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Preface

This tenth edition of A Handbook of Human Resource Management Practice contains
many additions and revisions. It refers to major developments in HR practice in the
last two to three years such as the development of the theory and practice of human
capital management, talent management and approaches to learning and develop-
ment, all covered in new or substantially revised chapters. Reference is also made to a
number of significant research projects including those conducted by the CIPD, IES
and e-reward. Chapters on the following subjects have been either wholly replaced or
extensively revised in the light of new concepts of good practice, the experience of the
author as a practitioner and the outcomes of research:

human resource management;

role of the HR function;

role of the HR practitioner;

strategic human resource management;
competency-based HRM;

the delivery of learning and training;
performance management;

reward management fundamentals;
grade and pay structures.

The plan of the handbook is illustrated in the ‘route map’ shown in Figure 0.1.
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Part |

Managing people

This part underpins the rest of the Handbook. It deals with the approaches and philosophies
that affect how people are managed in organizations, the roles of the HR function and its
members, and the special considerations that affect international people management. The
term ‘people management” embraces the two related concepts of human resource management
(HRM) and human capital management (HCM), which are defined and explained in the first
two chapters. These have virtually replaced the term ‘personnel management’, although the
philosophies and practices of personnel management still provide the foundations for the
philosophy and practices of HRM and HCM. The relationships between these aspects of people
management are modelled in Figure 0.2.
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People management

The policies and practices which govern
how people are managed and developed
in organizations.

Y

Human resource management

‘A strategic and coherent approach to the
management of an organization’s most

valued assets — the people working there | _

who individually and collectively contribute
to the achievement of its objectives.

Y

Y

Human capital management

‘An approach to obtaining, analysing and
reporting on data which informs the direc-
tion of value-adding people management
strategic investment and operational deci-
sions at corporate level and at the level of
front line management.

Figure 0.2 Relationship between aspects of people management

Personnel management

‘Personnel management is concerned with
obtaining, organizing and motivating the
human resources required by the enter-
prise.

(Armstrong, 1977)




Human resource management

The terms ‘human resource management’ (HRM) and ‘human resources’ (HR) have
largely replaced the term ‘personnel management’ as a description of the processes
involved in managing people in organizations. The concept of HRM underpins all the
activities described in this book, and the aim of this chapter is to provide a framework
for what follows by defining the concepts of HRM and an HR system, describing the
various models of HRM and discussing its aims and characteristics. The chapter
continues with a review of reservations about HRM and the relationship between
HRM and personnel management and concludes with a discussion of the impact
HRM can make on organizational performance.

HUMAN RESOURCE MANAGEMENT DEFINED

Human resource management is defined as a strategic and coherent approach to the
management of an organization’s most valued assets — the people working there who
individually and collectively contribute to the achievement of its objectives.

Storey (1989) believes that HRM can be regarded as a ‘set of interrelated policies
with an ideological and philosophical underpinning’. He suggests four aspects that
constitute the meaningful version of HRM:
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1. aparticular constellation of beliefs and assumptions;

2. astrategic thrust informing decisions about people management;

3. the central involvement of line managers; and

4. reliance upon a set of ‘levers’ to shape the employment relationship.

HUMAN RESOURCE SYSTEM

Human resource management operates through human resource systems that bring
together in a coherent way:

e HR philosophies describing the overarching values and guiding principles adopted
in managing people.

e HR strategies defining the direction in which HRM intends to go.

e HR policies, which are the guidelines defining how these values, principles and
the strategies should be applied and implemented in specific areas of HRM.

e HR processes consisting of the formal procedures and methods used to put HR
strategic plans and policies into effect.

e HR practices comprising the informal approaches used in managing people.

e HR programmes, which enable HR strategies, policies and practices to be imple-
mented according to plan.

Becker and Gerhart (1996) have classified these components into three levels: the
system architecture (guiding principles), policy alternatives and processes and prac-
tices.

See Figure 1.1.

MODELS OF HRM

The matching model of HRM

One of the first explicit statements of the HRM concept was made by the Michigan
School (Fombrun et al, 1984). They held that HR systems and the organization struc-
ture should be managed in a way that is congruent with organizational strategy
(hence the name ‘matching model’). They further explained that there is a human
resource cycle (an adaptation of which is illustrated in Figure 1.2), which consists of
four generic processes or functions that are performed in all organizations. These are:

1. selection — matching available human resources to jobs;
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Figure 1.1 HRM activities

2. appraisal — performance management;

3. rewards — ‘the reward system is one of the most under-utilized and mishandled
managerial tools for driving organizational performance’; it must reward short
as well as long-term achievements, bearing in mind that ‘business must perform
in the present to succeed in the future’;

4. development — developing high quality employees.
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Figure 1.2 The Human Resource Cycle (adapted from Fombrun et al, 1984)

The Harvard framework

The other founding fathers of HRM were the Harvard School of Beer et al (1984) who
developed what Boxall (1992) calls the ‘Harvard framework’. This framework is
based on the belief that the problems of historical personnel management can only be
solved:

when general managers develop a viewpoint of how they wish to see employees
involved in and developed by the enterprise, and of what HRM policies and practices
may achieve those goals. Without either a central philosophy or a strategic vision —
which can be provided only by general managers — HRM is likely to remain a set of
independent activities, each guided by its own practice tradition.

Beer and his colleagues believed that “Today, many pressures are demanding a
broader, more comprehensive and more strategic perspective with regard to the orga-
nization’s human resources.” These pressures have created a need for: ‘A longer-term
perspective in managing people and consideration of people as potential assets rather
than merely a variable cost.” They were the first to underline the HRM tenet that it
belongs to line managers. They also stated that: ‘Human resource management
involves all management decisions and action that affect the nature of the relation-
ship between the organization and its employees — its human resources.’
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The Harvard school suggested that HRM had two characteristic features: 1) line
managers accept more responsibility for ensuring the alignment of competitive
strategy and personnel policies; 2) personnel has the mission of setting policies that
govern how personnel activities are developed and implemented in ways that make
them more mutually reinforcing. The Harvard framework as modelled by Beer et al is
shown in Figure 1.3.
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Figure 1.3 The Harvard Framework for Human Resource Management (Source:
Beer et al, 1984)

According to Boxall (1992) the advantages of this model are that it:

e incorporates recognition of a range of stakeholder interests;

e recognizes the importance of ‘trade-offs’, either explicitly or implicitly, between
the interests of owners and those of employees as well as between various interest
groups;

e widens the context of HRM to include ‘employee influence’, the organization of
work and the associated question of supervisory style;
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e acknowledges a broad range of contextual influences on management’s choice of
strategy, suggesting a meshing of both product-market and socio-cultural logics;

e emphasizes strategic choice — it is not driven by situational or environmental
determinism.

The Harvard model has exerted considerable influence over the theory and practice
of HRM, particularly in its emphasis on the fact that HRM is the concern of manage-
ment in general rather than the personnel function in particular.

AIMS OF HRM

The overall purpose of human resource management is to ensure that the organiza-
tion is able to achieve success through people. As Ulrich and Lake (1990) remark:
‘HRM systems can be the source of organizational capabilities that allow firms to
learn and capitalize on new opportunities.” Specifically, HRM is concerned with
achieving objectives in the areas summarized below.

Organizational effectiveness

‘Distinctive human resource practices shape the core competencies that determine
how firms compete’ (Cappelli and Crocker-Hefter, 1996). Extensive research has
shown that such practices can make a significant impact on firm performance. HRM
strategies aim to support programmes for improving organizational effectiveness by
developing policies in such areas as knowledge management, talent management
and generally creating ‘a great place to work’. This is the ‘big idea’ as described by
Purcell et al (2003), which consists of a ‘clear vision and a set of integrated values’.
More specifically, HR strategies can be concerned with the development of contin-
uous improvement and customer relations policies.

Human capital management

The human capital of an organization consists of the people who work there and on
whom the success of the business depends. Human capital has been defined by
Bontis et al (1999) as follows:

Human capital represents the human factor in the organization; the combined intelli-
gence, skills and expertise that give the organization its distinctive character. The human
elements of the organization are those that are capable of learning, changing, innovating
and providing the creative thrust which if properly motivated can ensure the long-term
survival of the organization.
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Human capital can be regarded as the prime asset of an organization and businesses
need to invest in that asset to ensure their survival and growth. HRM aims to ensure
that the organization obtains and retains the skilled, committed and well-motivated
workforce it needs. This means taking steps to assess and satisfy future people needs
and to enhance and develop the inherent capacities of people — their contributions,
potential and employability — by providing learning and continuous development
opportunities. It involves the operation of ‘rigorous recruitment and selection proce-
dures, performance-contingent incentive compensation systems, and management
development and training activities linked to the needs of the business’ (Becker et al,
1997). It also means engaging in talent management — the process of acquiring and
nurturing talent, wherever it is and wherever it is needed, by using a number of inter-
dependent HRM policies and practices in the fields of resourcing, learning and devel-
opment, performance management and succession planning.

The process of human capital management (HCM) as described in the next
chapter is closely associated with human resource management. However, the
focus of HCM is more on the use of metrics (measurements of HR and people perfor-
mance) as a means of providing guidance on people management strategy and
practice.

Knowledge management

Knowledge management is ‘any process or practice of creating, acquiring, capturing,
sharing and using knowledge, wherever it resides, to enhance learning and perfor-
mance in organizations’ (Scarborough et al, 1999). HRM aims to support the develop-
ment of firm-specific knowledge and skills that are the result of organizational
learning processes.

Reward management

HRM aims to enhance motivation, job engagement and commitment by introducing
policies and processes that ensure that people are valued and rewarded for what they
do and achieve and for the levels of skill and competence they reach.

Employee relations

The aim is to create a climate in which productive and harmonious relationships can
be maintained through partnerships between management and employees and their
trade unions.
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Meeting diverse needs

HRM aims to develop and implement policies that balance and adapt to the needs of
its stakeholders and provide for the management of a diverse workforce, taking into
account individual and group differences in employment, personal needs, work style
and aspirations and the provision of equal opportunities for all.

Bridging the gap between rhetoric and reality

The research conducted by Gratton et al (1999) found that there was generally a wide
gap between the sort of rhetoric expressed above and reality. Managements may start
with good intentions to do some or all of these things but the realization of them —
‘theory in use’ - is often very difficult. This arises because of contextual and process
problems: other business priorities, short-termism, limited support from line
managers, an inadequate infrastructure of supporting processes, lack of resources,
resistance to change and lack of trust. An overarching aim of HRM is to bridge this
gap by making every attempt to ensure that aspirations are translated into sustained
and effective action. To do this, members of the HR function have to remember that it
is relatively easy to come up with new and innovatory policies and practice. The
challenge is to get them to work. They must appreciate, in the phrase used by Purcell
et al (2003) that it is the front line managers who bring HR policies to life, and act
accordingly.

POLICY GOALS OF HRM

The models of HRM, the aims set out above and other definitions of HRM have been
distilled by Caldwell (2004) into 12 policy goals:

1. Managing people as assets that are fundamental to the competitive advantage of
the organization.
2. Aligning HRM policies with business policies and corporate strategy.

3. Developing a close fit of HR policies, procedures and systems with one another.

4. Creating a flatter and more flexible organization capable of responding more
quickly to change.

5. Encouraging team working and co-operation across internal organizational
boundaries.

*

Creating a strong customer-first philosophy throughout the organization.
7. Empowering employees to manage their own self-development and learning.
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8. Developing reward strategies designed to support a performance-driven
culture.
9. Improving employee involvement through better internal communication.
10. Building greater employee commitment to the organization.
11. Increasing line management responsibility for HR policies.
12. Developing the facilitating role of managers as enablers.

CHARACTERISTICS OF HRM

The characteristics of the HRM concept as they emerged from the writings of the
pioneers and later commentators are that it is:

diverse;

strategic with an emphasis on integration;

commitment-oriented;

based on the belief that people should be treated as assets (human capital);

unitarist rather than pluralist, individualistic rather than collective in its approach

to employee relations;

e a management-driven activity — the delivery of HRM is a line management
responsibility;

e focused on business values.

The diversity of HRM

But these characteristics of HRM are by no means universal. There are many models,
and practices within different organizations are diverse, often only corresponding to
the conceptual version of HRM in a few respects.

Hendry and Pettigrew (1990) play down the prescriptive element of the HRM
model and extend the analytical elements. As pointed out by Boxall (1992), such an
approach rightly avoids labelling HRM as a single form and advances more slowly
by proceeding more analytically. It is argued by Hendry and Pettigrew that ‘better
descriptions of structures and strategy-making in complex organizations, and of
frameworks for understanding them, are an essential underpinning for HRM'.

A distinction was made by Storey (1989) between the ‘hard” and ‘soft” versions of
HRM. The hard version of HRM emphasizes that people are important resources
through which organizations achieve competitive advantage. These resources have
therefore to be acquired, developed and deployed in ways that will benefit the orga-
nization. The focus is on the quantitative, calculative and business-strategic aspects of



12 © Managing people

managing human resources in as ‘rational” a way as for any other economic factor. As
Guest (1999a) comments:

The drive to adopt HRM is... based on the business case of a need to respond to an
external threat from increasing competition. It is a philosophy that appeals to manage-
ments who are striving to increase competitive advantage and appreciate that to do this
they must invest in human resources as well as new technology.

He also commented that HRM ‘reflects a long-standing capitalist tradition in which
the worker is regarded as a commodity’. The emphasis is therefore on the interests of
management, integration with business strategy, obtaining added value from people
by the processes of human resource development and performance management and
the need for a strong corporate culture expressed in mission and value statements
and reinforced by communications, training and performance management
processes.

The soft version of HRM traces its roots to the human-relations school; it empha-
sizes communication, motivation and leadership. As described by Storey (1989) it
involves ‘treating employees as valued assets, a source of competitive advantage
through their commitment, adaptability and high quality (of skills, performance and
so on)’. It therefore views employees, in the words of Guest (1999a), as means rather
than objects, but it does not go as far as following Kant’s advice: “Treat people as ends
unto themselves rather than as means to an end.” The soft approach to HRM stresses
the need to gain the commitment — the ‘hearts and minds” — of employees through
involvement, communications and other methods of developing a high-commitment,
high-trust organization. Attention is also drawn to the key role of organizational
culture.

In 1998, Legge defined the ‘hard” model of HRM as a process emphasizing ‘the
close integration of human resource policies with business strategy which regards
employees as a resource to be managed in the same rational way as any other
resource being exploited for maximum return’. In contrast, the soft version of HRM
sees employees as ‘valued assets and as a source of competitive advantage through
their commitment, adaptability and high level of skills and performance’.

It has, however, been observed by Truss (1999) that ‘even if the rhetoric of HRM is
soft, the reality is often hard, with the interests of the organization prevailing over
those of the individual’. And research carried out by Gratton et al (1999) found that in
the eight organizations they studied, a mixture of hard and soft HRM approaches was
identified. This suggested to the researchers that the distinction between hard and
soft HRM was not as precise as some commentators have implied.
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The strategic nature of HRM

Perhaps the most significant feature of HRM is the importance attached to strategic
integration, which flows from top management’s vision and leadership, and which
requires the full commitment of people to it. Guest (1987, 1989a, 1989b, 1991) believes
that this is a key policy goal for HRM, which is concerned with the ability of the orga-
nization to integrate HRM issues into its strategic plans, to ensure that the various
aspects of HRM cohere, and to encourage line managers to incorporate an HRM
perspective into their decision-making.

Legge (1989) considers that one of the common themes of the typical definitions of
HRM is that human resource policies should be integrated with strategic business
planning. Sisson (1990) suggests that a feature increasingly associated with HRM is a
stress on the integration of HR policies both with one another and with business plan-
ning more generally.

Storey (1989) suggests that: “The concept locates HRM policy formulation firmly at
the strategic level and insists that a characteristic of HRM is its internally coherent
approach.’

