunities that the companies

can pursue.
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The firms in the study responded to the scarcity of talent in a number of ways. Most
tried to increase the talent available. They ramped up their training of internal people,
launched recruiting drives and searched for outsourcing partners (to be described next). In
the short run they leveraged their existing talent by designing key roles for them and by
adopting human resource practices to retain them. The talent in the limiting skill was usually
ranked from critical to normal and placed in two or three categories. The people in the
critical category were then given their choice of projects. They were also paid at market
rates, which were higher than normal company salary rates. These critical thought leaders
would also float across projects and get in early on a project. Their early entry would usually
lead to key guiding design decisions. Then they would move to the next project and normal
talent could move in as the need for critical skills fell. These same people would be used
in review boards to re-enter the project at key checkpoints. The early entry and re-entry
at checkpoints allowed the scarce critical talent to be leveraged and to provide coaching to
develop the normal talent.

Another way to leverage talent was to move work to where the talent exists. One way
is to employ “follow the sun” development processes used by most software developers to
reduce development time. Another example can be found in engineering and construction
(E&C) firms like Fluor-Daniel. These turnkey project performers allocate their design and
management work for maximum leverage. In one case an E&C firm was building a refinery
in a developing country. The firm put the project management into its Calgary office. An
experienced project manager was located there principally because the Canadian govern-
ment provides funds at attractive rates when projects are located in Canada. The critical
catalytic cracking design was assigned to the Irvine, California office where the center of
excellence was located. Mechanical and civil work went to the Houston office where
capacity was available. Then, when the critical top 40 percent of the design work was
completed, the remainder of the work was sent via satellite to the Philippines where it was
finished at more cost effective rates. The Filipino engineers, many of whom had been trained
in the US, completed the 15,000 isometric drawings to guide the refinery construction.
Each of these allocations leveraged the E&C company’s skill base. As CAD systems develop
on the internet, knowledge work can be moved to where the best talent exists.

So the electronic movement of work takes its place with work and organizational
restructuring, all of which enable fast, flexible solutions firms to leverage talent.

Partners

The solutions providers always went outside for partners for talent. The large scope solu-
tions always exceed the talent repertoire of even the largest firms, like IBM. These partners
are also a source of talent pools and scarce talent when responding to customer opportu-
nities. The skilled solutions firm invests a lot of time recruiting, certifying, and building
relationships with its partners. Sun is a good example of a sophisticated partnering firm.
The solutions unit at Sun is one hub around which the company’s capabilities are gath-
ered for the customer. A second hub is the ISV unit in the Software Group. The ISV unit
identifies and recruits independent software vendors (ISVs) which can be gathered into the

company’s solutions. This unit has an identical structure to the solutions unit. There are
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the same departments for Wireless, Payment Systems, etc. The Wireless department iden-
tifies the top application software vendors for the wireless solutions that Sun chooses to
offer. It works with these ISVs to get their software to run well on Sun computers. Another
hub is the Systems Integrator (SI) unit in the Channel Partners group. Like the ISV unit,
they identify the best SIs to be partners for solutions. Some are best for wireless in Financial
Services applications, others for wireless in manufacturing applications. Some are best
in Europe and others are strong in Japan. The solutions planning process, driven by the
solutions unit, is the forum in which partner selections are finally reached.

The selected partners then go through a process of certification. That is, a team from
Sun audits the partner and certifies its capability to meet Sun’s solution criteria and talent
availability. The partner may then use the certification in its own advertising. Sun holds
annual conferences for its partners where all participants in a solution can meet and discuss
current practice and future developments. One of the issues the partners discuss is their
common process for developing solutions. Then, when a solution opportunity arises, the
partners can focus on what to do, having already agreed upon how to do it.

Sun works hard to develop a partner community. They select partners based on comple-
mentary competencies and on common values. The partners they select agree on
non-compete areas and open systems standards. The conferences, common web sites, joint
advertising, joint display booths at trade shows, common processes and common values all
are important features in creating a community of partners, which Sun sees as an advan-
tage. In addition, Sun pays commissions to the sales forces of community companies that
make sales and generate leads for other community companies. And every year the CEO
of Sun has “Summit Meetings” with the CEOs of Sun’s major partners. In these ways, Sun
builds and maintains a community of partners whose resources can be marshaled quickly to
pursue solutions opportunities.

In summary, the case study firms moved to become integrated, fast and flexible by
creating customer-focused units to address the customer opportunities and marshal the
company’s resources to meet them. They selected solutions that were valued by the
customer and at which the company could excel. The company’s capabilities were orga-
nized into councils to better enable the development of solutions and preparation of plans.
These councils were staffed with talent from pools that were organized to provide just-in-
time staffing to respond to customer opportunities. These pools were both internal and
external to the firm. Talent was leveraged across the firm with regional pools, critical talent
programs and the electronic movement of knowledge work to where the best talent could
be found. The mechanisms making this solutions system work were the management and
business processes that were designed to deliver speed, flexibility and integration.

PROCESSES

The solutions provider, like the company organized by business units, employs management
processes, such as planning and budgeting, as well as business processes, such as new product
development and supply chain management. But the solutions provider has some additional
processes and modifications to the standard ones. In the planning process, the solutions

provider has customer and solutions strategies and plans, as well as a reconciliation process
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with business unit plans. Solutions providers use a product portfolio planning process in
addition to the new product development process. And finally, there is the opportunity
management process. In this process there are key decisions of staffing the capture and
executing teams and pricing the products and services comprising the solution. These
processes are the primary vehicles through which management achieves the integration and

the speed to deliver solutions to customers.

Strategic planning

The strategic planning process lays the foundation on which the solutions provider can then
move with speed and flexibility. In this sense, planning is, indeed, preparing to move oppor-
tunistically.5 Even in these fast moving companies, activities are not 100 percent sense and
respond. They plan when they can and respond when they cannot plan. They use planning
to reconcile product and customer plans, develop solutions policies and arrive at priorities
for customers.

The strategic planning process is to achieve the integration dimension. Like the business
unit firm, the solutions provider prepares strategies and plans for product lines. But the
solutions provider also prepares customer and solutions strategies and plans. These plans
then need to be reconciled in order to achieve goal alignment prior to taking action. All of
the firms used some type of spreadsheet as shown in Figure 13.9. For example, they would
compare plans for server capacity and resolve differences so that product and customer goals
were the same.

These discussions would also raise issues about solutions prices and product prices in a
solution. The discussions would lay the ground work for the solutions pricing policy.

Another issue might be whether a product line could opt out of a solution if it did not like

Customer/Solution Units
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Revenues
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Growth
etc.

2
Product
Units
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Figure 13.9 Spreadsheet to reconcile solution and product plans

252



INTEGRATED SPEED AND FLEXIBILITY

the price given to its product. And if it could opt out, could the solutions unit use a
competitor’s product in its place. All of these are contentious issues. The function of the
planning process is to raise, debate and resolve these issues prior to responding to oppor-
tunities. Planning allows the company to go on maneuvers before using live ammunition.
The other outcome of the planning process is customer priorities. A company cannot
respond immediately and totally to every customer opportunity. So the solutions providers
place priorities on customers based on profitability, ability to learn, or future profitability.
They will respond to the top priority customers in a manner that is fast and integrated. The
critical talent will be assigned to these customers’ opportunities. Planning is the forum for

the debates around which customers are top priority customers.

Product portfolio planning

Each product unit develops its own products but each unit’s products must work together
with the products of other units to provide a solution. The strategy dimension of compo-
nent integration is important in determining how much effort must go into planning the
entire portfolio so that the products will work together. For example, if Nokia is going to
offer Third Generation equipment® it must have switches and transmission products, soft-
ware, consulting practices, customer service contracts as well as handsets that all work
together using 3G technology. The product units cannot independently develop their own
product lines without a dialogue. A strong top management team is required to guide the
portfolio planning process. The Nokia software product business may want to challenge
Microsoft. However, Nokia will also need a totally integrated product line in order to
provide customer solutions. Through the portfolio planning process, the software and other
product groups have to develop a strategy that advances their product line as well as
integrates the products into solutions offerings.

Many companies move to modular architectures and adopt industry standards. These
practices loosen the integration of products required to form a solution. Business units can
opt in and out more easily. Customers may want to choose which products make up a solu-
tion. Competitors’ products meeting industry standards can then be substituted. The

product portfolio process is the forum for deciding on standards and modular architectures.

Opportunity management process

The structuring and planning described above create a platform on which the solutions
provider can then sense and respond.” When opportunities materialize, they are not always
like the plan, at the anticipated price, and usually the exact timing is different. The company
must then match resources to opportunities in real time. This matching is the key manage-
ment process in achieving speed, flexibility and integration. There are two aspects to this
real time response to opportunities. One is pricing and the other, on which we will focus,
is the assembly and disassembly of capture teams and execution teams.

The pricing decision was one of the issues debated in the strategic planning process. The
output was a solutions price, and prices for all products and services comprising the solu-

tion. More important was the pricing policy and opt in—opt out policy. But the real price
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is always different and the likelihood of disputes is high. The disputes slow the response to
the customer opportunity. In order to move quickly, Sun put the pricing decision with the
GAM and the customer unit. The P+L responsibility rests with the Global Sales
Organization. The product lines are product development oriented cost centers. At IBM,
the final pricing decision rests with the Finance unit. They decide quickly so that everyone
focuses on the opportunity and the customer.

The other challenging aspect is the real time staffing of teams to capture solutions oppor-
tunities and execute the projects when opportunities are won. The best case scenario is the
one where the planning works. The GAM gets out ahead and learns that an automobile
OEM is going to buy a collaborative computing (CAD) solution in 18 months. The account
PM gathers a team based on the solutions unit’s recommendations from the business
development units of the product lines, from the chosen ISVs and from the Sls. They put
together a preliminary plan as part of the annual planning process. Then, when the customer
issues its request for proposal, the team is reactivated and a more detailed and current
proposal is created. A few months later the contract is awarded and the execution team
swings into action led by the account PM. A few opportunities follow this optimistic
scenario. More likely, they follow the realistic scenario.

Most of the time the actual opportunity is different than anticipated, is later than planned,
and the original team is busy on other projects. Some opportunities come out of the blue
because of an acquisition or are postponed because of a revenue shortfall. There is often a
surprise limiting skill area. Under these circumstances, the GAM, the PM and the customer
priorities come into play. The PM goes to the scheduling unit for professional services, to
the company yellow pages and web sites, and to the other flexible resource units. The
resource units allocate available people to the opportunity. For high priority customers and
large opportunities, the resource units may reassign the top people to the new opportunity
and replace them with others who are available. When disagreements arise, the GAM may
go to his or her network to persuade resource units to make their top talent available. Some
staffing issues may find their way to higher levels in the hierarchy for resolution. All of the
firms started with this informal process. But some thought there was a better way.

Some firms think that the best way to staff the attractive opportunities is to have an
explicit process for allocating talent. They want to conduct real time, or just-in-time,
staffing from a total company perspective. The informal process described above may take
too long, there may be a large number of disputes about the limiting talent specialty and
this may result in suboptimal allocations. They want the matching of talent to opportuni-
ties to match the priorities and needs of the business rather than powerbase of the GAMs.

There were different processes chosen by a number of the firms, but they were all flex-
ible as to when a decision-making group would be convened. IBM had the most regular
process. The European Leadership Team (ELT) would meet weekly but the frequency could
be increased to twice a week if the number of decisions required increased. The ELT would
consist of the head of Europe and all of his direct reports. In addition to other issues, the
ELT would match talent to opportunities for large solutions. This process allowed real time
staffing on a regional basis.

The EDS process was conducted on a global basis. The top team, led by the CEO, would

monitor and discuss the top ten opportunities in the world. When one was activated, the
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team would choose and dispatch the talent to the capture team location. The effectiveness
of this process caused Accenture to reorganize. The Managing Partner of Spain informed
Accenture’s head of Europe of an opportunity in which Banco Santander was going to
outsource its global information technology operations. Accenture agreed to put together
a capture team to bid on the opportunity. The very next day the Spanish Managing Partner
called the head of Europe to tell him that, overnight, 50 professionals from EDS had arrived
in Madrid and were working on the proposal as they were speaking. The head of Europe
was shocked. He had just begun negotiating with the country heads to free up talent to
work on the Spanish opportunity. He figured it would take him another weck to staff the
team. Even then he could not be sure that the best talent was working on the opportunity.
Banco Santander was impressed and EDS won the contract. A little later Accenture reor-
ganized into customer industry groups and regional, not country, talent pools with a regional
allocation process.

The challenge of implementing regional and global talent allocation processes is in
accessing all the information needed to get a good match between the opportunities and
the talent. The decision-making group needs to know the set of opportunities available, the
scope of work at the projects for these customers and the nature of the talent available. It
is the information about the talent that is particularly challenging. Most management teams
are experienced at allocating money from a total company perspective. But talent involves
three issues that make allocating it on a company-wide basis difficult. For starters, a dollar
equals a dollar. But a software programmer does not equal a software programmer. It is
believed that a good programmer can be ten times more productive than a mediocre one.
So the decision-makers need to know the individuals, but there may be hundreds or more
people in the talent pool. Second, dollars do not care if they are spent on R&D or adver-
tising. But people care very much where the project is located and whether it is challenging
or not. The top-down assignment of critically skilled people to projects that they do not
like will cause them to leave and join a competitor. So the decision-makers need to know
the work preferences of the critical people. And finally, dollars do not care with which
dollars they are combined to fund an initiative. For people, the co-workers are important.
Again, the decision-makers need to know something about the chemistry between key team
members. These factors are all important to the effective functioning of opportunity teams.