The commitment-oriented nature of HRM

The importance of commitment and mutuality was emphasized by Walton (1985a) as
follows:

The new HRM model is composed of policies that promote mutuality — mutual goals,
mutual influence, mutual respect, mutual rewards, and mutual responsibility. The theory
is that policies of mutuality will elicit commitment, which in turn will yield both better
economic performance and greater human development.

Guest (1987) wrote that one of the HRM policy goals was the achievement of high
commitment — ‘behavioural commitment to pursue agreed goals, and attitudinal
commitment reflected in a strong identification with the enterprise’.

It was noted by Legge (1995) that human resources ‘may be tapped most effectively
by mutually consistent policies that promote commitment and which, as a conse-
quence, foster a willingness in employees to act flexibly in the interests of the “adap-
tive organization’s” pursuit of excellence’.

But this emphasis on commitment has been criticized from the earliest days of

HRM. Guest (1987) asked: ‘commitment to what?” and Fowler (1987) has stated:

At the heart of the concept is the complete identification of employees with the aims and
values of the business — employee involvement but on the company’s terms. Power in
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the HRM system remains very firmly in the hands of the employer. Is it really possible to
claim full mutuality when at the end of the day the employer can decide unilaterally to
close the company or sell it to someone else?

People as ‘human capital’

The notion that people should be regarded as assets rather than variable costs, in
other words, treated as human capital, was originally advanced by Beer et al (1984).
HRM philosophy, as mentioned by Karen Legge (1995), holds that ‘human resources
are valuable and a source of competitive advantage’. Armstrong and Baron (2002)
stated that:

People and their collective skills, abilities and experience, coupled with their ability to
deploy these in the interests of the employing organization, are now recognized as
making a significant contribution to organizational success and as constituting a signifi-
cant source of competitive advantage.

Unitary philosophy

The HRM approach to employee relations is basically unitary — it is believed that
employees share the same interests as employers. This contrasts with what could be
regarded as the more realistic pluralist view, which says that all organizations contain
a number of interest groups and that the interests of employers and employees do not
necessarily coincide.

Individualistic

HRM is individualistic in that it emphasizes the importance of maintaining links
between the organization and individual employees in preference to operating
through group and representative systems.

HRM as a management-driven activity

HRM can be described as a central, senior management-driven strategic activity that
is developed, owned and delivered by management as a whole to promote the inter-
ests of the organization that they serve. Purcell (1993) thinks that ‘the adoption of
HRM is both a product of and a cause of a significant concentration of power in the
hands of management’, while the widespread use ‘of the language of HRM, if not its
practice, is a combination of its intuitive appeal to managers and, more importantly, a
response to the turbulence of product and financial markets’. He asserts that HRM is
about the rediscovery of management prerogative. He considers that HRM policies
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and practices, when applied within a firm as a break from the past, are often associ-
ated with words such as commitment, competence, empowerment, flexibility,
culture, performance, assessment, reward, teamwork, involvement, cooperation,
harmonization, quality and learning. But ‘the danger of descriptions of HRM as
modern best-management practice is that they stereotype the past and idealize the
future’.

Sisson (1990) suggested that: “The locus of responsibility for personnel manage-
ment no longer resides with (or is “relegated to”) specialist managers.” More recently,
Purcell et al (2003) underlined the importance of line management commitment and
capability as the means by which HR policies are brought to life.

Focus on business values

The concept of HRM is largely based on a management and business-oriented philos-
ophy. It is concerned with the total interests of the organization — the interests of the
members of the organization are recognized but subordinated to those of the enter-
prise. Hence the importance attached to strategic integration and strong cultures,
which flow from top management’s vision and leadership, and which require people
who will be committed to the strategy, who will be adaptable to change, and who will
tit the culture. By implication, as Guest (1991) says: ‘'HRM is too important to be left to
personnel managers.’

In 1995 Legge noted that HRM policies are adapted to drive business values and
are modified in the light of changing business objectives and conditions. She
describes this process as ‘thinking pragmatism’ and suggests that evidence indicates
more support for the hard versions of HRM than the soft version.

RESERVATIONS ABOUT HRM

For some time HRM was a controversial topic, especially in academic circles. The
main reservations have been that HRM promises more than it delivers and that its
morality is suspect.

HRM promises more than it can deliver
Noon (1992) has commented that HRM has serious deficiencies as a theory:
It is built with concepts and propositions, but the associated variables and hypotheses

are not made explicit. It is too comprehensive... If HRM is labelled a ‘theory’ it raises
expectations about its ability to describe and predict.
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Guest (1991) believes that HRM is an ‘optimistic but ambiguous concept’; it is all
hype and hope.

Mabey et al (1998) follow this up by asserting that ‘the heralded outcomes (of HRM)
are almost without exception unrealistically high’. To put the concept of HRM into
practice involves strategic integration, developing a coherent and consistent set of
employment policies, and gaining commitment. This requires high levels of determi-
nation and competence at all levels of management and a strong and effective HR
function staffed by business-oriented people. It may be difficult to meet these criteria,
especially when the proposed HRM culture conflicts with the established corporate
culture and traditional managerial attitudes and behaviour.

Gratton et al (1999) are convinced on the basis of their research that there is:

a disjunction between rhetoric and reality in the area of human resource management
between HRM theory and HRM practice, between what the HR function says it is doing
and that practice as perceived by employers, and between what senior management
believes to be the role of the HR function, and the role it actually plays.

In their conclusions they refer to the ‘hyperbole and rhetoric of human resource
management’.

Caldwell (2004) believes that HRM ‘is an unfinished project informed by a self-
tulfilling vision of what it should be’.

In response to the above comments it is agreed that many organizations that think
they are practising HRM are doing nothing of the kind. It is difficult, and it is best not
to expect too much. Most of the managements who hurriedly adopted performance-
related pay as an HRM device that would act as a lever for change have been sorely
disappointed.

But the research conducted by Guest and Conway (1997) covering a stratified
random sample of 1,000 workers established that a notably high level of HRM was
found to be in place. This contradicts the view that management has tended to ‘talk
up’ the adoption of HRM practices. The HRM characteristics covered by the survey
included the opportunity to express grievances and raise personal concerns on such
matters as opportunities for training and development, communications about busi-
ness issues, single status, effective systems for dealing with bullying and harassment
at work, making jobs interesting and varied, promotion from within, involvement
programmes, no compulsory redundancies, performance-related pay, profit sharing
and the use of attitude surveys.

The morality of HRM

HRM is accused by many academics of being manipulative if not positively immoral.
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Willmott (1993) remarks that HRM operates as a form of insidious ‘control by compli-
ance’ when it emphasizes the need for employees to be committed to do what the
organization wants them to do. It preaches mutuality but the reality is that behind the
rhetoric it exploits workers. It is, they say, a wolf in sheep’s clothing (Keenoy, 1990a).
As Legge (1998) pointed out:

Sadly, in a world of intensified competition and scarce resources, it seems inevitable
that, as employees are used as means to an end, there will be some who will lose out.
They may even be in the majority. For these people, the soft version of HRM may be an
irrelevancy, while the hard version is likely to be an uncomfortable experience.

The accusation that HRM treats employees as means to an end is often made.
However, it could be argued that if organizations exist to achieve ends, which they
obviously do, and if those ends can only be achieved through people, which is clearly
the case, the concern of managements for commitment and performance from those
people is not unnatural and is not attributable to the concept of HRM - it existed in
the good old days of personnel management before HRM was invented. What
matters is how managements treat people as ends and what managements provide in
return.

Much of the hostility to HRM expressed by a number of academics is based on the
belief that it is hostile to the interests of workers, ie that it is managerialist. However,
the Guest and Conway (1997) research established that the reports of workers on
outcomes showed that a higher number of HR practices were associated with higher
ratings of fairness, trust and management’s delivery of their promises. Those experi-
encing more HR activities also felt more secure in and more satisfied with their jobs.
Motivation was significantly higher for those working in organizations where more
HR practices were in place. In summary, as commented by Guest (1999b), it appears
that workers like their experience of HRM. These findings appear to contradict the
‘radical critique’ view produced by academics such as Mabey et al (1998) that HRM
has been ineffectual, pernicious (ie managerialist) or both. Some of those who adopt
this stance tend to dismiss favourable reports from workers about HRM on the
grounds that they have been brainwashed by management. But there is no evidence
to support this view. Moreover, as Armstrong (2000a) pointed out:

HRM cannot be blamed or given credit for changes that were taking place anyway. For
example, it is often alleged to have inspired a move from pluralism to unitarism in indus-
trial relations. But newspaper production was moved from Fleet Street to Wapping by
Murdoch, not because he had read a book about HRM but as a means of breaking the
print unions’ control.
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Contradictions in the reservations about HRM

Guest (1999a) has suggested that there are two contradictory concerns about HRM.
The first as formulated by Legge (1995, 1998) is that while management rhetoric may
express concern for workers, the reality is harsher. Keenoy (1997) complains that: “The
real puzzle about HRMism is how, in the face of such apparently overwhelming crit-
ical “refutation”, it has secured such influence and institutional presence.’

Other writers, however, simply claim that HRM does not work. Scott (1994) for
example, finds that both management and workers are captives of their history and
find it very difficult to let go of their traditional adversarial orientations. But these
contentions are contradictory. Guest (1999b) remarks that, ‘It is difficult to treat HRM
as a major threat (though what it is a threat to is not always made explicit) deserving
of serious critical analysis while at the same time claiming that it is not practiced or is
ineffective.’

HRM AND PERSONNEL MANAGEMENT

A debate about the differences, if any, between HRM and personnel management
went on for some time. It has died down recently, especially as the terms HRM and
HR are now in general use both in their own right and as synonyms for personnel
management. But understanding of the concept of HRM is enhanced by analysing
what the differences are and how traditional approaches to personnel management
have evolved to become the present day practices of HRM.

Some commentators (Hope-Hailey et al, 1998; Keenoy, 1990b; Legge, 1989, 1995;
Sisson, 1990; Storey, 1993) have highlighted the revolutionary nature of HRM. Others
have denied that there is any significant difference in the concepts of personnel
management and HRM. Torrington (1989) suggested that: ‘Personnel management
has grown through assimilating a number of additional emphases to produce an even
richer combination of experience... HRM is no revolution but a further dimension to
a multi-faceted role.

The conclusion based on interviews with HR and personnel directors reached by
Gennard and Kelly (1994) on this issue was that ‘it is six of one and half a dozen of the
other and it is a sterile debate’. An earlier answer to this question was made by
Armstrong (1987):

HRM is regarded by some personnel managers as just a set of initials or old wine in new
bottles. It could indeed be no more and no less than another name for personnel
management, but as usually perceived, at least it has the virtue of emphasizing the virtue
of treating people as a key resource, the management of which is the direct concern of
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top management as part of the strategic planning processes of the enterprise. Although
there is nothing new in the idea, insufficient attention has been paid to it in many orga-

nizations.

The similarities and differences between HRM and personnel management are
summarized in Table 1.1.

Table 1.1 Similarities and differences between HRM and personnel management

Similarities

Differences

1.

Personnel management strategies, like
HRM strategies, flow from the business
strategy.

Personnel management, like HRM,
recognizes that line managers are
responsible for managing people. The
personnel function provides the necessary
advice and support services to enable

managers to carry out their responsibilities.
. The values of personnel management and

at least the ‘soft” version of HRM are
identical with regard to ‘respect for the
individual’, balancing organizational and
individual needs, and developing people
to achieve their maximum level of
competence both for their own satisfaction
and to facilitate the achievement of
organizational objectives.

Both personnel management and HRM
recognize that one of their most essential
functions is that of matching people to
ever-changing organizational
requirements — placing and developing the
right people in and for the right jobs.

The same range of selection, competence
analysis, performance management,
training, management development and
reward management techniques are used
both in HRM and personnel management.
Personnel management, like the ‘soft’
version of HRM, attaches importance to
the processes of communication and
participation within an employee
relations system.

1. HRM places more emphasis on strategic
fit and integration.

2. HRM is based on a management and
business orientated philosophy.

3. HRM attaches more importance to the
management of culture and the
achievement of commitment (mutuality).

4. HRM places greater emphasis on the
role of line managers as the implementers
of HR policies.

5. HRM is a holistic approach concerned
with the total interests of the business —
the interests of the members of the
organization are recognized but
subordinated to those of the enterprise.

6. HR specialists are expected to be business
partners rather than personnel
administrators.

7. HRM treats employees as assets not costs.
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The differences between personnel management and human resource management
appear to be substantial but they can be seen as a matter of emphasis and approach
rather than one of substance. Or, as Hendry and Pettigrew (1990) put it, HRM can be
perceived as a ‘perspective on personnel management and not personnel manage-
ment itself’.

HOW HR IMPACTS ON ORGANIZATIONAL
PERFORMANCE

The assumption underpinning the practice of HRM is that people are the organiza-
tion’s key resource and organizational performance largely depends on them. If,
therefore, an appropriate range of HR policies and processes are developed and
implemented effectively, then HR will make a substantial impact on firm perfor-
mance.

The Holy Grail sought by many commentators on human resource management is
to establish that a clear positive link between HRM practices and organizational per-
formance exists. There has been much research, as summarized in Table 1.2, over the
last decade or so that has attempted to answer two basic questions: ‘Do HR practices
make a positive impact on organizational performance?” ‘If so, how is the impact
achieved?” The second question is the most important one. It is not enough to justify
HRM by proving that it is a good thing. What counts is what can be done to ensure
that it is a good thing. This is the ‘black box” mentioned by Purcell et al (2003) that lies
between intentions and outcomes.

Ulrich (1997a) has pointed out that: ‘HR practices seem to matter; logic says it is so;
survey findings confirm it. Direct relationships between investment and attention to
HR practices are often fuzzy, however, and vary according to the population sampled
and the measures used’.

Purcell et al (2003) have cast doubts on the validity of some of the attempts through
research to make the connection:

Our study has demonstrated convincingly that research which only asks about the
number and extent of HR practices can never be sufficient to understand the link
between HR practices and business performance. As we have discussed it is misleading
to assume that simply because HR policies are present that they will be implemented as
intended.

Further comments about attempts to trace the link have been made by Truss (2001)
who, following research in Hewlett-Packard, remarked that:
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Our findings did lend strong support to the argument put forward by Mueller (1996) that
the informal organization has a key role to play in the HRM process such that informal
practice and norms of behaviour interact with formal HR policies... We cannot consider
how HRM and performance are linked without analysing, in some detail, how policy is
turned into practice through the lens of the informal organization.

Research outcomes

A considerable amount of research has been carried out to establish the link between
HRM and firm performance. The outcomes of some of the main projects are summa-

rized in Table 1.2.

Table 1.2 Outcomes of research on the link between HR and organizational perfor-

mance

Researcher(s)

Methodology

Outcomes

Arthur (1990,

Data from 30 US strip mills used to

Firms with a high commitment

1992, 1994) assess impact on labour efficiency strategy had significantly higher
and scrap rate by reference to the levels of both productivity and
existence of either a high quality than those with a
commitment strategy* or a control strategy.
control strategy*.

Huselid (1995) Analysis of the responses of 968 US | Productivity is influenced by
firms to a questionnaire exploring employee motivation; financial
the use of high performance work performance is influenced by
practices*, the development of employee skills, motivation and
synergies between them and the organizational structures.
alignment of these practices with
the competitive strategy.

Huselid and An index of HR systems in 740 Firms with high values on the

Becker (1996) firms was created to indicate the index had economically and

degree to which each firm adopted
a high performance work system.

statistically higher levels of
performance.

Becker et al
(1997)

Outcomes of a number of research
projects were analysed to assess the
strategic impact on shareholder
value of high performance work
systems.

High performance systems make
an impact as long as they are
embedded in the management
infrastructure.
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Patterson et al
(1997)

Managing people

continued

The research examined the link
between business performance and
organization culture and the use of
a number of HR practices.