Some firms try to capture as much of this information as possible. Some of it can be
captured in formal information databases to create a company “yellow pages” for talent that
can be accessed by decision-makers. But much of it cannot be captured. So in order to bring
all the data to the table, some consulting firms increase the number of people at the decision-
making meeting. Ernst and Young (E&Y) Consulting would convene a regional task force
for one or two days if needed to match talent to their opportunities. Like other consulting
firms, E&Y used scheduling managers at all of its large offices. For most projects the account
managers, project managers and scheduling managers can arrive at acceptable staffing plans
for projects. But in the late 1990s there was a shortage of programmers who knew the SAP
application language. Then E&Y, at the initiation of the scheduling managers, would convene
a task force when shortages developed. They would gather people who knew the customers,
the projects and the talent specialties. They would even include some of the key specialists

in the meeting. These people could choose assignments or have a voice in the assignments
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that they felt were attractive. The task force could involve 30 to 45 people in matching
resources to opportunities. But, in this manner, the firm was able to get a total perspec-
tive on the set of opportunities, the business priorities, the nature of the projects and the
needs and desires of the talented people. (E&Y even experimented with a spot market for
an SAP programmer for a week.)

These real time talent allocation processes are the current challenge for fast, flexible and
integrated firms. It is difficult to get a total company perspective and also know the details
of preferences of talented people and the chemistry of combinations of them. Yet, this
information is exactly what’s needed to satisfy important customers and to motivate and
retain the talent that services those customers. The consulting firms and investment banks
are probably the most advanced in this area. The solutions providers need to advance their
management teams to this level. The management teams are used to deciding global issues
on a periodic, not real time, basis. They have learned to discuss talented people in assessing
promotion needs of the company and development needs of the top 150. But matching
talent to the top opportunities is a new challenge for them.

Summary

The fast, flexible and integrated company is one that has aligned its organization and strategy
to attain these three attributes. While all companies are struggling with the challenge to
become simultancously fast, flexible and integrated, the solutions providers are a good
source of lessons in how to do it. The most advanced firms are those offering solutions that
have many different kinds of components, and are integrating those components into valu-
able packages for the customer.

This strategy is matched with a structure that consists of business units plus new units
for customers, solutions and flexible resources. There is usually a team connecting all units
that form a solution. In addition to the usual management processes, there are modifica-

tions like reconciling business, customer and solutions strategies and additions like a product
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portfolio plan and an opportunity management system. The key clement in this latter
process is the real time matching of talent to opportunities. The reward systems are those
that emphasize one company and customer metrics like retention and customer share. The
human resource issues are the challenges of finding Global Account Managers and Project
Managers, and creating and maintaining flexible talent pools. These units consist of people
who like change and variety and operating in consulting firm environments. Collectively,
these policies combine to support the speed, flexibility and integration required to deliver

solutions to customers who want them.

NOTES
1 See G. Stalk and T. M. Hout, Competing Against Time (New York: The Free Press, 1990).

2 See Jay R. Galbraith, Designing Organizations, revised edition (San Francisco, CA: Jossey-
Bass, 2002).

3 See Russell Eisenstat et al., “Beyond the Business Unit,” McKinsey Quarterly, no. 1 (2001).

4 See Jay R. Galbraith, Designing the Global Corporation (San Francisco, CA: Jossey-Bass,
2000).

5 See J. B. Quinn, Strategies for Change (Homewood, IL: Richard D. Irwin, 1980).

6 Third Generation (3G) is a wireless technology that will permit handsets to connect to the
internet and to various company databases.

7 See S. P. Bradley and R. L. Nolan, eds, Sense and Respond (Boston, MA: Harvard Business
School Press, 1998).
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Chapter 14
HRM and innovation

Ralph Katz and William M. James

The field of management practices has witnessed a constant parade of fads and shifts over
the last number of decades. Over this period, for example, we’ve experienced dramatic
shifts in the focus of industrial R&D-based strategies. The 1980s and early 1990s were char-
acterized by an almost obsessive focus on quality programs and continuous improvement,
the direct result of the successful Japanese quality and product proliferation movement as
they gained rapid market share in many industries, including consumer electronics, semi-
conductors, and the automobile industry. The Asian industrial juggernaut turned out
incrementally improved products at reduced cycle times that gave pause to any industrial
firm that wanted to view itself as an innovation leader. HRM was quickly asked to develop
the policies, practices, and education/training that would support these fast-cycle time kinds
of product initiatives.

This trend gave way to the re-engineering era, the product of the early 1990s’ economic
downturn. Re-engineering became synonymous with downsizing and with it came a real
decline in most industrys’ R&D efforts. HRM was now asked to shift its focus to helping
the organization function in a more lean, productive, and efficient manner. This phase
evolved into the “irrational exuberance” of the late 1990s in which R&D expenditures grew
to focus on organizational growth through radical or breakthrough innovations. All too many
CEOs were constantly being heard making bold announcements to analysts that their orga-
nizations would “double in size over the next four to five years through new technical
breakthroughs.” After issuing such kinds of unsubstantiated predictions, the CEOs quickly
turned to their R&D V.P.s and said: “Can you do it?” The R&D V.P.s, who were now
stuck with these demands, would in turn ask their HRM V.P.s to develop the policies, prac-
tices, and education/training that would yield these still unknown but requisite creative
breakthroughs.

The effect of these trends has been a dramatic transition from bottom-line financial
improvements to top-line growth and, with it, the need to concentrate more broadly about
managing increasingly significant innovative advances. The “dot.com” revolution rose and
fell precipitously during the last few years and with it came a rebirth of the technology
“rainmaker” or, in the vernacular, the “knowledge athlete.” These technical gurus and
specialists became revered as the backbone and spirit of new technology enterprises whose

goal was to replace older, less innovative companies or create entirely new businesses. The
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successful commerecialization of new technologies, such as biotechnology, IT, telecom, and
e-commerce, has made heroes of many of these new technologists. At the same time, many
research studies have now convincingly demonstrated a very consistent pattern of results
with respect to the management of innovation. In almost every industry studied, a set of
leading firms, when faced with a period of discontinuous change, failed to maintain its
industry’s market leadership in a new technological era. This pathological trend, described
by many as the tyranny of success, in which winners often become losers—in which firms
lose their innovative edge—revealed that the very factors that led to a firm’s success also
played a significant role in its demise. The leadership, vision, strategic focus, valued compe-
tencies, structures, policies, rewards, and corporate culture that were all so critical in
building the company’s growth and competitive advantage during one period can become
its Achilles heel as technological and market conditions change over time.

Continuous improvement, followed by downsizing, then radical innovation and, finally,
the “dot.com” boom is an almost schizophrenic series of changes in the brief period of a
little more than a decade. At the organization’s operating level, managers should have been
asking whether their human resource policies and practices were robust enough to keep
pace with these shifts in strategic emphasis. It is our strong belief through our combined
years of research, consulting, and practical experiences, that HRM practices need to be
firmly grounded in a few basic concepts to weather that broad range of business environ-
ments that will continue to occur in order to provide the foundation for good personnel

practices that will support the necessary innovative efforts.

DUALISM AND CONFLICTING ORGANIZATIONAL PRESSURES

It is first important to recognize that patterns of success followed by failure—of innovation
followed by inertia and complacency—are not deterministic. They do not have to happen!
Success need not be paralyzing. To overcome this tendency, especially in today’s rapidly
changing world, the HRM function has to recognize and deal more than ever before with
the conflicting challenges of dualism, that is, it has to function efficiently today while inno-
vating effectively for the future. Not only must the organization be concerned with the
financial success and market penetration of its current mix of products and services, but it
must simultaneously focus on its long-term capabilities to develop and incorporate what
will emerge as the most customer-valued technical advancements into future offerings in a
very quick, timely, and responsive manner. A corporation today, no matter how it is struc-
tured and organized, must find ways to internalize and manage both sets of concerns
simultaneously. In essence, HRM must help build internally those contradictory and incon-
sistent structures, competencies, and cultures that not only foster more efficient and reliable
processes but that will also encourage the kinds of experiments and explorations needed to
re-create the future even though such innovative activities are all too often seen by those
running the organization as a waste of or threat to its current priorities, practices, and basis
of success.

But even getting an agreement on a common definition of innovation demonstrates the
challenge that underlies this work. Innovation activities have generally been classified as

cither radical or incremental, continuous or discontinuous, competence-enhancing or
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competence-destroying, and most recently as sustaining or disruptive (see Utterback, 1994;
Tushman and O’Reilly, 1997; Katz, 2003; and Christensen, 1997 for more details on these
innovation models). Much research on these classifications had focused on which type of
innovating activity is the most important and effective for enhancing organizational success.
But most astute managers and leaders understand the necessity for both and the need to
identify and somehow manage the issues associated with these apparent contradictory inno-
vation approaches. The simple point is that HRM function must realize that organizations
need to have split personalities to simultaneously manage both approaches, and do it well.
A singular strong cohesive organizational culture can easily undermine this need for multi-
plicity—this ability to create ambidextrous organizations that concurrently work and
commercialize the different kinds of innovation streams (Tushman and O’Reiﬂy, 1997).

While it is easy to say that organizations should internalize both sets of concerns in order
to transform themselves into the future, it is a very difficult thing to do. Witness, for
example, the experiences of Procter and Gamble (P&G) over the past few years. In the
beginning, the analysts claimed that P&G was doing a very good job at managing its existing
businesses but unfortunately was not growing the company fast enough through the
commercialization of new brands or new product categories. P&G then impressively intro-
duced a number of very successful new products (Swiffer, Whitestrips, Thermacare, and
Febreze—just to name a few) that were collectively bringing in considerably more than a
billion dollars in added revenue per year. The analysts, however, switched gears again
acknowledging P&G’s new product initiatives but criticizing them for taking their eye off
its existing brands and losing important market share to very aggressive competitors. It is
not particularly surprising that these same analysts wanted P&G to de-emphasize its new
venture strategies and investments in order to concentrate on protecting and strengthening
its major bedrock brands. The pendulum just seemed to keep on swinging.

The unfortunate reality is that there is usually much disagreement within a company
operating in a very pressured and competitive marketplace as to how to carry out dualism
rather than the back and forth pendulum. Amid the demands of everyday requirements,
decision makers representing different parts of the organization rarely agree on the relative
merits of allocating resources and management attention among the range of competing
projects and technical activities; that is, those that directly benefit the organization’s more
salient and immediate needs versus those that will fuel long-term growth sometime in the
future. Consider the reactions of individuals representing different functions of the organ-
ization to a very simple question like: “What is heaven to you from a product line point of
view?” Managers in a manufacturing setting would typically respond that in their “heaven,”
there would be only one product with no design changes. This would help enable them to
build the most reliable processes for rapid and high output volume that hopefully would be
defect free. Marketing managers, on the other hand, would have a diametrically opposite
point of view. In their “heaven,” there would be unlimited product variations so that they
could customize and personalize their products and services as rapidly as possible to each
and every individual customer. This would enable them to be close to their consumers to
gain as much market share as possible. R&D personnel would give yet a third response.
From their point of view, “heaven” would be characterized by their ability to work on the

most exciting, state-of-the-art, technical breakthroughs to eventually deliver superior,
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value-added products to either established or new markets. And naturally this could be
more easily achieved if there were essentially no monetary budgets or time deadlines. This
“heavenly” description, however, would scare the daylights out of the finance (e.g., the
controller) function who see their “heaven” as one with strong monetary, budget, and
schedule controls so that they could both predict and report accurate information in as
timely a fashion as possible. This would help minimize uncertainty and yield the strong
financial controls necessary to sustain growth, profitability, and overall market value.

None of these individual points of view in and of themselves are wrong; in fact, they
are all necessary. The organization needs manufacturing and operations to continuously
work towards greater efficiencies and lower costs especially as product lines become more
mature, customers expect better values, and competition becomes much more grounded
in relative costs. In a sense, customers no longer want just better products, they now want
them better and cheaper. At the same time, the organization doesn’t need just people in
marketing—it needs people who know the markets. The marketing people have to know
their customers and consumers and the changes that are taking place in the many different
environments so that appropriate products can be successfully developed, distributed, and
sold to meet customer and user needs.

But, unfortunately, not all needs are easily identifiable or articulated. Consumers cannot
readily visualize new products or new benefits beyond a logical extrapolation of their current
experiences. While they can tell you about their explicit uses and experiences with current
products and services, they can’t easily tell you what might be technologically feasible. The
R&D function, therefore, must not only work with marketing and manufacturing on
improving existing product line features and services, it should also strive to develop the
future products and services that meet unarticulated or tacit needs based on relevant
enabling technological developments and capabilities that are occurring on a global basis.
Finance, on the other hand, needs to ensure that the organization will remain fiscally respon-
sible and sound and that the new products, services, acquisitions, strategic initiatives, etc.
are not “out of control.” At the same time, it must work not just to control R&D, marketing,
and manufacturing but also to support and work with these functions over time to deter-
mine the combined functional strategies that will enable the company to make money from
new R&D, engineering, and market-based initiatives.