HR practices explained significant
variations in profitability and
productivity (19% and 18%
respectively). Two HR practices
were particularly significant: (1) the
acquisition and development of
employee skills and (2) job design
including flexibility, responsibility,
variety and the use of formal teams.

Thompson (1998)

A study of the impact of high
performance work practices such as
teamworking, appraisal, job rotation,
broad-banded grade structures and
sharing of business information in
623 UK aerospace establishments.

The number of HR practices and
the proportion of the workforce
covered appeared to be the key
differentiating factor between more
and less successful firms.

The 1998
Workplace
Employee
Relations Survey
(as analysed by
Guest et al
2000a)

An analysis of the survey which
sampled some 2,000 workplaces
and obtained the views of about
28,000 employees.

A strong assocation exists between
HRM and both employee
attitudes and workplace
performance.

The Future of
Work Survey,
Guest et al
(2000b)

835 private sector organizations
were surveyed and interviews were
carried out with 610 HR
professionals and 462 chief
executives.

A greater use of HR practices is
associated with higher levels of
employee commitment and
contribution and is in turn linked
to higher levels of productivity
and quality of services.

Purcell et al
(2003)

A University of Bath longitudinal
study of 12 companies to establish
how people management impacts on
organizational performance.

The most successful companies had
what the researchers called ‘the big
idea’. The companies had a clear
vision and a set of integrated values
which were embedded, enduring,
collective, measured and managed.
They were concerned with
sustaining performance and
flexibility. Clear evidence existed
between positive attitudes towards
HR policies and practices, levels of
satisfaction, motivation and

continued
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Table 1.2 continued

commitment, and operational
performance. Policy and practice
implementation (not the number
of HR practices adopted) is the
vital ingredient in linking people
management to business
performance and this is primarily
the task of line managers.

* In the US research projects set out in Table 1.2 reference is made to the impact made by the following
strategies: A commitment strategy — a strategy, as described by Walton (1985b) which promotes mutuality
between employers and employees. A control strategy — as described by Walton (1985b), one in which the
aim is to establish order, exercise control and achieve efficiency in the application of the workforce but
where employees did not have a voice except through their unions. High performance work systems — these
aim to impact on performance through its people by the use of such practices as rigorous recruitment and
selection procedures, extensive and relevant training and management development activities, incentive
pay systems and performance management processes.

How HR makes an impact

In Guest et al (2000b) the relationship between HRM and performance was modelled
as shown in Figure 1.4.

HR effectiveness

Business Quality of

> goods and
strategy HR outcomes services
. Employee: Financial
HR practices competence

Y

Y / commitment / performance
flexibilit
HR strategy by > Productivity

Figure 1.4 Model of the link between HRM and performance (Source: Guest et al,
2000b)
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The messages from research, especially that carried out by Purcell et al (2003), are that
HR can make an impact by leading or contributing to:

e the development and successful implementation of high performance work prac-
tices, particularly those concerned with job and work design, flexible working,
resourcing (recruitment and selection and talent management), employee devel-
opment (increasing skills and extending the skills base), reward, and giving
employees a voice;

e the formulation and embedding of a clear vision and set of values (the big idea);

e the development of a positive psychological contract and means of increasing the
motivation and commitment of employees;

e the formulation and implementation of policies which, in the words of Purcell et al
(2003) meet the needs of individuals and ‘create a great place to work’;

e the provision of support and advice to line managers on their role in imple-
menting HR policies and practices;

e the effective management of change.

HRM IN CONTEXT

HRM processes take place within the context of the internal and external environ-
ment of the organization. They will be largely contingent on the environmental
factors that affect them.

Contingency theory

Contingency theory tells us that definitions of aims, policies and strategies, lists of
activities, and analyses of the role of the HR department are valid only if they are
related to the circumstances of the organization. Descriptions in books such as this
can only be generalizations that suggest approaches and provide guidelines for
action; they cannot be prescriptive in the sense of laying down what should be done.
Contingency theory is essentially about the need to achieve fit between what the
organization is and wants to become (its strategy, culture, goals, technology, the
people it employs and its external environment) and what the organization does
(how it is structured, and the processes, procedures and practices it puts into effect).

Contextual factors

There are three main contextual factors that influence HR policies and practices.
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1. Technology

The technology of the business exerts a major influence on the internal environment —
how work is organized, managed and carried out. The introduction of new tech-
nology may result in considerable changes to systems and processes. Different skills
are required and new methods of working are developed. The result may be an exten-
sion of the skills base of the organization and its employees, including multiskilling
(ensuring that people have a range of skills that enable them to work flexibly on a
variety of tasks, often within a teamworking environment). But it could result in de-
skilling and a reduction in the number of jobs (downsizing).

New technology can therefore present a considerable threat to employees. The
world of work has changed in many ways. Knowledge workers are employed in
largely computerized offices and laboratories, and technicians work in computer
integrated manufacturing systems. They may have to be managed differently from
the clerks or machine operators they displace. The service industries have become
predominant and manufacturing is in decline. New work environments such as call
centres have become common and tele-working (working from home with a net-
worked computer) is increasing.

2. Competitive pressures

Global competition in mature production and service sectors is increasing. This is
assisted by easily transferable technology and reductions in international trade
barriers. Customers are demanding more as new standards are reached through
international competition. Organizations are reacting to this competition by becom-
ing ‘customer-focused’, speeding up response times, emphasizing quality and contin-
uous improvement, accelerating the introduction of new technology, operating more
flexibly and ‘losing cost’.

The pressure has been for businesses to become ‘lean organizations’, downsizing
and cutting out layers of management and supervision. They are reducing permanent
staff to a core of essential workers, increasing the use of peripheral workers (sub-
contractors, temporary staff) and ‘outsourcing” work to external service providers.
The aim is to reduce employment costs and enable the enterprise easily to increase or
reduce the numbers available for work in response to fluctuations in the level of
business activity. They become the so-called ‘flexible firms’. The ultimate develop-
ment of this process is the ‘virtual” firm or corporation, where through the exten-
sive use of information technology a high proportion of marketing and professional
staff mainly work from home, only coming into the office on special occasions
to occupy their ‘hot desks’, and spending more time with their customers or
clients.



26 = Managing people

Another response to competitive pressures is business process re-engineering
(BPR), which examines the process that contains and links those functions together
from initiation to completion. It looks at processes in organizations horizontally to
establish how they can be integrated more effectively as well as streamlined. It can
therefore form the basis for an organizational redesign exercise. From an HR point of
view, the outcome of a BPR exercise may well be the need to attract or develop people
with new skills as well as pressure for the improvement of team working. It also
emphasizes the importance of an integrated — a coherent — approach to the develop-
ment and implementation of HR policies and employment practices. Re-engineering
often promises more than it achieves and is not regarded as highly as it once was, not
least because it often neglected the human aspects, giving insufficient attention to the
management of change and retraining staff.

3. Responses affecting people

The responses to the increased use of technology and to economic and competitive
pressures have changed the nature of people management in a number of ways.
These include slimmer and flatter organization structures in which cross-functional
operations and teamworking have become more important, more flexible working
patterns, total quality and lean production initiatives, and the decentralization and
devolvement of decision-making.

The challenge to HRM

Ulrich (1998) suggests that environmental and contextual changes present a number
of competitive challenges to organizations that mean that HR has to be involved in
helping to build new capabilities. These comprise:

e Globalization, which requires organizations to move people, ideas, products and
information around the world to meet local needs. New and important ingredi-
ents must be added to the mix when making strategy: volatile political situations,
contentious global trade issues, fluctuating exchange rates and unfamiliar
cultures.

e Profitability through growth — the drive for revenue growth means that companies
must be creative and innovative and this means encouraging the free flow of
information and shared learning among employees.

e Technology — the challenge is to make technology a viable, productive part of the
work setting.

e Intellectual capital — this is the source of competitive advantage for organizations.
The challenge is to ensure that firms have the capability to find, assimilate,
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compensate and retain human capital in the shape of the talented individuals
they need who can drive a global organization that is both responsive to its
customers and ‘the burgeoning opportunities of technology’. They have also to
consider how the social capital of the organization — the ways in which people
interact — can be developed. Importantly, organizations have to focus on organi-
zational capital — the knowledge they own and how it should be managed.
Change, change and more change — the greatest challenge companies face is
adjusting to — indeed, embracing — non-stop change. They must be able to ‘learn
rapidly and continuously, and take on new strategic imperatives faster and more
comfortably’.



Human capital management

Human capital management (HCM) has been described as ‘a paradigm shift” from
the traditional approach to human resource management (Kearns, 2005b) — a large
claim. It is considered in this chapter initially by defining the concept of human
capital management and its relationship to the concept of human resource manage-
ment. To understand HCM it is necessary to know about the concept of human
capital, which is the next section heading. The chapter is completed with an analysis
of the processes involved in HCM including a discussion of human capital measure-
ment and reporting.

HUMAN CAPITAL MANAGEMENT DEFINED

Human capital management (HCM) is concerned with obtaining, analysing and
reporting on data that informs the direction of value-adding people management,
strategic investment and operational decisions at corporate level and at the level of
front line management. The defining characteristic of HCM is this use of metrics to
guide an approach to managing people that regards them as assets and emphasizes
that competitive advantage is achieved by strategic investments in those assets
through employee engagement and retention, talent management and learning and
development programmes.
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The Accounting for People Task Force Report (2003) stated that HCM involves
the systematic analysis, measurement and evaluation of how people policies and
practices create value. The report defined HCM as ‘an approach to people manage-
ment that treats it as a high level strategic issue rather than an operational matter “to
be left to the HR people” ’. The Task Force expressed the view that HCM ‘has
been under-exploited as a way of gaining competitive edge’. As John Sunderland,
Task Force member and Executive Chairman of Cadbury Schweppes plc commented:
‘An organization’s success is the product of its people’s competence. That link
between people and performance should be made visible and available to all stake-
holders.’

Nalbantian et al (2004) emphasize the measurement aspect of HCM. They define
human capital as, “The stock of accumulated knowledge, skills, experience, creativity
and other relevant workforce attributes” and suggest that human capital management
involves ‘putting into place the metrics to measure the value of these attributes and
using that knowledge to effectively manage the organization’. HCM is defined by
Kearns (2005b) as ‘The total development of human potential expressed as organiza-
tional value.” He believes that ‘'HCM is about creating value through people” and that
it is ‘a people development philosophy, but the only development that means
anything is that which is translated into value’.

HUMAN CAPITAL MANAGEMENT AND HUMAN
RESOURCE MANAGEMENT

In the opinion of Mayo (2001) the essential difference between HCM and HRM is that
the former treats people as assets while the latter treats them as costs. Kearns (2005b)
believes that in HCM “people are value adders, not overheads” while in HRM ‘people
are (treated as) a significant cost and should be managed accordingly’. According to
Kearns, in HRM ‘the HR team is seen as a support service to the line” — HR is based
around the function and the HR team performs ‘a distinct and separate role from
other functions’. Conversely, ‘'HCM is clearly seen and respected as an equal business
partner at senior levels” and is ‘holistic, organization-wide and systems-based” as well
as being strategic and concerned with adding value.

The claim that in HRM employees are treated as costs is not supported by the
descriptions of the concept of HRM produced by American writers such as Beer et al
(1984). In one of the seminal texts on human resource management, they emphasized
the need for: ‘a longer-term perspective in managing people and consideration of
people as potential assets rather than merely a variable cost’. Fombrun et al (1984), in
the other seminal text, quite explicitly presented workers as a key resource that
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managers use to achieve competitive advantage for their companies. Grant (1991)
lists the main characteristics of human resources in his general classification of a
firm’s potential resources as follows:

e The training and expertise of employees determines the skills available to the
firm.

e The adaptability of employees determines the strategic flexibility of the firm.

e The commitment and loyalty of employees determine the firm’s ability to main-
tain competitive advantage.

Cappelli and Singh (1992) propose that competitive advantage arises from firm-
specific, valuable resources that are difficult to imitate, and stress ‘the role of human
resource policies in the creation of valuable, firm-specific skills’.

Other writers confirmed this view. For example:

HRM is an ‘approach to labour management which treats labour as a valued asset rather
than a variable cost and which consequently counsels investment in the labour resource
through training and development and through measures designed to attract and retain
a committed workforce’. (Storey, 1989)

Human resource management is a distinctive approach to employment management
that seeks to obtain competitive advantage through the strategic deployment of a highly
committed and capable workforce, using an integrated array of cultural, structural and
personnel techniques. (Storey, 1995)

The HRM argument is that people... are not to be seen as a cost, but as an asset in
which to invest, so adding to their inherent value. (Torrington, 1989, emphasis in the
original)

Of course, all these commentators are writing about HRM as a belief system, not
about how it works in practice. The almost universal replacement of the term
‘personnel management’ with HR or HRM does not mean that everyone with the job
title of HR director or manager is basing their approach on the HRM philosophy.
Guest commented in 1991 that HRM was ‘all hype and hope’.

A survey conducted by Caldwell (2004) provided some support to this view by
establishing that the five most important HR policy areas identified by respondents
were also the five in which the least progress had been made. For example, while 89
per cent of respondents said the most important HR policy was ‘managing people as
assets which are fundamental to the competitive advantage of the organization’, only
37 per cent stated that they had made any progress in implementing it.
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However, research conducted by Hoque and Moon (2001) found that there
were significant differences between the activities of those described as HR specialists
and those described as personnel specialists. For example, workplace-level
strategic plans are more likely to emphasize employee development in workplaces
with an HR specialist rather than a personnel specialist, and HR specialists are
more likely to be involved in the development of strategic plans than are personnel
specialists.

Both HRM in its proper sense and HCM as defined above treat people as assets.
Although, as William Scott-Jackson, Director of the Centre for Applied HR Research
at Oxford Brookes University argues (Oracle, 2005), “You can’t simply treat people as
assets, because that depersonalizes them and leads to the danger that they are viewed
in purely financial terms, which does little for all-important engagement.’

However, there is more to both HRM and HCM than simply treating people as
assets. Each of them also focuses on the importance of adopting an integrated and
strategic approach to managing people, which is the concern of all the stakeholders in
an organization, not just the people management function. So how does the concept
of HCM reinforce or add to the concept of HRM? The answers to that question are
that HCM:

e draws attention to the importance of what Kearns (2005b) calls ‘management
through measurement’, the aim being to establish a clear line of sight between HR
interventions and organizational success;

e strengthens the HRM belief that people are assets rather than costs;

focuses attention on the need to base HRM strategies and processes on the

requirement to create value through people and thus further the achievement of

organizational goals;

reinforces the need to be strategic;

emphasizes the role of HR specialists as business partners;

provides guidance on what to measure and how to measure;

underlines the importance of using the measurements to prove that superior

people management is delivering superior results and to indicate the direction in

which HR strategy needs to go.

The concept of HCM complements and strengthens the concept of HRM. It does not
replace it. Both HCM and HRM can be regarded as vital components in the process of
people management.
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THE CONCEPT OF HUMAN CAPITAL

Individuals generate, retain and use knowledge and skill (human capital) and create
intellectual capital. Their knowledge is enhanced by the interactions between them
(social capital) and generates the institutionalized knowledge possessed by an orga-
nization (organizational capital). These concepts of human, intellectual, social and
organizational capital are explained below.

Human capital

The term ‘human capital’ was originated by Schultz (1961) who elaborated his
concept in 1981 as follows: ‘Consider all human abilities to be either innate or
acquired. Attributes... which are valuable and can be augmented by appropriate
investment will be human capital.’

A more detailed definition was put forward by Bontis et al (1999) as follows:

Human capital represents the human factor in the organization; the combined intelli-
gence, skills and expertise that gives the organization its distinctive character. The
human elements of the organization are those that are capable of learning, changing,
innovating and providing the creative thrust which if properly motivated can ensure the
long-term survival of the organization.