The critical factor, for example, that allowed Xerox to become so successful in commer-
cializing its new copying machines was not the photostatic technological breakthrough per
se. After all, Business Week’s evaluation of Xerox’s new product when it was first introduced

was very pessimistic. In its September 19, 1959 evaluation, Business Week concluded:

Office copying is a field where Haloid (Xerox) will find plenty of competition.
Most of the 30 or so copying machine manufacturers are already in it with a variety
of products and services including such strong competition as 3M (thermofax) and
Kodak (verifax).

What fooled the experts and permitted the ultimate success of Xerox was the financial

leasing strategy that allowed customers to primarily pay only for the copies they made rather
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than having to make a huge capital outlay to purchase very expensive machines. Amazingly
enough, businesses and consumers never believed they would ever need to make a lot
of copies. But once the machines were installed and available, users soon uncovered all
kinds of “new” needs and uses and, as we all know today, the amount of copies being made
has probably grown exponentially over time despite the constant “paperless office” predic-
tions. Many similar examples can be found in the joint functional implementation strategies
of many other successful breakthrough products. The implication for the HRM function is
not getting the functional areas to think alike, to be similar, or to be harmonious (at least
one major company actually titled their HRM V.P. the “V.P. of Harmony”). The trick is
to have them maintain and use these differences as they work together to come up with,
and more importantly, execute a business strategy. Functional areas do not have to be “team
players;” they should be “people playing and working together as a team.” Much too
frequently this approach runs amok in the execution of HRM policies and practices,
including its feedback, and reward systems, where there is, in fact, great pressure to “harmo-
nize HRM systems” to a “one-size fits all” approach. All this despite the desire to create and
maintain organization sub-cultures that recognize the differing needs of the ambidextrous

organization.

HRM AND THE AMBIDEXTROUS ORGANIZATION

In most organizations, HRM concentrates on the functioning aspects of the organization. It
develops policies and practices that primarily support the on-going operations, including
job descriptions, performance appraisals, reward, and recognition systems, and educa-
tional/ training programs. Given this emphasis, the HRM function in most organizations has
failed to gain strong credibility within the innovating community. All too often, R&D
mistrusts HRM, viewing it as too soft, irrelevant, and unrealistic. To overcome this barrier,
HRM needs to understand some subtle but important differences between professional indi-
viduals working on future innovative areas (e.g., R&D) and those professionals working on
existing product lines and services (e.g., the other functional areas).

At the center of this controversy is one irrefutable but poorly understood concept.
Professionals working on cutting edge technologies and new-to-world products must have
a high tolerance for uncertainty, the operating definition of which is, “those things that you
don’t and can’t know . . . but wish that you did.” This is importantly different than the
“risk management” approaches commonly used in the continuous improvement innovations.
Risk is the probability or odds of achieving a loss and the inherent financial implications if
you do. This difference is extremely important in the implementation of effective HRM
policies and practices, which may unwittingly create greater uncertainty. For example,
seemingly insignificant changes in employee benefits and plans, performance evaluations and
reward systems that are in any way vague will be interpreted as heaping even more uncer-
tainty on those professionals whose daily life is already a sea of project uncertainties. The
response to even a marginal increase in uncertainty can become an irrational response, often
even an “off the chart” response, to what was intended to be a simple, minor change in

some HRM system.
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Motivation

At the heart of most of HRM concerns lies the broad area of motivation. But what exactly
is the secret to having motivated employees? While there’s no shortage of specific models
and frameworks, it is generally recognized that a person’s true commitment and/or intrinsic
motivation comes from the intrinsic nature of the work he or she is asked to do. Put simply,
people in general, and technical professionals in particular, like to do neat things—*“to boldly
go where no man has gone before.” If technical employees believe their work is challenging
and innovative, provides the opportunity for recognition, growth and advancement, and
gives them the freedom for independent action, they will strive to meet the demands of
their job, independent of its degree of difficulty. While extrinsic factors, such as salary,
benefits, status, security, and working conditions are also important, decades of research
studies convincingly show that they do not instill the kind of commitment and excitement
needed in a creative work environment where employees are expected to stretch their
thinking, push their ideas, and persevere to find solutions to tough, unyielding problems.
The degree of motivational potential of any specific job is dramatically influenced by how
the person views the job assignment on which he or she is working at a given point in time,
including how tasks, information, reward, and decision-making processes are organized,
structured, and managed. Even in situations of high pressure and unrealistic demands, R&D
professionals report that their work was truly motivational simply because they really felt
they were having fun while doing it. In some sense, then, highly motivating work assign-
ments should be similar to the activities individuals choose to do for fun on their own.
To pursue this analogy, let’s assume that many professionals enjoy playing golf or even
like to go bowling. Let us further suggest that one of the underlying reasons people like to
golf or bowl is that it’s a use of their own skills and abilities, performing their activities by
themselves based on their own individual styles and competencies. They can set their own
target scores and strive to achieve those scores at their own pace without holding others
back or being dependent on someone else’s capabilities. Notice, however, that most univer-
sity settings are structured in ways that ask students to take courses, prepare homework,
solve problems, complete exams, and get final grades as individuals. This individualism,
however, can become problematic in organizational settings when the professional is now
required to work interdependently on a project with others who may not be as technically
creative or as capable as him or herself. It is one thing to work with or be on a team with
someone who is at least as talented and as motivated as oneself. It is much more difficult
and, at times even exasperating, to work with someone who is less capable or less moti-
vated. Since technical competence and creativity are rarely uniformly distributed among
project team members, HRM education and training programs need to address the issues
of how to work and interact with others on either end of this distribution. If not, the R&D
professional and/or function is likely to end up working separately rather than interde-
pendently which, in turn, leads to the uncooperative organizational silos and communication
barriers that characterize far too many cross-functional relationships. Of course, such frus-
trations can also occur in bowling or golfing if one does not develop the patience and
sensitivity for having fun with individuals or teammates who cannot play as well, or who

are much less talented, or who play at a much slower or more methodical pace.
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Most likely, technical employees also like to bowl or play golf because they have a
complete understanding of what the whole game is from beginning to end. They see them-
selves playing an active and genuine role during the game because their contributions are
valued and respected. As a result, they feel they are significant and somewhat equal players
or colleagues within the overall team effort. Status and positional differences are minimal
since all scores count. No employee would be excited to play, on the other hand, if one
was told that his or her score did not count—or that one’s score was going to be canceled
or shelved—or if everyone else’s scores were seen as more pivotal or were weighted more
highly.

Even though the goals and objectives of the games are clear, bowlers and golfers are
given a lot of autonomy within which to play. They are free to develop their own indi-
vidual style, movement, and pace within the rules and constraints of the game. They also
know exactly how well they are performing while playing. Feedback is quick and unequiv-
ocal—and they know how they’re doing compared with others in the game. But again, no
one would like to bowl or golf if the alleys or fairways were draped so one couldn’t see
the pins or greens, or if one was told to come back in six months for a performance appraisal.
Nor would anyone enjoy the game if a boss stood by with constant suggestions such as:
“Move to your left, watch the red line, keep your grip steady, your arm straight.” And
finally, who would want to play if, as soon as one achieved a terrific score, the CEO ended
up congratulating the boss rather than the player? It is doubtful that anyone would truly
find bowling or golfing fun under these kinds of conditions. If work is to be viewed in the
same vein as having fun, then the job’s tasks should have some of the same characteristics
as golfing and bowling. But what are these task characteristics that create such high levels
of intrinsic work motivation? Referring to the motivation framework put forth by Hackman
and Oldham (1980), Figure 14.1 shows that people are more motivated when they feel
their jobs require them to use a wide variety of skills and abilities. All too often, profes-
sionals who work in well-defined positions become dissatisfied and unexcited when narrowly
structured tasks allow them to use only a small portion of their overall competencies and
educational training. Or, perhaps even more disillusioning, their assigned tasks might
involve only existing, older, or more mundane technologies rather than the newer and more
state-of-the-art ones that are being developed within their disciplines. The evidence accu-
mulated from many previous research studies seems to indicate that the broader the range
of skills and abilities tapped early in a person’s career, the more likely it is that the person
will remain to become a more effective and successful contributing member of the organ-
ization in the future. The key is not how many different projects or tasks individuals are
asked to perform, but whether they are able to develop the cumulative knowledge, perspec-
tive, and credibility essential for continued success within the organization’s particular
setting and culture.

In his seminal study of professionals in technical organizations, for example, Pelz (1988)
discovered that scientists and engineers were judged most effective when they devoted their
time across the range of activities within the research, development, and technical service
continuum rather than concentrating in only one of these domains. Young professionals not
only have to solidify their technical reputations by focusing activities and accomplishments

in a major project and/or technical area, they must also have enough diversity and exposure
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Dimensions of task

. Definitions
characteristics

The degree to which the job requires the use of different skills,

Skill variety abilities, and talents

The degree to which the person feels that he or she is part of the

Task identity whole job or project activity from beginning to end

The degree to which the job is considered important by, and has

Task significance impact on the lives of, others

The degree to which the job provides freedom, independence,

Autonomy and discretion in how the work is carried out

The degree to which the person is provided with clear and direct

Feedback information about the effectiveness of his or her performance

Figure 14.1 A framework for work motivation

Source: adapted from Hackman and Oldham, 1980

in their task challenges and networks to take the kinds of initiatives and come up with the
kinds of ideas that will enable them to become the organization’s future high flyers and star
performers (McCall, 1998; Kelley, 1998).

But getting one’s technical career off to a good start is not a foregone conclusion. Dalton
and Thompson’s (1993) work indicated that the establishment of a “professional identity” is
the critical first step in a successful technical career. It usually involved landing a challeng-
ing first assignment and demonstrating technical competency. It evolves to gaining indepen-
dence from the need for daily supervision and focusing on an area of expertise in which the
new hire becomes the company, or even a world, expert, albeit in a very narrow and specific
area. At this stage aspiring professionals are independent and sought after for their exper-
tise. They’ve become a member of the “technical club” that enables informal exchange of
information and networking that’s necessary for greater competence development.

Interestingly enough, it is not just the technical aspects of the work that are important.
Of the many job experiences investigated in our own organizational and research panel
studies of technical professionals’ early career years, the ones that seem the most predic-
tive for achieving promotions to higher managerial positions within an organization are the
opportunities to work at jobs that help familiarize them with the ways in which the organ-
ization deals with business and financial information. Most likely, these fiscally related
experiences and activities provided these individuals more opportunities of developing into,
and of being seen as, broader contributors. They were perceived as more capable of putting

together the kinds of business plans and strategies that make those managing the organization’s

266




HRM AND INNOVATION

existing operations and finances more comfortable—at least in terms of focus, scope, and
language—rather than the more one-sided, narrow technical arguments that are all too often
put forward by those who come to be viewed as individual contributors, specialists, or just
one-dimensional thinkers. It is extremely important for technical managers to learn how to
frame or “couch” their ideas and efforts into the kinds of business screens and financial termi-
nology that are specifically used by those in power to run and evaluate the organization’s
day-to-day pressures and alternative interests. Even Fortune Magazine’s most admired CEO,
General Electric’s Jack Welch, points out in his recent autobiography that as a Ph.D. chem-
ical engineer, he was sufficiently “green” in the intricacies of finance that he asked his staff
to prepare a book translating all of GE’s financial jargon into layman’s terms so he could
be more conversant with the people in the businesses (Welch, 2001).

Two other analogous and important characteristics of work in Figure 14.1 are task iden-
tity and task significance. HRM needs to constantly remind managers that work assignments
are more fun and motivating when people are given a complete picture of the project and
feel as if they are real members of the project team. And it is through the kinds of commu-
nications, involvements, and reward systems (or lack thereof) that take place that employees
build perceptions of these task dimensions. Consider, for example, the experience of a
project team of about 25 engineers from one of our research studies. These 25 professionals
had worked feverishly and had struggled together for several years to accomplish the kind
of technical breakthrough that would truly distinguish their product line from the compe-
tition’s products. What really mattered to this research team after all these years of effort
was not pay raises, promotions, or managerial praise and recognition. What they valued
was the opportunity to present their “breakthrough” as a team at their profession’s annual
international conference in order to impress their colleagues and sort of “stick it” to their
competitors (the company was even going to aggressively and publicly promote this break-
through to enhance the product’s market attractiveness). Rather than rewarding this team
to enhance its motivational commitment for future accomplishments, the organization
routinely replied to the team’s request by logically explaining that traditional HRM prac-
tices and procedures only allowed for one or two members of a project to present results
at a conference (even though the company would be spending hundreds of millions of dollars
to build its future business around this breakthrough). You can, of course, predict how this
perfunctory response affected the future enthusiasm of this team’s technical staff to want
to continue to work on this product, a team whose members had literally put their lives
“on hold” to meet incredibly aggressive deadlines. Their dimensions of task identity and
significance plummeted virtually overnight. While money, title, and praise may be very
visible on report cards, they are not always the most valued incentives—what really drives
most technical innovators is excitement in their work, pride in their accomplishments, and
the ability to receive recognition from those colleagues whom they value.