Scarborough and Elias (2002) believe that: “The concept of human capital is most
usefully viewed as a bridging concept — that is, it defines the link between HR prac-
tices and business performance in terms of assets rather than business processes.”
They point out that human capital is to a large extent ‘non-standardized, tacit,
dynamic, context dependent and embodied in people’. These characteristics make it
difficult to evaluate human capital bearing in mind that the ‘features of human
capital that are so crucial to firm performance are the flexibility and creativity of indi-
viduals, their ability to develop skills over time and to respond in a motivated way to
different contexts’.

It is indeed the knowledge, skills and abilities of individuals that create value,
which is why the focus has to be on means of attracting, retaining, developing and
maintaining the human capital they represent. Davenport (1999) comments that:

People possess innate abilities, behaviours and personal energy and these elements
make up the human capital they bring to their work. And it is they, not their employers,
who own this capital and decide when, how and where they will contribute it. In other
words, they can make choices. Work is a two-way exchange of value, not a one-way
exploitation of an asset by its owner.
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The choices they make include how much discretionary behaviour they are prepared
to exercise in carrying out their role (discretionary behaviour refers to the discretion
people at work can exercise about the way they do their job and the amount of effort,
care, innovation and productive behaviour they display). They can also choose
whether or not to remain with the organization.

Intellectual capital

The concept of human capital is associated with the overarching concept of intellec-
tual capital, which is defined as the stocks and flows of knowledge available to an
organization. These can be regarded as the intangible resources associated with
people who, together with tangible resources (money and physical assets), comprise
the market or total value of a business. Bontis (1996, 1998) defines intangible
resources as the factors other than financial and physical assets that contribute to the
value-generating processes of a firm and are under its control.

Social capital

Social capital is another element of intellectual capital. It consists of the knowledge
derived from networks of relationships within and outside the organization. The
concept of social capital has been defined by Putnam (1996) as ‘the features of social
life — networks, norms and trust — that enable participants to act together more effec-
tively to pursue shared objectives’. The World Bank (2000) offers the following defin-
ition:

Social capital refers to the institutions, relationships and norms that shape the quality
and quantity of a society’s social interactions... Social capital is not just the sum of the
institutions that underpin a society — it is the glue that holds them together.

It is necessary to capture individual knowledge through knowledge management
processes, as described in Chapter 12, but it is equally important to take into account
social capital considerations, that is, the ways in which knowledge is developed
through interaction between people. Bontis et al (1999) point out that it is flows as
well as stocks that matter. Intellectual capital develops and changes over time and a
significant part is played in these processes by people acting together.

Organizational capital

Organizational capital is the institutionalized knowledge possessed by an organiza-
tion, which is stored in databases, manuals, etc (Youndt, 2000). It is often called



Human capital management = 35

structural capital (Edvinson and Malone, 1997), but the term ‘organizational capital” is
preferred by Youndt because, he argues, it conveys more clearly that this is the
knowledge that the organization actually owns.

The significance of human capital theory

The added value that people can contribute to an organization is emphasized by
human capital theory. It regards people as assets and stresses that investment by
organizations in people will generate worthwhile returns. The theory therefore
underpins the philosophies of human resource management and human capital
management.

Human capital theory is associated with the resource-based view of the firm as
developed by Barney (1991). This proposes that sustainable competitive advantage is
attained when the firm has a human resource pool that cannot be imitated or substi-
tuted by its rivals. Boxall (1996) refers to this situation as one that confers human
capital advantage’. But he also notes (1996 and 1999), that a distinction should be
made between ‘human capital advantage’ and ‘human process advantage’. The
former results from employing people with competitively valuable knowledge and
skills, much of it tacit. The latter, however, follows from the establishment of:

difficult to imitate, highly evolved processes within the firm, such as cross-departmental
co-operation and executive development. Accordingly, ‘human resource advantage’,
the superiority of one firm’s labour management over another’s, can be thought of as the
product of its human capital and human process advantages.

For the employer, investments in training and developing people is a means of
attracting and retaining human capital as well as getting better returns from those
investments. These returns are expected to be improvements in performance, produc-
tivity, flexibility and the capacity to innovate that should result from enlarging the
skill base and increasing levels of knowledge and competence. Schuller (2000)
suggests that: “The general message is persuasive: skills, knowledge and competences
are key factors in determining whether organizations and nations will prosper.” This
point is also made powerfully by Reich (1991).

But Davenport (1999) has some cautionary words about the asset-based content of
human capital theory. He argues that workers should not be treated as passive assets
to be bought, sold and replaced at the whim of their owners — increasingly, they
actively control their own working lives. Workers, especially knowledge workers,
may regard themselves as free agents who can choose how and where they invest
their talents, time and energy. He suggests that the notion that companies own
human assets as they own machines is unacceptable in principle and inapplicable in
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practice; it short-changes people by placing them in the same category as plant and
equipment.

Important though human capital theory may be, interest in it should not divert
attention from the other aspects of intellectual capital — social and organizational
capital — which are concerned with developing and embedding the knowledge
possessed by the human capital of an organization. Schuller (2000) contends that:

The focus on human capital as an individual attribute may lead — arguably has already
led — to a very unbalanced emphasis on the acquisition by individuals of skills and
competences which ignores the way in which such knowledge is embedded in a
complex web of social relationships.

HUMAN CAPITAL MANAGEMENT: PRACTICE AND
STRATEGY

Practice

Human capital management is concerned with measurement, reporting measure-
ments and drawing conclusions about the significance of the outcomes of measure-
ment as a guide to future action. This is the process of human capital measurement
and reporting that is considered separately in the next two sections of this chapter.
But it is not the sole purpose. There is more to HCM than measurement. Human
capital management focuses the attention of an organization’s leadership team on the
strategies it should adopt as outlined below to increase the added value they obtain
from people. It identifies those aspects of people management that demonstrably
have the greatest bearing on business performance. It clarifies the returns that can be
obtained in terms of increased profitability, productivity and overall effectiveness
arising from the deployment, development and engagement of the people the organi-
zation needs to achieve its goals. HCM points the way to achieving human capital
advantage by highlighting where and how investments in people generate the
highest returns. It ensures that HRM policies and practices are developed to attain
this end. These policies include knowledge management, resourcing, talent manage-
ment, performance management, learning and development programmes, and
reward and recognition processes.

From an organizational perspective, an HCM approach generates the following
practical questions:

e What are the key performance drivers that create value?
e What skills have we got?
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e What skills do we need now and in the future to meet our strategic aims?

e How are we going to attract, develop and retain these skills?

e How can we develop a culture and environment in which organizational and
individual learning takes place that meets both our needs and the needs of our
employees?

e How can we provide for both the explicit and tacit knowledge created in our
organization to be captured, recorded and used effectively?

Strategy

To provide guidelines for action a human capital strategy can be developed making
use of the data provided by human capital measurement and reporting. The Mercer
HR consulting organizational performance model (CIPD, 2004a) describes a firm’s
human capital strategy as consisting of six interconnected factors:

1. People — who is in the organization, their skills and competencies on hiring; what
skills competences they develop through training and experience; their level of
qualification; and the extent to which they apply firm-specific or generalized
human capital.

2. Work processes — how work gets done; the degree of teamwork and interdepen-
dence amongst organizational units; and the role of technology.

3. Managerial structure — the degree of employee discretion, management direction
and control; spans of control; performance management and work procedures.

4.  Information and knowledge — how information is shared and interchanged between
employees and with suppliers and customers through formal or informal means.

5. Decision-making — how important decisions are made and who makes them; the
degree of decentralization, participation and timeliness of decisions.

6. Rewards — how monetary and non-monetary incentives are used; how much pay
is at risk; individual versus group rewards; current versus longer-term ‘career
rewards’.

The human capital strategy of an organization can be regarded as complementary to
its human resource strategy, as discussed in Chapters 7 and 8.

HUMAN CAPITAL MEASUREMENT

As Becker et al (2001) emphasize: “The most potent action HR managers can take to
ensure their strategic contribution is to develop a measurement system that convinc-
ingly showcases HR’s impact on business performance.” They must ‘understand how
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the firm creates value and how to measure the value creation process’. This means
getting involved in human capital measurement as defined and described below.

Human capital measurement defined

Human capital measurement has been defined by IDS (2004) as being ‘about finding
links, correlations and, ideally, causation, between different sets of (HR) data, using
statistical techniques’. The CIPD (2004a) emphasizes that it deals with the analysis of
‘the actual experience of employees, rather than stated HR programmes and policies’.

The need for human capital measurement

There is an overwhelming case for evolving methods of valuing human capital as an
aid to decision-making. This may mean identifying the key people management
drivers and modelling the effect of varying them. The issue is to develop a framework
within which reliable information can be collected and analysed such as added value
per employee, productivity and measures of employee behaviour (attrition and
absenteeism rates, the frequency/severity rate of accidents, and cost savings
resulting from suggestion schemes).

Becker et al (2001) refer to the need to develop a ‘high-performance perspective’ in
which HR and other executives view HR as a system embedded within the larger
system of the firm'’s strategy implementation. They state that: “The firm manages and
measures the relationship between these two systems and firm performance.” A high-
performance work system is a crucial part of this approach in that it:

e links the firm’s selection and promotion decisions to validated competency
models;

e develops strategies that provide timely and effective support for the skills
demanded by the firm'’s strategy implementation;

e enacts compensation and performance management policies that attract, retain
and motivate high-performance employees.

Reasons for the interest in measurement

The recognized importance of achieving human capital advantage has led to an
interest in the development of methods of measuring the value of that capital for the
following reasons:

e Human capital constitutes a key element of the market worth of a company. A
research study conducted in 2003 (CFO Research Studies) estimated that the



Human capital management = 39

value of human capital represented over 36 per cent of total revenue in a typical
organization.

People in organizations add value and there is a case for assessing this value to
provide a basis for HR planning and for monitoring the effectiveness and impact
of HR policies and practices.

The process of identifying measures and collecting and analysing information
relating to them will focus the attention of the organization on what needs to be
done to find, keep, develop and make the best use of its human capital.
Measurements can be used to monitor progress in achieving strategic HR goals
and generally to evaluate the effectiveness of HR practices.

You cannot manage unless you measure.

However, three voices have advised caution about measurement. Leadbeater (2000)
observed that measuring can ‘result in cumbersome inventories which allow
managers to manipulate perceptions of intangible values to the detriment of
investors. The fact is that too few of these measures are focused on the way compa-
nies create value and make money’. The Institute of Employment Studies (Hartley,
2005) emphasized that reporting on human capital is not simply about measurement.
Measures on their own such as those resulting from benchmarking are not enough;
they must be clearly linked to business performance. And Scarborough and Elias
(2002) concluded from their investigations that the specific set of measures or metrics
organizations reported were less important than the process of measuring and the
uses for the information gathered.

Approaches to measurement

Six of the main approaches to measurement are described below.

The human capital index - Watson Wyatt

On the basis of a survey of companies that have linked together HR management
practices and market value, Watson Wyatt (2001) identified four major categories of
HR practice that could be linked to a 30 per cent increase in shareholder value
creation. These are:

Practice Impact on market value (per cent)
total rewards and accountability 16.5

collegial, flexible workforce 9.0

recruiting and retention excellence 7.9

communication integrity 7.1
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The organizational performance model — Mercer HR Consulting

As described by Nalbantian et al (2004) the Organizational Performance Model devel-
oped by Mercer HR Consulting is based on the following elements: people, work
processes, management structure, information and knowledge, decision-making and
rewards, each of which plays out differently within the context of the organization,
creating a unique DNA. If these elements have been developed piecemeal, as often
happens, the potential for misalignment is strong and it is likely that human capital is
not being optimised, creating opportunities for substantial improvement in returns.
Identifying these opportunities requires disciplined measurement of the organiza-
tion’s human capital assets and the management practices that affect their perfor-
mance. The statistical tool, ‘Internal Labour Market Analysis” used by Mercer draws
on the running record of employee and labour market data to analyse the actual expe-
rience of employees rather than stated HR programmes and policies. Thus gaps can
be identified between what is required in the workforce to support business goals
and what is actually being delivered.

The human capital monitor — Andrew Mayo

Mayo (2001) has developed the ‘human capital monitor” to identify the human value
of the enterprise or "human asset worth’, which is equal to ‘employment cost x indi-
vidual asset multiplier’. The latter is a weighted average assessment of capability,
potential to grow, personal performance (contribution) and alignment to the organi-
zation’s values set in the context of the workforce environment (ie how leadership,
culture, motivation and learning are driving success). The absolute figure is not
important. What does matter is that the process of measurement leads you to
consider whether human capital is sufficient, increasing, or decreasing, and high-
lights issues to address. Mayo advises against using too many measures and instead
to concentrate on a few organization-wide measures that are critical in creating share-
holder value or achieving current and future organizational goals.

A number of other areas for measurement and methods of doing so have been iden-
tified by Mayo (1999, 2001). He believes that value added per person is a good
measure of the effectiveness of human capital, especially for making inter-firm
comparisons. But he considers that the most critical indicator for the value of human
capital is the level of expertise possessed by an organization. He suggests that this
could be analysed under the headings of identified organizational core competencies.
The other criteria he mentions are measures of satisfaction derived from employee
opinion surveys and levels of attrition and absenteeism.
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The Sears Roebuck model

The Sears Roebuck model (Rucci et al, 1998) defines the employee-customer-profit
chain. It is sometimes called the ‘engagement model’. It explains that if you keep
employees satisfied in terms of their attitude to the company and their job you will
create a ‘compelling place to work’, which will encourage retention and lead to service
helpfulness and merchandize value, which leads to customer satisfaction, retention
and recommendations, thus creating ‘a compelling place to shop’. This in turn creates ‘a
compelling place to invest’, because of its impact on return on assets, operating margins
and revenue growth (Figure 2.1).

A compelling place A compelling place A compelling place
to work to shop to invest
Attitude about Serving Customer
the job helpfulness recommendations
Return on assets
Employee Customer . .
; . . »| Operation margin
behaviour impression
Revenue growth
Attitude about Employee Merchandize Customer
the job retention value retention

Figure 2.1 The Sears Roebuck Model: Employee-Customer-Profit chain

This model encourages the use of attitude surveys to measure job satisfaction and
engagement and has been used in a number of organizations in the UK.

Nationwide has developed its ‘Genome’” human capital investment model to quan-
tify the impact that employee commitment has on customer satisfaction and business
performance. The model uses data from existing sources such as employee opinion
surveys, customer satisfaction indices, business performance statistics and employee
metrics covering turnover, length of service and absence. Use of the model enabled
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Nationwide to prove statistically that the more committed the employee the happier
the customer. It is possible to use data modelling to predict the impact that a change
in one factor affecting employee commitment would have on customer satisfaction
and ultimately on business performance. For example, increasing employee satisfac-
tion with basic pay by 5 per cent would produce an overall rise in customer satisfac-
tion of 0.5 per cent and an increase in personal loan sales of 2.3 per cent.

The balanced scorecard

The balanced scorecard as originally developed by Kaplan and Norton (1992, 1996) is
frequently used as the basis for measurement. Their aim was to counter the tendency
of companies to concentrate on short-term financial reporting. They take the view
that ‘what you measure is what you get’, and they emphasize that ‘no single measure
can provide a clear performance target or focus attention on the critical areas of the
business. Managers want a balanced presentation of both financial and operational
measures’. Their original concept of the scorecard required managers to answer four
basic questions, which means looking at the business from four related perspectives,
as shown in Figure 2.2.

Some organizations have replaced the innovation and learning perspective with a
broader people or human capital element.

Kaplan and Norton emphasize that the balanced scorecard approach ‘puts strategy
and vision, not control at the centre’. They suggest that while it defines goals, it
assumes that people will adopt whatever behaviours and take whatever actions are
required to achieve those goals: ‘Senior managers may know what the end result
should be, but they cannot tell employees exactly how to achieve that result, if only
because the conditions in which employees operate are constantly changing.’