A fourth task characteristic in Figure 14.1 that’s key for inducing higher levels of moti-
vation is autonomy—the degree of freedom a person has in carrying out work requirements.
As autonomy increases, individuals tend to become more reliant on their own efforts, initia-
tives, and decisions. They begin to feel more personal responsibility and are willing to accept
more personal accountability for the outcomes of their work. In helping to design moti-

vating work environments, HRM must ensure that organizations do not confuse the
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distinction between strategic autonomy and operational autonomy—between what has to be
done in terms of goals, expectations, direction, and constraints versus how one chooses to
accomplish the goals. Many managers, unfortunately, combine or even reverse these two
aspects of autonomy. Rather than clarifying expectations and establishing clear parameters
that would encourage people to make decisions and take initiatives within well-defined
boundaries, organizations often give too much free reign with aphorisms such as, “Take
risk” or “Don’t be afraid to fail.” Then, as they get increasingly nervous, organizations try
to control and micromanage the work, imposing all kinds of unanticipated constraints and
changes. In interviews of several former Bell Lab employees, for example, we heard stories
of how Bell Lab’s management would often give initial research assignments to young tech-
nical professionals with well-intentioned but rather unclear mandates such as, “Go be
creative” or “Go think great thoughts.” Many of these young professionals would then go
off on their own trying desperately to be creative. Many would eventually emerge months
or even years later with some wonderful new thoughts or ideas only to discover that Bell
Lab managers were not really interested in pursuing something in that particular area, some-
thing that risky, or something that required that much money or time, etc. Managers need
to be trained to “empower” the other way around. They need to clarify expectations and
conditions as much as possible and then give people the freedom to function within those
definitions and constraints.

To sustain motivation, individuals also need to see the results of their work. Achievement
provides a continuous source of personal and peer recognition that drives productive
behavior. Providing a climate for motivation involves creating opportunities for both indi-
viduals as well as the teams in which they participate to experience success. This comes
from setting stretching goals that encourage risk taking, thereby providing opportunities for
overachievement. In doing so there is a sense of personal value that motivates the individ-
uals and ties their success to the goals of the organization. If professionals cannot determine
whether they are performing well or poorly, they have no basis for trying to improve. The
remaining but important motivating task characteristic in Figure 14.1, therefore, is_feed-
back—the degree to which individuals receive clear information and unambiguous
evaluations of their performance. Although technologists often feel that as professionals they
are excellent judges of their own roles and performances, they still have a need to calibrate
their activities and career progress against the expectations of others. They especially want
to know how others, whom they respect and whose opinions they value, judge their abil-
ities, efforts, contributions, and success.

As technical and business managers gain more experience, they eventually learn one of
the most important tenants of motivation. It is easier to destroy morale than to create excite-
ment. Michael Badawy (2003) captured it well: “the typical manager confuses motivation
with manipulation. The challenge is to create the conditions conducive to meeting the
corporate goals of productivity and profitability as well as the technical professional’s needs
for satisfaction and motivation.” Only by closely examining how jobs are structured and
organized along Hackman and Oldham’s five dimensions of task characteristics can managers
hope to foster the kind of settings in which professionals might find themselves having fun
as they do their work. Furthermore, the combined research, consulting, and managerial

experiences we’ve had in professional type settings seems to show that feedback is the most
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deficient task characteristic. It also seems to be the one around which technologists
complained the most. There are probably at least three reasons for this. First, in most
creative-type settings where one is often trying to do something that has never been done
before, it is very hard to define or measure exactly what good work is. Trying to explain
what constitutes “good code,” for example, is very difficult to do ahead of time—only after
one sees it can one really say whether or not the code was “neat” or cleverly done. Also,
one may not be able to determine for quite some time whether a new idea is truly creative
or stupid. Or to say it another way, the most creative idea and the most stupid idea often
look the same at the early stages; and one may not know for quite some time whether the
idea was brilliant or just plain foolish.

The literature is replete with innumerable stories of how some of the most important
innovations were initially viewed as foolish and dumb. In fact, when we conducted an
internal retrospective study of P&G’s breakthrough-type products some years ago, we
discovered that almost none of them at their early stages of development and testing would
have passed the normal marketing, manufacturing, and financial evaluation screens that were
being used by the organization to identify potential “winners.” A second reason for feed-
back being low is simply that most managers and supervisory leaders in technical settings
are not particularly comfortable or well trained at giving constructive feedback. And third,
most technical professionals are not particularly good at receiving feedback, especially
feedback that may not be totally positive. It is not uncommon to discover that many of the
most creative individuals have never received feedback or been given anything but uniform
praise in the past. This can make the transmission of what was intended as “constructive”
interaction into a troublesome and unpleasant exchange.

While R&D professionals may complain the most about the inadequate communication,
information, and feedback they get surrounding job performance and career opportunities,
it is not the most powerful task dimension for establishing a high level of work motivation.
The most critical dimension by far for elevating motivation is task significance. Professionals
become more excited and energized when they feel they are working on something
important—something that clearly makes a difference within the business unit and is not
considered trivial or low priority. Interestingly enough, even though task significance seems
to be the dominant task characteristic for influencing motivation and performance, the
dimension that often surfaces from survey responses is autonomy. HRM, however, needs
to be careful in interpreting self-report surveys. It is easy for technical professionals to say
they want a lot of autonomy; it does not necessarily mean they will thrive under autonomy.
And autonomy decoupled from a sense of significance can lead to very dissatisfying and

unpleasant work experiences.

Multidimensional task dimensions

As previously described, one can easily examine any job for its motivational potential by
trying to determine whether it is relatively strong or weak with respect to each of these five
task characteristics. One of the problems of managing and motivating professionals in RD&E
(Research, Development, and Engineering) type environments, however, is that there are at

least two alternative ways of looking at each of these task characteristics (see Figure 14.2).
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Hackman and Oldham’s previous motivational framework, for example, talked about skill
variety. Organizations hire professional employees because they need them—they want to
use their skills, knowledge, and abilities. The individual’s prior education, training, and work
experiences are all strongly considered in the organization’s decision to hire new personnel
and in its distribution of critical work and project assignments among its present employees.
On the other hand, from the professionals’ points of view, they not only want to be used,
they also want to grow. They want to learn—to extend their skills, knowledge, and abili-
ties. That’s the professional norm! For professionals working in organizations, what makes
a job or project especially enticing is the belief that they will learn a great deal as they carry
out their task activities and complete their assignments. Put simply, they not only want to
utilize what they already know, they also want to keep up to date, incorporating relevant
leading-edge thinking and advances from their disciplines and areas of expertise into their
project’s requirements and specifications. In a rapidly changing environment, keeping up with
the latest knowledge is essential for sustained success and some techies are manic about
keeping abreast of the latest developments.