They suggest that the balanced scorecard can help to align employees” individual
performance with the overall strategy: ‘Scorecard users generally engage in three
activities: communicating and educating, setting goals, and linking rewards to
performance measures’. They comment that:

Many people think of measurement as a tool to control behaviour and to evaluate past
performance. The measures on a Balanced Scorecard, however, should be used as the
cornerstone of a management system that communicates strategy, aligns individuals and
teams to the strategy, establishes long-term strategic targets, aligns initiatives, allocates
long- and short-term resources and, finally, provides feedback and learning about the
strategy.

Research by Deloitte & Touche and Personnel Today (2002) found that 32 per cent of
large UK companies are using the balanced scorecard methodology, although the
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Customer perspective

How do customers see us?

Innovation and learning

Financial perspective (people) perspective

How do we appear to our

shareholders? Can we continue to improve

and add value

Internal perspective

What must we excel at?

Figure 2.2 The balanced scorecard

methods adopted vary. At Lloyds TSB the balanced scorecard blends a mix of finan-
cial metrics and non-financial indicators to provide a single integrated measure of
performance that focuses on key indicators, from which a true reflection of organiza-
tion performance can be accomplished. The scorecard thus enables the organization
to focus on a small number of critical measures that create value for the organization.

Norwich Union Insurance describes its balanced scorecard as a ‘mechanism for
implementing our strategy and measuring performance against our objectives and
critical success factors to achieve the strategy’. The scorecard is cascaded throughout
the organization to measure the operational activities that are contributing to the
overall company strategy. The balanced scorecard changes from year to year. Most
recently, it set out to achieve three goals: positive benefit, staff impacts and financial
performance — in short, service, morale and profits. Previously, the emphasis was
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predominantly on profit, in order to deliver the promises made to the City and share-
holders, but the company feels that more focus is now needed on service and morale.

The EFQM model of quality

The European Foundation for Quality Management (EFQM) model of quality as
shown in Figure 2.3 provides another framework for measuring and reporting on
human capital management. It indicates that customer satisfaction, people
(employee) satisfaction and impact on society are achieved through leadership. This
drives the policy and strategy, people management, resources and processes required
to produce excellence in business results.

Leadership

People
management
Resources

Policy and
strategy

Processes

People
satisfaction
Customer Business
satisfaction results
Impact on
society

Enablers

Results

Figure 2.3 The EFQM model

The nine elements in the model are defined as follows:

1. Leadership — how the behaviour and actions of the executive team and all other
leaders inspire, support and promote a high performance culture.

2. Policy and strateqy — how the organization formulates, deploys and reviews its
policy and strategy and turns them into plans and actions.

3. People management — how the organization realizes the full potential of its people.
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Resources — how the organization manages resources effectively and efficiently.
Processes — how the organization identifies, manages, reviews and improves its
processes.

Customer satisfaction — what the organization is achieving in relation to the satis-
faction of its external customers.

People satisfaction — what the organization is achieving in relation to the satisfac-
tion of its people.

Impact on society — what the organization is achieving in satisfying the needs and
expectations of the local, national and international community at large.

Business results — what the organization is achieving in relation to its planned
business objectives and in satisfying the needs and expectations of everyone with
a financial interest or stake in the organization.

Organizations that adopt the EFQM model accept the importance of performance
measurement and work all the time to improve the usefulness of their measures, but
they also recognize that simply measuring a problem does not improve it. There is a
risk that managers will exert their best energies to the analysis, leaving little left for
the remedy.

Measurement elements

The main data elements used for measurement are as follows:

Basic workforce data — demographic data (numbers by job category, sex, race, age,
disability, working arrangements, absence and sickness, turnover and pay).
People development and performance data — learning and development programmes,
performance management/potential assessments, skills and qualifications.
Perceptual data — attitude/opinion surveys, focus groups, exit interviews.
Performance data — financial, operational and customer.

Non-financial variables — the top 10 as listed by Low and Siesfield (1998) are:

— quality of corporate strategy;

— execution of corporate strategy;

— management credibility;

— Innovation;

— research leadership;

— ability to attract and retain talented people;

— market share;

- management expertise;

— alignment of compensation with shareholders’ interests;

— quality of major business processes.
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In more detail the Council for Excellence in Management and Leadership (2002)
report listed the following measures:

A. Morale

Absenteeism.

Accidents.

Employee turnover.

Director and manager turnover.

Employee satisfaction (staff survey measure).
Sickness.

AR N

o]

. Motivation

Appraisal — completion rates.

Per cent of employees for whom documented annual appraisal has been agreed.
Per cent of jobs for which objectives have been documented.

Per cent of jobs for which job descriptions exist.

Employee understanding of strategy (staff survey measure).

Employee understanding of vision (staff survey measure).

Employee retention.

Director and manager retention.

Working hours.

WO NG D=

C. Investment

Benchmarked remuneration levels.

Directors and managers’ salaries as a percentage of total salaries.
Human resource spend per employee.

Training investment.

- N

D. Long-term development

Current management and leadership capability.

Potential management and leadership capability.

Management and leadership skill gaps.

Per cent of job holders for whom a development plan has been agreed.
Per cent of jobs for which competencies have been audited.

Training days.

N PN
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E. External perception

1.
2.

Job applications: vacancies.
Job offers: job acceptances.

Measuring human capital

The points that should be borne in mind when measuring human capital are:

Identify sources of value including the competencies and abilities that drive busi-
ness performance.

Analyse the relationships between people management practices and outcomes
and organizational effectiveness.

Remember that human capital measurement is concerned with the impact of
people management practices on performance so that steps can be taken to do
better. It is not just about measuring the efficiency of the HR department in terms
of activity levels. It needs to be value-focused rather than activity-based. For
example, it is not enough just to record the number of training days or the expen-
diture on training; it is necessary to assess the return on investment generated by
that training.

Keep measurements simple — concentrate on key areas of outcomes and behav-
iour.

Only measure activities if it is clear that such measurements will inform decision-
making.

Analyse and evaluate trends rather than simply record actuals — compare the
present position with baseline data.

Focus on readily available and reliable quantified information; however, although
quantification is desirable it should not be based on huge, loose assumptions.
Remember that measurement is a means to an end, not an end in itself. Do not get
so mesmerized by the process of collecting data as to forget that the data is there
to be used to support decision-making and generate action.

HUMAN CAPITAL REPORTING

Human capital reporting is concerned with providing information on how well the
human capital of an organization is managed. There are two aspects: first, external
reporting to stakeholders through, in the UK, the compulsory Operating and
Financial Review (OFR). The second aspect is internal reporting, which also informs
the leadership team and stakeholders generally about how human capital is being
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managed, but extends this with statements of how the information will be used to
guide future action. The purpose is to inform decision-making about human capital

management, not just to record the figures.

External reporting

The Accounting for People Task Force Report (2003) recommended that operating
and financial review reports (OFRs) should be made by companies which have a
strategic focus, are balanced and objective and based on sound data’. The Task Force

specified that:

The report should clearly represent the Board’s understanding of the links between HCM
policies and practices and its business strategy and performance. This means that it
should normally include details on the size and composition of the workforce,
employee retention and motivation, skills, competencies and training, remuneration and
fair employment practice, and leadership and succession planning. The report should
follow a process that is susceptible to review by auditors, provide information in a form
that enables comparison over time, and use commonly accepted terms and definitions.

The CIPD (2003b) has recommended that the OFR should provide information on:

the profile of the workforce and its diversity;

senior executive remuneration;

the quality of leadership and management strength;
how well labour costs have been managed over time;

ness strategy for the next three years;

evidence of a coherent, robust people strategy that is mapped to the stated busi-

e evidence that current people management practice (especially regarding acquisi-
tion, motivation and retention) are affecting organizational and business perfor-

mance,;

e current and forecasted returns on people investment in the next three to five

years;

e the value of human capital assets and future investments, especially in major

corporate decisions such as mergers and acquisitions;

e comparator listings in financial league tables — such as industry FISE or analyst

ratings.

The CIPD (2003b) also proposed the external reporting framework illustrated in

Figure 2.4.
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Human capital strategy

Acquisition and retention

Management and leadership

Human capital management

Human capital performance

Figure 2.4 Human capital external reporting framework (CIPD, 2003b)

Internal reporting

Internal reporting should be linked to the external reporting framework but will
focus more on the practical implications of the data that has been assembled and
analysed. The information and the headings of the internal report have to be tailored
to the context and needs of the organization, but it could:

set out the quantitative and qualitative information — this could include data on
the size and composition of the workforce, attraction and retention, absence,
motivation, skills and competencies, learning and development activities, remu-
neration and fair employment practices, leadership and succession planning, and
the outcomes of opinion or job satisfaction surveys;

analyse measures of employee satisfaction and engagement, compare them with
data on business performance and demonstrate the links between them;

analyse the outcomes of external benchmarking;

identify the key performance drivers in the organization and indicate how human
capital management is contributing to adding value in each of these areas;
review the extent to which people management strategy, policies and practices
are contributing to the achievement of business goals;
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e set out the returns on investments in people management and development
projects and evaluate the effectiveness of the investments;

e draw conclusions on the implications of the data for future people management
strategy, policy and practice.

An example of internal reporting is provided by Standard Chartered Bank. A range of
processes and benchmarks has been established to measure and enhance the contri-
bution of its employees. Work on human capital measurement has enabled the bank
to understand the difference that talented and motivated employees can make to the
business. A ‘Human Capital Roadmap’ has been developed to provide a clear people
agenda. The core of the roadmap is the five areas of focus which drive business
performance that are supported by key people processes and interventions. The latter
form the framework for metrics and evaluations. These include an engagement
survey (G12) developed by the Gallop Organization covering 12 factors that
underpin a productive and stimulating place to work. Research has established a
powerful link between engagement scores and business performance.

At Nationwide regular reports are made to area managers on key drivers. These
are presented graphically on dashboards, as illustrated in Figure 2.5, enabling
the manager to identify problem areas, investigate the circumstances and initiate
action.
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Figure 2.5 Human capital reporting dashboard for area managers: Nationwide




Role of the HR function

HR functions are concerned with the management and development of people in
organizations. They are involved in the development and implementation of HR
strategies and policies and some or all of the following people management activities:
organization development, human resource planning, talent management, knowl-
edge management, recruitment and selection, learning and development, reward
management, employee relations, health and safety, welfare, HR administration,
fulfilment of statutory requirements, equal opportunity and diversity issues, and any
other matters related to the employment relationship.

The IRS survey of HR roles and responsibilities (IRS, 2004b) found that HR func-
tions were spending 20 per cent of their time on strategic activities, 40 per cent on
administration, 30 per cent on providing a consultancy service, and 10 per cent on
other activities.

The ‘clients’ or ‘customers’ of the HR function are not just management. They also
comprise the front-line managers who actually implement HR policies and on whom
the function relies to get things done, employees, and potential recruits.

This chapter deals with:

the overall role of the function;

the role of HR in facilitating and managing change;
variations in practice;

organization of the function;
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marketing the function;

preparing, justifying and protecting the HR budget;
outsourcing;

the provision of shared services;

the use of external consultants;

evaluating the HR function.

THE OVERALL ROLE OF THE HR FUNCTION

The role of the HR function is to enable the organization to achieve its objectives by
taking initiatives and providing guidance and support on all matters relating to its
employees. The basic aim is to ensure that the organization develops HR strategies,
policies and practices that cater effectively for everything concerning the employ-
ment and development of people and the relationships that exist between manage-
ment and the workforce. The HR function can play a major part in the creation of an
environment that enables people to make the best use of their capacities and to realize
their potential to the benefit of both the organization and themselves.

Essentially, the HR function provides the advice and services that enable organiza-
tions to get things done through people. It is in the delivery business. Ulrich (1998)
points out that: “The activities of HR appear to be and often are disconnected from the
real work of the organization.” He believes that HR ‘should not be defined by what it
does but by what it delivers’.

The more sophisticated HR functions aim to achieve strategic integration and
coherence in the development and operation of HRM policies and employment prac-
tices. Strategic integration could be described as vertical integration — the process of
ensuring that HR strategies are integrated with or ‘fit" business strategies. The
concept of coherence could be defined as horizontal integration — the development of
a mutually reinforcing and interrelated set of HR employment and development poli-
cies and practices. These strategic aspects of the work of the function are dealt with in
Chapters 7, 8 and 9 of this book.

THE ROLE OF HR IN FACILITATING AND MANAGING
CHANGE

If HR is concerned — as it should be — with playing a major role in the achievement
of continuous improvement in organizational and individual performance and in
the HR processes that support that improvement, then it will be concerned with
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facilitating change. Ulrich (1997a) believes that one of the key roles of HR profes-
sionals is to act as change agents, delivering organizational transformation and cul-
ture change.

Strategic HRM is as much if not more about managing change during the process
of implementation as it is about producing long-term plans; a point emphasized by
Purcell (1999) who believes that: “‘We should be much more sensitive to processes of
organizational change and avoid being trapped in the logic of rational choice.” In 2001
Purcell suggested that change is specially important in HRM strategies, ‘since their
concern is with the future, the unknown, thinking of and learning how to do things
differently, undoing the ways things have been done in the past, and managing its
implementation’. He believes that the focus of strategy is on implementation, where
HR can play a major part.

The importance of the human resource element in achieving change has been
emphasized by Johnson and Scholes (1997):

Organizations which successfully manage change are those which have integrated their
human resource management policies with their strategies and the strategic change
process... training, employee relations, compensation packages and so on are not
merely operational issues for the personnel department; they are crucially concerned
with the way in which employees relate to the nature and direction of the firm and as
such they can both block strategic change and be significant facilitators of strategic
change.

The contribution of HR to change management

The HR function may be involved in initiating change but it can also act as a stabi-
lizing force in situations where change would be damaging. Mohrman and Lawler
(1998) believe that:

The human resources function can help the organization develop the capability to
weather the changes that will continue to be part of the organizational landscape. It can
help with the ongoing learning processes required to assess the impact of change and
enable the organization to make corrections and enhancements to the changes. It can
help the organization develop a new psychological contract and ways to give
employees a stake in the changes that are occurring and in the performance of the orga-
nization.

How HR can facilitate change

Ulrich (1998) argues that HR professionals are ‘not fully comfortable or compatible in
the role of change agent’, and that their task is therefore not to carry out change but to
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get change done. But HR practitioners are in a good position to understand possible
points of resistance to change and they can help to facilitate the information flow and
understanding that will help to overcome that resistance.

Change guidelines for HR

To facilitate change, HR has to be fully aware of the reasons why people resist change
and the approaches that can be adopted to overcome that resistance, indeed to gain
agreement that change is desirable. These approaches are described in Chapter 24.
Useful guidelines (quoted by Ulrich, 1998) on how HR can facilitate change have
been produced by the HR department in General Electric. These are to ensure that:

e employees see the reason for change;

e employees understand why change is important and see how it will help them
and the business in the long and short term;

e the people who need to be committed to the change to make it happen are recog-
nized;

e a coalition of support is built for the change;

the support of key individuals in the organization is enlisted;

the link between the change and other HR systems such as staffing, training,

appraisal, rewards, structure and communication is understood;

the systems implications of the change are recognized;

a means of measuring the success of the change is identified;

plans are made to monitor progress in the implementation of change;

the first steps in getting change started are recognized;

plans are made to keep attention focused on the change;

the likely need to adapt the change over time is recognized and plans can readily

be made and implemented for such adaptations.

VARIATIONS IN THE PRACTICE OF HR

The role of the HR function and the practice of human resource management vary
immensely in different organizations. As Sisson (1995) has commented, HR manage-
ment is not a single homogeneous occupation — it involves a variety of roles and
activities that differ from one organization to another and from one level to another in
the same organization. Tyson (1987) has claimed that the HR function is often ‘balka-
nized’ — not only is there a variety of roles and activities but these tend to be relatively
self-centred, with little passage between them. Hope-Hailey et al (1998) believe that
HR could be regarded as a ‘chameleon function’ in the sense that the diversity of
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practice established by their research suggests that ‘contextual variables dictate
different roles for the function and different practices of people management’.

Adams (1991) has identified four approaches to the role of the function, each of
which can be seen as representing a ‘kind of scale of increasing degrees of external-
ization, understood as the application of market forces to the delivery of HR activi-
ties”:

1. The in-house agency, in which the HR department is seen as a cost centre and the
activities are cross-charged to other departments or divisions.

2. The internal consultancy, in which the HR department sells its services to internal
customers (line managers), the implication being that managers have some
freedom to go elsewhere if they are not happy with the service that is being
provided.

3. The business within a business, in which some of the activities of the function are
formed into a quasi-independent organization that may trade not only with orga-
nizational units but also externally.

4.  External consultancy, in which the organizational units go outside to completely
independent businesses for help and advice.

The common feature of all these approaches is that the services delivered are charged
for in some form of contract, which may incorporate a service level agreement.

The approach to the provision of services and their externalization will vary
between different organizations because of contextual factors such as the way in
which the business is organized and the type of people employed, the values and
beliefs of top management about the need for HR and the extent to which it will make
a contribution to the ‘bottom line’, and the reputation and credibility of the HR func-
tion.

Another area for variation is the extent to which the traditional methods of
managing HR functions have changed in the direction of setting up shared services
and outsourcing, as described later in this chapter.

ORGANIZING THE HR FUNCTION

The organization and staffing of the HR function clearly depends on the size of the
business, the extent to which operations are decentralized, the type of work carried
out, the kind of people employed and the role assigned to the HR function.

There is no standard ratio for the number of HR specialists to the number of
employees. It can vary from 1 to 80, to 1 to 1,000 or more. In the 128 organizations
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covered by the IRS 2004b survey, there was on average one HR practitioner for every
109 employees.

The ratio is affected by all the factors mentioned above and can only be decided
empirically by analysing what HR services are required and then deciding on the
extent to which they are provided by full-time professional staff or can be purchased
from external agencies or consultants. The degree to which the organization believes
that the management of human resources is the prime responsibility of line managers
and team leaders affects not only the numbers of HR staff but also the nature of the
guidance and support services they provide.

There are, therefore, no absolute rules for organizing the HR function, but current
practice suggests that the following guidelines should be taken into account:

e The head of the function should report directly to the chief executive and should
be on the board, or at least be a member of the senior management or leadership
team, in order to contribute to the formulation of corporate strategies and play a
full part in the formulation and integration of HR strategies and policies. In prac-
tice, however, this does not happen as frequently as one would wish. Only four
out of 10 of the organizations surveyed by IRS in 2004 had a director with sole
responsibility for HR.

e In a decentralized organization, subsidiary companies, divisions, or operational
units should be responsible for their own HR management affairs within the
framework of broad strategic and policy guidelines from the centre.

e The central HR function in a decentralized organization should be slimmed down
to the minimum required to develop group human resource strategies and poli-
cies. It will probably be concerned with resourcing throughout the group at senior
management level and advising on both recruitment and career development. It
may also control remuneration and benefits policies for senior management. The
centre may co-ordinate industrial-relations negotiating if bargaining has been
decentralized, especially where bargaining is related to terms and conditions such
as hours of work, holidays and employee benefits. Although rates of pay may
vary among subsidiaries, it is generally desirable to develop a consistent
approach to benefit provision. A recent development is to operate as a ‘service
centre’, providing shared HR services to other parts of the organization, as
described later in this chapter.

e The HR function has to be capable of delivering the level of advice and services
required by the organization. Delivery may be achieved by the direct provision of
services but may be outsourced.

e The function will be organized in accordance with the level of support and
services it is required to give and the range of activities that need to be catered for,
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which could include resourcing, management development, training, reward
management, employee relations, knowledge management and HR services in
such areas as health and safety, welfare, HR information systems and employ-
ment matters generally. In a large department, each of these areas may be
provided for separately, but they can be combined in various ways.

The organization and staffing of the HR function needs to take account of its role in
formulating HR strategies and policies and intervening and innovating as required.
But the function also has to provide efficient and cost-effective services. These cannot
be neglected; the credibility and reputation of the function so far as line managers are
concerned will be largely a function of the quality of those services to the HR depart-
ment’s internal customers. It is, in fact, important for members of the function to
remember that line managers are their customers and deserve high levels of personal
service that meet their needs.

The most important principle to bear in mind about the organization of the HR
function is that it should fit the needs of the business. Against that background, there
will always be choice about the best structure to adopt, but this choice should be
made on the basis of an analysis of what the organization wants in the way of HR
management guidance and services. This is why there are considerable variations in
HR practice.

MARKETING THE HR FUNCTION

Top management and line managers are the internal customers whose wants and
needs the HR function must identify and meet. How can this be done?

First, it is necessary to understand the needs of the business and its critical success
factors — where the business is going, how it intends to get there and what are the
things that are going to make the difference between success and failure.

Market research data needs to be converted into marketing plans for the develop-
ment of products and services to meet ascertained needs — of the business and its
managers and employees. The marketing plan should establish the costs of intro-
ducing and maintaining these initiatives and the benefits that will be obtained from
them. Every effort must be made to quantify these benefits in financial terms.

The next step in the marketing process is to persuade management that this is a
product or service the business needs. This means spelling out its costs and benefits,
covering the financial and human resources required to develop, introduce and main-
tain it, and the impact it will make on the performance of the business. Identifying the
business need and convincing management that a product or service is worthwhile
will be easier if the initial customer research and product development activities have
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been carried out thoroughly. Credibility is vital. This will be achieved if the proposal
for expenditure is credible in itself, but the track record of the HR function in deliv-
ering its promises is equally important.

This approach is akin to ‘branding’ in product planning. This identifies the product
or service, spells out the benefits it provides and differentiates it from other services,
thus bringing it to the attention of customers. Presentation is important through logos
and distinctive brochures. Some HR departments brand products with an immedi-
ately identifiable name such as ‘Genome’ or ‘Gemini’.

PREPARING, JUSTIFYING AND PROTECTING THE HR
BUDGET

Preparation

HR budgets are prepared like any other functional department budget in the
following stages:

1. Define functional objectives and plans.

2. Forecast the activity levels required to achieve objectives and plans in the light of
company budget guidelines and assumptions on future business activity levels
and any targets for reducing overheads or for maintaining them at the same
level.

3. Assess the resources (people and finance) required to enable the activity levels to
be achieved.

4. Cost each activity area — the sum of these costs will be the total budget.

Justification

Justifying budgets means ensuring in advance that objectives and plans are generally
agreed — there should be no surprises in a budget submitted to top management. A
cast-iron case should then be prepared to support the forecast levels of activity in
each area and, on a cost/benefit basis, to justify any special expenditure. Ideally, the
benefit should be defined as a return on investment expressed in financial terms.

Protection

The best way to protect a budget is to provide in advance a rationale for each area of
expenditure that proves that it is necessary and will justify the costs involved. The
worst thing that can happen is to be forced on to the defensive. If service delivery
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standards (service level agreements) are agreed and achieved these will provide a
further basis for protecting the budget.

OUTSOURCING HR WORK

Increasingly, HR services, which would previously have been regarded as a busi-
ness’s own responsibility to manage, are now routinely being purchased from
external suppliers. Managements are facing Tom Peters’ (1988) challenge: ‘Prove it
can’t be subcontracted.” The formal policy of a major global corporation reads:
‘Manufacture only those items — and internally source only those support services —
that directly contribute to, or help to maintain, our competitive advantage.” The IPD
(1998a) states that ‘the biggest single cause in the increase of outsourcing has been the
concept of the core organization which focuses its in-house expertise on its primary
function and purchases any necessary support from a range of sources in its
periphery’.

The HR function is well positioned to outsource some of its activities to manage-
ment consultancies and other agencies or firms that act as service providers in such
fields as training, recruitment, executive search, occupational health and safety
services, employee welfare and counselling activities, childcare, payroll administra-
tion and legal advisory services. HR functions, which have been given responsibility
for other miscellaneous activities such as catering, car, fleet management, facilities
management and security (because there is nowhere else to put them), may gladly
outsource them to specialist firms.

The case for outsourcing

There are three reasons for outsourcing:

1. Cost saving — HR costs are reduced because the services are cheaper and the size
of the function can be cut back.

2. Concentration of HR effort — members of the function are not diverted from the key
tasks that add value.

3.  Obtaining expertise — know-how and experience that are unavailable in the orga-
nization can be purchased.

Problems with outsourcing

The advantages of outsourcing seem to be high, but there are problems. Some firms
have unthinkingly outsourced core activities on an ad hoc basis to gain short-term
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advantage, while others found that they were being leveraged by their suppliers to
pay higher rates. Firms may focus on a definition of the core activities and those that
can be outsourced that may be justified at the time but do not take account of the
future. Additionally, a seemingly random policy of outsourcing can lead to lower
employee morale and to a ‘who next” atmosphere.

Deciding to outsource

The decision to outsource should be based on rigorous analysis and benchmarking to
establish how other organizations manage their HR activities. This will define the
level of service required. The cost of providing the existing service internally should
also be measured. This will be easier if an activity-based costing system is used in the
organization.

To minimize problems, careful consideration should be given to the case for out-
sourcing. It is necessary to assess each potential area with great care in order to deter-
mine whether it can and should be outsourced and exactly what such outsourcing is
intended to achieve. The questions to be answered include: Is the activity a core one
or peripheral? How efficiently is it run at present? What contribution does it make to
the qualitative and financial well-being of the organization? This is an opportunity to
re-engineer the HR function, subjecting each activity to critical examination to estab-
lish whether the services can be provided from within or outside the organization, if
at all. Outsourcing may well be worthwhile if it is certain that it can deliver a better
service at a lower cost.

Selecting service providers

Potential service providers should be required to present tenders in response to a
brief. Three or four providers should be approached so that a choice can be made. The
tender should set out how the brief will be met and how much it will cost. Selection
should take into account the degree to which the tender meets the specification, the
quality and reputation of the firm and the cost (this is an important consideration but
not the only one — the level of service that will be provided is critical). References
should be obtained before a contract is drawn up and agreed. The contract should be
very clear about services, costs and the basis upon which it can be terminated.

Managerial and legal implications of outsourcing

Service providers need to be managed just as carefully — if not more so — than internal
services. Service standards and budgets should be reviewed and agreed regularly
and management information systems should be set up so that performance can be
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monitored. Swift corrective action should be taken if things go wrong, and the
contract terminated if there is a serious shortcoming.

The legal implications of outsourcing are that it will be based on a service contract
and the purchaser of the services has the right to insist that the terms of the
contract are fulfilled. Purchasers also have a duty to fulfil their side of the contract, for
example, providing agreed facilities, meeting the leasing terms set out in a car fleet
management contract, and paying for the services as required by the contract.

SHARED HR SERVICES

The term ‘shared services’ refers to the central provision of HR services that are avail-
able to a number of parties and are therefore the same for all those who take them up.
The nature of the services is determined by both the provider and the user. The
customer or user defines the level of the service and decides which services to take
up. Thus, ‘the user is the chooser” (Ulrich, 1995). As described by Reilly (2000),
administrative tasks tend to be those most commonly covered by shared services, for
example:

payroll changes;

relocation services;

recruitment administration;

benefits administration (including flexible benefits and share schemes);
company car provision;

pensions administration;

employee welfare support;

training support;

absence monitoring;

management information.

Services can be provided through the internet, a telephone customer help line, a
consultancy pool of advisers, or ‘centres of excellence” with expertise in such areas as
resourcing, employee relations, reward or training. The increasing interest in shared
services has been prompted by the more extensive and strategic use of HR informa-
tion systems.

The organizations covered by the research conducted by Reilly (2000) on behalf of
the Institute of Employment Studies identified one or more of the following reasons
for providing shared services:
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e HR will be consumer-driven, more accessible, and more professional;

e the quality of HR services will be improved in terms of using better processes,
delivery to specification, time and budget, incorporation of good practice, the
achievement of greater consistency and accuracy;

e the process can help to achieve organizational flexibility —a common service will
support customers during business change;

e it can support the repositioning of HR, moving it from a purely operational to a
more strategic role so that HR is carrying out the role of ‘acting as a catalyst for
change... anticipating problems and making things happen” (Hutchinson and
Wood, 1995).

The advantages of providing shared services include lower costs, better quality, more
efficient resourcing and better customer service. But there are disadvantages, which
include loss of face-to-face contact, de-skilling administrative jobs and, potentially,
remoteness from the users.

The steps required to introduce shared services in what is often described as an ‘HR
service centre” are as follows (all should involve users as well as providers):

1. Identify present arrangements.

Obtain views from customers on the quality of existing services and what could
be done to improve them (including the scope for sharing services).

3. Define the areas for shared services.

4. Define how shared services would be supplied, including who provides the
service, where it is provided, how it is provided (this will include consideration
of outsourcing as discussed later in this chapter).

5. Decide on priorities.

6. Plan programme (this could be phased and might involve pilot testing).

USING MANAGEMENT CONSULTANTS

Management consultants act as service providers in such fields as recruitment, execu-
tive search and training. They also provide outside help and guidance to their clients
by advising on the introduction of new systems or procedures or by going through
processes of analysis and diagnosis in order to produce recommendations or to assist
generally in the improvement of organizational performance. Their role is to provide
expertise and resources to assist in development and change.

The steps required to select and use consultants effectively are:
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1. Define the business need — what added value consultants will provide.

Justify their use in terms of their expertise, objectivity and ability to bring
resources to bear that might otherwise be unavailable. If the need has been estab-
lished in cost/benefit terms, the use of external consultants rather than internal
resources has to be justified.

3. Define clearly the objectives of the exercise in terms of the end-results and deliv-
erables.

4. Invite three or four firms or independent consultants to submit proposals.

5. Select the preferred consultants on the basis of their proposal and an interview (a
‘beauty contest’) — the criteria should be the degree to which the consultants
understand the need, the relevance and acceptability of their proposed deliver-
ables and programme of work, the capacity of the firm and the particular consul-
tants to deliver, whether the consultants will be able to adopt to the culture and
management style of the organization, the extent to which they are likely to be
acceptable to the people with whom they will work, and the cost (a consideration
but, as for service providers, not the ultimate consideration).

6. Take up references before confirming the appointment.

7. Agree and sign a contract — this should always be in writing and should set out
deliverables, timing and costs, methods of payment and arrangements for termi-
nation.

8. Agree detailed project programme.

9.  Monitor the progress of the assignment carefully without unduly interfering in
the day-to-day work of the consultants, and evaluate the outcomes.

Legal implications

If there is a serious problem, a consultancy assignment can be cancelled if either party
has clearly failed to meet the terms of the contract (whether this is a formal contract or
simply an exchange of letters). Clients can also sue consultants for professional negli-
gence if they believe that their advice or actions have caused financial or some other
form of measurable loss. Professional negligence is, however, not always easy to
prove, especially in HR assignments. Consultants can always claim that their advice
was perfectly good but that it has been used incorrectly by the client (this may also be
difficult to prove). Suing consultants can be a messy business and should only be
undertaken when it is felt that they (or their insurers) should pay for their mistakes
and thus help to recoup the client’s losses. It should also be remembered that inde-
pendent consultants and even some small firms might not have taken out profes-
sional liability insurance. If that is the case, all the aggrieved client who sues would
do is to bankrupt them, which may give the client some satisfaction but could be a



66 = Managing people

somewhat pointless exercise. The latter problem can be overcome if the client selects
only consultants who are insured.

EVALUATING THE HR FUNCTION

It is necessary to evaluate the contribution of the HR function to ensure that it is effec-
tive at both the strategic level and in terms of service delivery and support. In evalu-
ation it is useful to remember the distinction made by Tsui and Gomez-Mejia (1988)
between process criteria — how well things are done, and output criteria — the effective-
ness of the end-result. A ‘utility analysis” approach as described by Boudreau (1988)
can be used. This focuses on the impact of HR activities measured wherever possible
in financial terms (quantity), improvements in the quality of those activities, and
cost/benefit (the minimization of the cost of the activities in relation to the benefits they
provide).