While executives and professionals would readily agree that both skill utilization and
extension are crucial elements of any job environment, the HRM needs to deal with the
reality that there are major differences in how these two groups, the organization at large
and the professional work force, rank order the relative priorities of skill utilization and
extension. Such priority differences are usually not a problem when there are lots of

Task dimensions

Organizational
orientation

Professional
orientation

Skill variety

To utilize one’s skills and
abilities

To learn and develop new
skills and abilities

Task identity

To become a contributing
member of the organization

To become a contributing
member of the profession

Task significance

To work on projects that are
important to the organization

To work on projects that are
exciting within the profession

Autonomy

Strategic clarity

Operational autonomy

Feedback

Subjective data and
information processes

Objective data and
information proceses

Figure 14.2 Multidimensional framework for work motivation
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resources, lots of good times. It can become de-motivating and counterproductive if
disagreements and conflicts materialize and are left unresolved, especially when the organ-
ization undergoes periods of stress. Without active leadership intervention, stress will tend
to exacerbate these priority differences. HRM’s tuition reimbursement programs are often
one of the first things to go when the organization feels monetarily constrained. R&D profes-
sionals have often complained during our research interviews that HRM won’t fund their
taking technical courses because the technology is not yet being used in their products. Yet,
the technologists can’t use the technologies until they take courses to learn it—the prover-
bial catch 22. In such cases, the R&D professional becomes frustrated, disenchanted, leaves,
or interestingly enough decides to enroll in an MBA program.

In a similar vein, organizations and knowledge workers can view the dimensions of task
identity and task significance in very different ways. Is the professional employee a member
of the organization or a member of the profession? In essence, they have one head but two
hats. Are they software or hardware engineers at IBM, for example, or are they IBM
employees doing software or hardware engineering? Most managers would contend that
professionals who work for them should perceive themselves first as organizational contrib-
utors and second as members of their profession. The opposite, however, is often the way
in which many professionals prioritize their orientations, scientists and Ph.Ds in particular
(Allen and Katz, 1992). A similar pattern often occurs with respect to task significance. Is
it more important to work on projects that are important to the organization or on tech-
nical issues that are exciting to the profession? Is it more important to try to incorporate
the most sophisticated technological developments and features or to focus on technological
advances and features that fit within infrastructure of use, that are manufacturable, reliable,
cost effective, etc. Once again, many professionals might prefer to work on breakthrough
solutions for problems defined as important by their fields. Organizations, on the other
hand, would prefer they concentrate on coming up with technical advances that are “good
enough”—advances that solve customer problems and can be quickly turned into products,
services, or intellectual properties that eventually make money (Steele, 1988).

Many professionals see themselves as having studied and internalized a body of know-
ledge and a code of conduct that supersedes the companies they work for. At the same
time, however, they want to influence (but not necessarily lead or make) decisions that
determine the projects on which they’ll work and on how their expertise will be used and
applied. These individual contributors often have strong beliefs and personalities and are
more motivated when pulled rather than pushed. They want to know why something is asked
of them and they want to mull over ideas, information, assignments, and strategies and then
have the opportunities to challenge any with which they’re uncomfortable or disagree. These
professionals respond best to leaders who have an empathetic understanding of their tech-
nical problem solving worlds and who make their lives casier by: (1) respecting their
expertise; (2) supporting them in their technical efforts; (3) providing them with the best
available tools, equipment, and information; and (4) protecting them from nonproductive
hierarchical demands and inflexible bureaucratic constraints.

As previously discussed, there are also two kinds of autonomy: strategic and operational.
If organizations want to enrich jobs and motivate employees through empowerment, that

is, giving them the freedom to function independently and make decisions based on their
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own careful, professional judgments, then business managers need to establish as much
strategic focus and clarity as possible and then let their technical personnel function
autonomously within these clearly defined goals and boundary conditions. In developing
new products and services, project teams are constantly making critical decisions and trade-
offs. And the clearer the organizational leadership is about its expectations and constraints,
its proverbial “lines in the sand,” the easier it is to empower the teams and project groups
effectively. Managers and leaders have to be careful not to do it the other way around,
confusing people with unclear directives and support while simultaneously maintaining rigid
control over the means by which they have asked their people to do things differently, i.e.,
to be creative and innovative.

And, of course, there are two kinds of feedback: subjective and objective. While both kinds
of information are important and have to be integrated in some way during any organiza-
tional decision-making process, when objective data conflicts with a manager’s subjective
gut, i.e., his or her more intuitive analysis and understanding, the subjective elements are
more likely to dominate. But remember, technical professionals come from, perhaps, the
most objective environments in the world, namely educational and university type institu-
tions. When students take courses, they are told what to read, when to read, and even how
long it should take them to read and study distributed materials. They are told which models
and formulas to memorize and when tested, they are given all information they need to
solve carefully crafted technical problems. There is, moreover, a single correct solution to
cach of the test’s problems, and individual answers are separately scored to give each student
his or her own objective piece of feedback, called a grade. Finally, if the person takes and
passes any prescribed sequence of required courses and electives, he or she will graduate
in a pre-defined and expected time frame. All of this programmed structure fits nicely with
the educational culture and philosophy propagated within technical professions—cultures
in which analyses and decisions that are based on logical thinking, clear discussions, and
reliable, unambiguous data are highly valued.

In the real world of work, however, the opposite sets of conditions typically apply.
Technical professionals soon discover that problems are not well defined or self-contained
but are intertwined with all sorts of organizational politics and behavioral-type issues. Nor
are they given all of the formulas, tools, and information needed to come up with
appropriate solutions. In fact, they usually have to figure out what it is they need, where
to get it, what may or may not be valid information, who they can or should believe, and
what is and is not acceptable. Some problems may not even be solvable. Promotions and
rewards, moreover, are not guaranteed. And unlike the university, feedback is no longer
based on objective grading from test answers evaluated by professors who have more tech-
nical expertise than the students. Feedback is now based on the subjective perceptions of
one’s supervisor or manager who may actually have less technical knowledge and under-
standing about the tasks and problems on which the individual has worked. In short, the
critical skill for performing effectively in the university is solving problems that have been
carefully structured and communicated. The real skill in the world of work, however, is
being able to formulate (or get formulated) comprehensive definitions of what are often incom-
plete or ill-defined problems, especially in arenas strongly influenced by subjective

interpretations, preconceived judgments, and personal emotions and commitments.
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HRM needs to understand that it should try to “solve” the differences highlighted in
Figure 14.2. It needs to constantly make sure that its practices, policies, and procedures
are flexible enough to deal with both dimensions of the professional’s job setting. Without
recognizing these differences up front, the HRM function is more likely helping the organ-
ization to destroy morale and excitement rather than to create it. While the former is easy
to do, the latter is the much more difficult and, in fact, it is the latter that is the real chal-
lenge for the organization and its HRM function. Many researchers and experienced
managers, in addition, have also observed that “fat, happy rats never run mazes” (Manners
et al., 1988). Stress, tension, differences are not necessarily all bad, in fact, they are needed
for creativity and change. The most critical question for the HRM function is whether it
focuses towards helping the organization turn these differences into positive energy or creative
tension (Pelz, 1988) or whether it allows the priority differences to lead to further cynicism
and dissatisfaction. And it is the success of the organization long term that will be influ-
enced by the answer to this question.
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