Huselid et al (1997) believe that HR effectiveness has two dimensions: 1) strategic
HRM - the delivery of services in a way that supports the implementation of the
firm’s strategy; and 2) technical HRM — the delivery of HR basics such as recruitment,
compensation and benefits. The methods that can be used to evaluate these dimen-
sions are described below.

Quantitative criteria

e Organizational: added value per employee, profit per employee, sales value per
employee, costs per employee and added value per £ of employment costs.

e Employee behaviour: retention and turnover rates, absenteeism, sickness, accident
rates, grievances, disputes, references to employment tribunals, successful
suggestion scheme outcomes.

e HR service levels and outcomes: time to fill vacancies, time to respond to applicants,
ratio of acceptances to offers made, cost of replies to advertisements, training
days per employee, time to respond to and settle grievances, measurable
improvements in organizational performance as a result of HR practices, ratio of
HR costs to total costs, ratio of HR staff to employees, the achievement of speci-
fied goals.

User reactions

The internal customers of HR (the users of HR services) can provide important feed-
back on HR effectiveness. Users can be asked formally to assess the extent to which
the members of the HR function demonstrate that they:
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e understand the business strategy;

e anticipate business needs and produce realistic proposals on how HR can help to
meet them;

e are capable of meeting performance standards and deadlines for the delivery of
HR initiatives and projects;

e provide relevant, clear, convincing and practical advice;

e provide efficient and effective services with regard to response and delivery times
and quality;

e generally demonstrate their understanding and expertise.

Service level agreements

A service level agreement (SLA) is an agreement between the provider of a service
and the customers who use the service on the level of service that should be provided.
It sets out the nature of the service provided, the volume and quality to be achieved
by the service, and the response times the provider must attain after receiving
requests for help. The headings of the agreement can be drawn from the list of HR
service level areas set out above. The agreement provides the basis for monitoring
and evaluating the level of service.

Employee satisfaction measures

The degree to which employees are satisfied with HR policies and practices can be
measured by attitude surveys. These can obtain opinions on such matters as their
work, their pay, how they are treated, their views about the company and their
managers, how well they are kept informed, the opportunities for learning and career
development, and their working environment and facilities.

Benchmarking

In addition to internal data it is desirable to benchmark HR services. This means
comparing what the HR function is doing with what is happening in similar organi-
zations. This may involve making direct comparisons using quantified performance
data or exchanging information on ‘good practice’ that can be used to indicate where
changes are required to existing HR practices or to provide guidance on HR innova-
tions. Organizations such as Saratoga provide benchmarking data under standard-
ized and therefore comparable headings for their clients.
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Measuring performance

The following key points about measuring HR performance have been made by
Likierrnan (2005):

e agree objectives against budget assumptions: this will ensure HR’s role reflects
changes in strategy implementation;

e use more sophisticated measures — get underneath the data and look not only at
the figures but also at the reasons behind them;

e use comparisons imaginatively, including internal and external benchmarking;

e improve feedback through face-to-face discussion rather than relying on
questionnaires;

e Dbe realistic about what performance measures can deliver — many measurement
problems can be mitigated, not solved.

The HR scorecard

The HR scorecard developed by Beatty et al (2003) follows the same principle as the
balanced scorecard described in Chapter 2, ie it emphasizes the need for a balanced
presentation and analysis of data. The four headings of the HR scorecard are:

1. HR competencies — administrative expertise, employee advocacy, strategy
execution and change agency.

2. HR practices — communication, work design, selection, development, measure-
ment and rewards.

3. HR systems — alignment, integration and differentiation.

4. HR deliverables — workforce mindset, technical knowledge, and workforce
behaviour.

These are all influenced by the factors that determine the strategic success of the
organization, ie operational excellence, product leadership and customer intimacy.

Preferred approach to evaluation

There is much to be said for the systematic HR scorecard approach, although every
organization would have to develop its own headings as a basis for evaluation. There
are plenty of typical measures but no standard set exists. Perhaps, as Guest and
Peccei (1994) suggest:
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The most sensible and important indicator of HRM effectiveness will be the judgements
of key stakeholders... The political, stakeholder, perspective on organizations acknowl-
edges that it is the interpretation placed on effectiveness in organizations and the attri-
butions of credit and blame that are derived from them that matter most in judging
effectiveness. In other words, at the end of the day, it is always the qualitative interpreta-
tion by those in positions of power that matters most.

However, they recognized ‘the desirability of also developing clearly specified goals
and quantitative indicators, together with financial criteria’.



The role of the HR practitioner

This chapter is concerned with what HR professionals do and how they do it, bearing
in mind the comment of Boxall and Purcell (2003) that "HRM does not belong to HR
specialists’. HRM belongs to line managers and the people they manage — the stake-
holders in people management.

This chapter starts with an analysis of the basic roles and activities of HR profes-
sionals and of the various models of these roles. A number of issues that affect the role
of HR people are then explored; these comprise gaining support and commitment,
role ambiguity, role conflict, ethics, and professionalism. The chapter concludes with
a discussion of the competencies required by HR practitioners.

THE BASIC ROLES

The roles of HR practitioners vary widely according to the extent to which they are
generalist (eg, HR director or HR manager), or specialist (eg, head of learning and
development, head of talent management, or head of reward), the level at which they
work (strategic, executive or administrative) the needs of the organization, the
context within which they work and their own capabilities.

The role can be proactive, reactive or a mixture of both. At a strategic level, HR
people take on a proactive role. Research conducted by Hoque and Moon (2001)
established that: ‘The growing number of specialists using the HR title are well



72 © Managing people

qualified, are more likely to be involved in strategic decision-making processes and
are most likely to be found in workplaces within which sophisticated methods and
techniques have been adopted.” As such, they act as business partners, develop inte-
grated HR strategies, intervene, innovate, operate as internal consultants and volun-
teer guidance on matters concerning upholding core values, ethical principles and the
achievement of consistency. They focus on business issues and working with line
managers to deliver performance targets.

In some situations they play a mainly reactive role. They spend much of their time
doing what they are told or asked to do. They provide the administrative systems
required by management. This is what Storey (1992a) refers to as the non-interven-
tionary role, in which HR people merely provide a service to meet the demands of
management and front-line managers. The various roles are described in more detail
below.

Service provision

The basic role of HR specialists is that of providing services to internal customers.
These include management, line managers, team leaders and employees. The services
may be general, covering all aspects of HRM: human resource planning, recruitment
and selection, employee development, employee reward, employee relations, health
and safety management and welfare. Alternatively, services may only be provided in
one or two of these areas by specialists. The focus may be on the requirements of
management (eg, resourcing), or it may extend to all employees (eg, health and
safety).

The aims are to provide effective services that meet the needs of the business, its
management and its employees and to administer them efficiently.

Guidance and advice

To varying degrees, HR practitioners provide guidance and advice to management.
At the highest level, this will include recommendations on HR strategies that have
been developed by processes of analysis and diagnosis to address strategic issues
arising from business needs and human, organizational or environmental factors.
They will also provide advice on issues concerning culture change and approaches to
the improvement of process capability — the ability of the organization to get things
done through people.

Guidance will be given to managers to ensure that consistent decisions are made
on such matters as performance ratings, pay increases and disciplinary actions.
At all levels, guidance may be provided on HR policies and procedures and the
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implications of employment legislation. In the latter area, HR practitioners are
concerned with compliance — ensuring that legal requirements are met.

The business partner role

HR practitioners as business partners share responsibility with their line manage-
ment colleagues for the success of the enterprise and get involved with them in
running the business. They must have the capacity to identify business opportunities,
to see the broad picture and to understand how their HR role can help to achieve the
company’s business objectives.

As defined by Tyson (1985), HR professionals integrate their activities closely with
management and ensure that they serve a long-term strategic purpose. This is one of
the key roles assigned to HR by Ulrich (1998), who stated that HR should become a
partner with senior and line managers in strategy execution and that ‘HR executives
should impel and guide serious discussion of how the company should be organized
to carry out its strategy’. He suggested that HR should join forces with operating
managers in systematically assessing the importance of any new initiatives they
propose by asking: “‘Which ones are really aligned with strategy implementation?
Which ones should receive immediate attention and which can wait? Which ones, in
short, are truly linked to business results?” But there is a danger of over-emphasizing
the glamorous albeit necessary role of business or strategic partner at the expense of
the service delivery aspect of the HR specialist’s role. As an HR specialist commented
to Caldwell (2004): ‘My credibility depends on running an extremely efficient and
cost-effective administrative machine... If  don’t get that right, and consistently, then
you can forget about any big ideas.” Another person interviewed during Caldwell’s
research referred to personnel people as ‘reactive pragmatists’, a view that is in
accord with reality in many organizations.

The strategist role

As strategists, HR professionals address major long-term organizational issues
concerning the management and development of people and the employment rela-
tionship. They are guided by the business plans of the organization but they also
contribute to the formulation of those business plans. This is achieved by ensuring
that top managers focus on the human resource implications of the plans. HR strate-
gists persuade top managers that they must develop business strategies that make the
best use of the core competences of the organization’s human resources. They empha-
size, in the words of Hendry and Pettigrew (1986), that people are a strategic resource
for the achievement of competitive advantage.
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The innovation and change agent role

In their proactive role, HR practitioners are well placed to observe and analyse what
is happening in and to their organizations as it affects the employment of people, and
intervene accordingly. Following this analysis, they produce diagnoses that identify
opportunities and threats and the causes of problems. They propose innovations in
the light of these diagnoses that may be concerned with organizational processes
such as interaction between departments and people, teamwork, structural change
and the impact of new technology and methods of working, or HR processes such as
resourcing, employee development or reward. As innovators they have to be experts
in change management.

Impression management

The danger, according to Marchington (1995a), is that HR people may go in for
‘impression management’ — aiming to make an impact on senior managers and
colleagues through publicizing high-profile innovations. HR specialists who aim to
draw attention to themselves simply by promoting the latest flavour of the month,
irrespective of its relevance or practicality, are falling into the trap that Drucker
(1955), anticipating Marchington by 40 years, described as follows:

The constant worry of all personnel administrators is their inability to prove that they are
making a contribution to the enterprise. Their preoccupation is with the search for a
‘gimmick’ that will impress their management colleagues.

The HR specialist as change agent

Caldwell (2001) categorizes HR change agents in four dimensions:

1. Transformational change — a major change that has a dramatic effect on HR policy
and practice across the whole organization.

2. Incremental change — gradual adjustments of HR policy and practices that affect
single activities or multiple functions.

3. HR vision — a set of values and beliefs that affirm the legitimacy of the HR func-
tion as strategic business partner.

4. HR expertise — the knowledge and skills that define the unique contribution the
HR professional can make to effective people management.

Across these dimensions, the change agent roles that Caldwell suggests can be
carried out by HR professionals are those of change champions, change adapters,
change consultants and change synergists.



The role of the HR practitioner © 75

Gratton (2000) stresses the need for HR practitioners to: ‘Understand the state of
the company, the extent of the embedding of processes and structures throughout the
organization, and the behaviour and attitudes of individual employees’. She believes
that “The challenge is to implement the ideas’” and the solution is to ‘build a guiding
coalition by involving line managers’, which means ‘creating issue-based cross-func-
tional action teams that will initially make recommendations and later move into
action’. This approach ‘builds the capacity to change’.

Guidelines for innovation and change

The following are 10 guidelines for HR innovators and change agents:

—_

Be clear on what has to be achieved and why.

Ensure that what you do fits the strategy, culture and circumstances of the orga-
nization.

Don’t follow fashion — do your own thing.

Keep it simple — over-complexity is a common reason for failure.

Don’t rush — it will take longer than you think.

Don’t try to do too much at once — an incremental approach is generally best.
Assess resource requirements and costs.

Pay close attention to project planning and management.

Remember that the success of the innovation rests as much on the effectiveness
of the process of implementation (line manager buy-in and skills are crucial) as it
does on the quality of the concept, if not more so.

10. Pay close attention to change management — communicate, involve and train.

N
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The internal consultancy role

As internal consultants, HR practitioners function like external management consul-
tants, working alongside their colleagues — their clients — in analysing problems, diag-
nosing issues and proposing solutions. They will be involved in the development of
HR processes or systems and in ‘process consulting’. The latter deals with process
areas such as organization, team building and objective setting.

The monitoring role

As monitors of the application of HR policies and procedures and the extent to which
the organization’s values relating to people management are upheld, HR practi-
tioners have a delicate, indeed a difficult, role to play. They are not there to “police’
what line managers do but it is still necessary to ensure that the policies and
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procedures are implemented with a reasonable degree of consistency. This role as
described by Storey (1992a) can mean that HR specialists can act as ‘regulators” who
are ‘managers of discontent” involved in formulating and monitoring employment
rules. The monitoring role is particularly important with regard to employment legis-
lation. HR practitioners have to ensure that policies and procedures comply with the
legislation and that they are implemented correctly by line managers.

Although the tendency is to devolve more responsibility for HR matters to line
managers, the latter cannot be given total freedom to flout company policy or to
contravene the provisions of employment, equal opportunity and health and safety
legislation. A balance has to be struck between freedom, consistency and legal obliga-
tions.

The guardian of values role

HR practitioners may act as the guardians of the organization’s values concerning
people. They point out when behaviour conflicts with those values or where
proposed actions would be inconsistent with them. In a sense, their roles require
them to act as the ‘conscience” of management — a necessary role but not an easy one
to play.

MODELS OF THE PRACTITIONERS OF HR

A number of models classifying types of roles have been produced, as summarized
below. These simplify the complex roles that HR professionals often have to play
which, in different contexts or times, may change considerably or may mean
adopting varied approaches to meet altering circumstances. They are therefore not
universal but they do provide some insight into the different ways in which HR
specialists operate.

Karen Legge (1978)

Two types of HR managers are described in this model: 1) Conformist innovators who
go along with their organization’s ends and adjust their means to achieve them. Their
expertise is used as a source of professional power to improve the position of their
departments. 2) Deviant innovators who attempt to change this means/ends relation-
ship by gaining acceptance for a different set of criteria for the evaluation of organi-
zational success and their contribution to it.
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The Tyson and Fell (1986) model

This is the classic model, which describes three types of practitioner:

1.

The clerk of works — all authority for action is vested in line managers. HR policies
are formed or created after the actions that led to the need. Policies are not inte-
gral to the business and are short term and ad hoc. Authority is vested in line
managers and HR activities are largely routine — employment and day-to-day
administration.

The contracts manager — policies are well established, often implicit, with a heavy
industrial relations emphasis, possibly derived from an employers association.
The HR department will use fairly sophisticated systems, especially in the field
of employee relations. The HR manager is likely to be a professional or very
experienced in industrial relations. He or she will not be on the board and,
although having some authority to ‘police’ the implementation of policies, acts
mainly in an interpretative, not a creative or innovative, role.

The architect — explicit HR policies exist as part of the corporate strategy. Human
resource planning and development are important concepts and a long-term
view is taken. Systems tend to be sophisticated. The head of the HR function is
probably on the board and his or her power is derived from professionalism and
perceived contribution to the business.

Although insightful and relevant at the time this model does not express the
complexities of the HR role as later ones do.

Kathleen Monks (1992)

The four types of practitioner identified by Monks following research in 97 organiza-
tions in Ireland extended those developed by Tyson and Fell:

Traditional/administrative — in this model the personnel practitioners have mainly
a support role with the focus on administrative matters, record-keeping and
adherence to rules and regulations.

Traditional/industrial relations — personnel practitioners concentrate on industrial
relations, giving their other functions lower priority.

Innovative/professional — personnel specialists are professional and expert. They
aim to remove traditional practices and replace them with improved human
resource planning, recruitment and development, and reward policies and
practices.
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4. Innovative/sophisticated — personnel specialists are on the board, take part in inte-
grating HR and business strategies, and are recognized as making an important
contribution to organizational success. They develop and deliver sophisticated
services in each of the main HR areas.

John Storey (1992a)

Storey’s model suggests a two-dimensional map: interventionary/non-interven-
tionary and strategic/tactical, as illustrated in Figure 4.1. From this he identifies four
roles:

1. Change masters (interventionary/strategic), which is close to the HRM model.

2. Advisers (non-interventionary/strategic) who act as internal consultants, leaving
much of HR practice to line managers.

3. Regulators (interventionary/tactical) who are ‘managers of discontent’ concerned
with formulating and monitoring employment rules.

4. Handmaidens (non-interventionary/tactical) who merely provide a service to
meet the demands of line managers.

Strategic

CHANGEMAKERS ADVISERS

Interventionary Non-interventionary

REGULATORS HANDMAIDENS

Tactical

Figure 4.1 Types of personnel management (Source: Storey, 1992a)
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Paul Reilly (2000)

The different roles that practitioners can play as described by Reilly are illustrated in
Figure 4.2. He suggests that it is the ‘strategist/integrator’ who is most likely to make
the longest-term strategic contribution. The ‘administrator/controller” is likely to
make a largely tactical short-term contribution, while the ‘adviser/consultant’ falls
between the two.

strategic

Contribution

tactical

short long

Time orientation

Figure 4.2 The changing role of the HR practitioner (Source: Reilly, 2000)

Dave Ulrich and Wayne Brockbank (2005a and 2005b)

In 1997 Dave Ulrich produced his model in which he suggested that as champions of
competitiveness in creating and delivering value, HR professionals carry out the roles
of strategic partners, administrative experts, employee champions and change
agents. The response to this formulation concentrated on the business partner role.
Ulrich, in conjunction with Brockbank, reformulated the 1997 model in 2005, listing
the following roles:
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e Employee advocate — focuses on the needs of today’s employees through listening,
understanding and empathizing.

e Human capital developer — in the role of managing and developing human capital
(individuals and teams), focuses on preparing employees to be successful in the
future.

e Functional expert — concerned with the HR practices that are central to HR value,
acting with insight on the basis of the body of knowledge they possess. Some are
delivered through administrative efficiency (such as technology or process
design), and others through policies, menus and interventions. Necessary to
distinguish between the foundation HR practices — recruitment, learning and
development, rewards, etc — and the emerging HR practices such as communica-
tions, work process and organization design, and executive leadership develop-
ment.

e Strategic partner — consists of multiple dimensions: business expert, change agent,
strategic HR planner, knowledge manager and consultant, combining them to
align HR systems to help accomplish the organization’s vision and mission,
helping managers to get things done, and disseminating learning across the orga-
nization.

e Leader — leading the HR function, collaborating with other functions and
providing leadership to them, setting and enhancing the standards for strategic
thinking and ensuring corporate governance.

Ulrich and Brockbank (2005b) explained that the revised formulation is in response to
the changes in HR roles they have observed recently. They commented on the impor-
tance of the employee advocate role, noting that HR professionals spend on average
about 19 per cent of their time on employee relations issues and that caring for,
listening to and responding to employees remains a centrepiece of HR work. They
noted that as a profession, HR possesses a body of knowledge that allows HR people
to act with insight. Functional expertise enables them to create menus of choice for
their business and thus identify options that are consistent with business needs rather
than those that are merely ones they are able to provide. The additional heading of
‘human capital developer” was introduced because of the increased emphasis on
viewing people as critical assets and to recognize the significance of HR’s role in
developing the workforce. The concept of strategic partner remains broadly the same
as before, but the additional heading of ‘HR leader” has been introduced to highlight
the importance of leadership by HR specialists of their own function — ‘before they
can develop other leaders, HR professionals must exhibit the leadership skills they
expect in others’.

The 2005 Ulrich and Brockbank model focuses on the multifaceted role of HR
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people. It serves to correct the impression that Ulrich was simply focusing on them as
business partners. This has had the unfortunate effect of implying that that was their
only worthwhile function and has led to undue emphasis on this aspect of their role,
important though it is, rather than a significant service delivery role. However, Ulrich
cannot be blamed for this. In 1998 he gave equal emphasis to the need for administra-
tive efficiency.

GAINING SUPPORT AND COMMITMENT

HR practitioners mainly get results by persuasion based on credibility and expertise.
As Guest and Hoque (1994) note: ‘By exerting influence, HR managers help to shape
the framework of HR policy and practice.” Although line managers may make the
day-to-day decisions, influencing skills are necessary for HR specialists. But there is a
constant danger of HR professionals being so overcome by the beauty and truth of
their bright idea that they expect everyone else — management and employees alike —
to fall for it immediately. This is not how it is. Management and employees can create
blockages and barriers and their support and commitment needs to be gained, which
is not always easy.

Blockages and barriers within management

Managers will block or erect barriers to what the HR function believes to be progress
if they are not persuaded that it will benefit both the organization and themselves at
an acceptable cost (money and their time and trouble).

Blockages and barriers from employees

Employees will block or set up barriers to “progress” or innovations if they feel they
conflict with their own interests. They are likely, with reason, to be cynical about
protestations that what is good for the organization will always be good for them.

Gaining support from top management

The support of top management is achievable by processes of marketing the HR func-
tion and persuasion. Boards and senior managers, like anyone else, are more likely to
be persuaded to take a course of action if:

e it can be demonstrated that it will meet both the needs of the organization and
their own personal needs;
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e the proposal is based on a persuasive and realistic business case that spells out the
benefits and the costs and, as far as possible, is justified either in added value
terms (ie the income generated by the proposal will significantly exceed the cost
of implementing it), and/or on the basis of a return on investment (ie the cost of
the investment, say in training, is justified by the financial returns in such terms
as increased productivity);

e there is proof that the innovation has already worked well within the organiza-
tion (perhaps as a pilot scheme) or represents ‘good practice’, which is likely to be
transferable to the organization;

e it can be shown that the proposal will increase the business’s competitive
edge, for example enlarging the skill base or multi-skilling to ensure that it can
achieve competitive advantage through innovation and/or reducing time-to-
market;

e it can be implemented without too much trouble, for example not taking up a lot
of managers’ time, or not meeting with strong opposition from line managers,
employees or trade unions (it is as well to check the likely reaction before
launching a proposal);

e it will add to the reputation of the company by showing that it is a “‘world class’
organization, ie what it does is as good as, if not better than, the world leaders in
the sector in which the business operates (a promise that publicity will be
achieved through articles in professional journals, press releases and conference
presentations, will help);

e it will enhance the ‘employer brand’ of the company by making it a ‘best place to
work’;

e the proposal is brief, to the point and well argued — it should take no more than
five minutes to present orally and should be summarized in writing on the
proverbial one side of one sheet of paper (supplementary details can be included
in appendices).

Gaining the support and commitment of front line managers

This can sometimes be more difficult than gaining the support of top management.
Front line managers can be cynical or realistic about innovation — they have seen it all
before and/or they believe it won’t work (sometimes with good reason). Innovations
pushed down from the top can easily fail.

Gaining line management support requires providing an answer to the question,
‘What’s in it for me’? in terms of how the innovation will help them to achieve better
results without imposing unacceptable additional burdens on them. New employ-
ment practices that take up precious time and involve paperwork will be treated with
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particular suspicion. Many line managers, often from bitter experience, resent the
bureaucracy that can surround and, indeed, engulf systems favoured by HR people,
such as traditional performance appraisal schemes.

Obtaining support requires market research and networking — getting around to
talk to managers about their needs and testing new ideas to obtain reactions. The aim
is to build up a body of information that will indicate approaches that are likely to be
most acceptable, and therefore will most probably work, or at least to suggest areas
where particular efforts will need to be made to persuade and educate line manage-
ment. It is also useful to form ‘strategic alliances” with influential managers who are
enthusiastic about the innovation and will not only lend it vocal support but will also
co-operate in pilot-testing it.

On the principle that ‘nothing succeeds like success’, support for new HR practices
can often be achieved by demonstrating that it has worked well elsewhere in the
organization.

Gaining commitment will be easier if managers have been consulted and know
that their opinions have been listened to and acted upon. It is even better to involve
them as members of project teams or task forces in developing the new process or
system. This is the way to achieve ownership and therefore commitment.

Gaining the support and commitment of employees

When it comes to new employment practices, employees generally react in exactly
the same way as managers: they will tend to resist change, wanting to know, “‘What's
in it for us?” They also want to know the hidden agenda — why is the company really
wanting to introduce a performance management process? Will it simply be used as a
means of gaining evidence for disciplinary proceedings? Or is it even going to
provide the information required to select people for redundancy? As far as possible
this kind of question needs to be answered in advance.

Sounding out employee opinion can be conducted through attitude surveys or
focus groups. The latter method involves getting groups of people together to discuss
(to “focus’ on) various issues and propositions. A well-run focus group can generate
valid information on employees’ feelings about and reaction to an initiative.

Employee commitment is also more likely if they are kept well informed of what
is proposed, why it has been proposed and how it will affect them. It will be
further enhanced if they participate in the development of the new employment
practice and if they know that their contributions have been welcomed and acted
upon.
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ETHICAL CONSIDERATIONS

HR specialists are concerned with ethical standards in three ways: their conduct as
professionals, the values that govern their behaviour, and the ethical standards of
their firms.

Professional conduct
The CIPD Code of Professional Conduct states that:

In the public interest and in the pursuit of its objects, the Chartered Institute of Personnel
and Development is committed to the highest possible standards of professional
conduct and competency. To this end members:

® are required to exercise integrity, honesty, diligence and appropriate behaviour in all
their business, professional and related personal activities;

® must act within the law and must not encourage, assist or act in collusion with
employees, employers or others who may be engaged in unlawful conduct.

Values

HR professionals are part of management. They are not there to act as surrogate
representatives of the interests of employees. But there will be occasions when in their
professional capacity HR specialists should speak out and oppose plans or actions
that are clearly at variance with the values of the organization. And they should do
their best to influence changes in those values where they feel they are necessary.
They must not tolerate injustice or inequality of opportunity. If redundancies are
inevitable as a result of business-led ‘slimming down’ or ‘taking costs out of the busi-
ness’ processes, they must ensure that the organization takes whatever steps it can to
mitigate detrimental effects by, for example, relying primarily on natural wastage and
voluntary redundancy or, if people have to go involuntarily, doing whatever they can
to help them find other jobs (outplacement).

HR specialists may often find themselves acting within a support function in a
hard-nosed, entrepreneurial environment. But this does not mean that they can
remain unconcerned about developing and helping to uphold the core values of
the organization in line with their own values on how people should be managed.
These may not always be reconcilable, and if this is strongly the case, the HR
professional may have to make a choice on whether he or she can remain with the
organization.
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Ethical standards in the firm

More and more companies are, rightly, developing and publishing value statements
and codes of ethics. The focus on such codes was encouraged by the Cadbury Report
on corporate governance, which in 1992 recommended that companies should adopt
one.

An ethics code may include the guiding principles the organization follows in
conducting its business and relating to its stakeholders — employees, customers,
shareholders (or other providers of finance), suppliers, and society in general. A code
will also summarize the ethical standards expected of employees. These may include
conflicts of interest, the giving and receiving of gifts, confidentiality, environmental
pollution, health and safety, equal opportunities, managing diversity, sexual harass-
ment, moonlighting and political activity.

As suggested by Pickard (1995), HR practitioners can contribute to enhancing
awareness of ethical issues by:

e deploying professional expertise to develop and communicate an ethics policy
and field the response to it, holding training sessions to help people think through
the issues and monitoring the policy;

e contributing to the formation of company strategy, especially touching on mission
and values;

e setting an example through professional conduct, on issues such as fairness, equal
treatment and confidentiality.

PROFESSIONALISM IN HRM

If the term is used loosely, HR specialists are ‘professional’ because they display
expertise in doing their work. A professional occupation such as medicine or law
could, however, be defined as one that gives members of its association exclusive
rights to practise their profession. A profession is not so much an occupation as a
means of controlling an occupation. Human resource management is obviously not in
this category.

The nature of professional work was best defined by the Hayes Committee (1972)
as follows:

Work done by the professional is usually distinguished by its reference to a framework of
fundamental concepts linked with experience rather than by impromptu reaction to
events or the application of laid down procedures. Such a high level of distinctive
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competence reflects the skilful application of specialized education, training and expe-
rience. This should be accompanied by a sense of responsibility and an acceptance of
recognized standards.

A ‘profession’ may be identified on the basis of the following criteria:

skills based on theoretical knowledge;

the provision of training and education;

a test of the competence of members administered by a professional body;

a formal professional organization that has the power to regulate entry to the
profession;

e a professional code of conduct.

By these standards an institution such as the CIPD carries out most of the functions of
a professional body.

Another approach to the definition of a profession is to emphasize the service ethic
— the professional is there to serve others. This, however, leads to confusion when
applied to HR specialists. Whom do they serve? The organization and its values, or
the people in the organization and their needs? (Organizational values and personal
needs do not necessarily coincide.) As Tyson and Fell (1986) have commented:

In recent years the personnel manager seems to be encouraged to make the line
manager his (sic) client, while trying simultaneously to represent wider social standards,
and to possess a sense of service to employees. This results in confusion and difficulty
for the personnel executive.

In the face of this difficulty, the question has to be asked, why bother? The answer
was suggested by Watson (1977), who asserted that the adoption of a professional
image by personnel managers is a strategic response to their felt lack of authority.
They are in an ambiguous situation and sometimes feel they need all the help they
can get to clarify and, indeed, strengthen their authority and influence.

If a profession is defined rigidly as a body of people who possess a particular area
of competence, who control entry so that only members of the association can prac-
tise in that area, who unequivocally adopt the ‘service ethic’ and who are recognized
by themselves and others as belonging to a profession, then HR practitioners are not
strictly working in a profession. This is the case even when a professional institution
like the CIPD exists with the objective of acting as a professional body in the full sense
of the word, an aim that it does its best to fulfil.

On the basis of their research, Guest and Horwood (1981) expressed their doubts
about the professional model of personnel management as follows:
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The (research) data also highlights the range of career types in personnel management.
Given the diversity of personnel roles and organizational contexts, this is surely some-
thing to be welcomed. It is tempting but wrong to view personnel managers as homoge-
neous. Their different backgrounds and fields of operations raise doubts about the value
of a professional model and of any attempt to view personnel problems as amenable to
solution through a primary focus on professionalism.

However, a broader definition of professionalism as the practice of specific skills
based upon a defined body of knowledge in accordance with recognized standards of
behaviour would entitle the practice of HRM to be regarded as a profession.

The debate continues, but it is an academic one. What matters is that HR “profes-
sionals” need expertise and have to use it responsibly. In other words, they should act
professionally but do not have to be members of a professional association to do so.
Such associations, however, have an important part to play in setting and improving
professional standards.

If this definition is accepted, then those who do practise specific HRM skills based
upon a defined body of knowledge in accordance with recognized standards of
behaviour can be regarded as members of a profession.

AMBIGUITIES IN THE ROLE OF HR PRACTITIONERS

The activities and roles of HR specialists and the demands made upon them as
described above appear to be quite clear cut but, in Thurley’s (1981) words, HR prac-
titioners can be ‘specialists in ambiguity’. This may arise because their role is ill-
defined (they are unsure of where they stand), their status is not fully recognized, or
top management and line managers have equivocal views about their value to the
organization.

Ambiguity in the role of HR people can result in confusion between ideals and
reality. Tyson and Fell (1986) see a contrast between the ideologies and actual realities
of organizational life to which HR managers, ‘as organization men or women’, have
to conform.

This ambiguity is reflected in the comments that have been made about the role of
the HR function. For example, Mackay and Torrington (1986) suggested that:
‘Personnel management is never identified with management interests, as it becomes
ineffective when not able to understand and articulate the aspirations of the work-
force.” In complete contrast, Tyson and Fell (1986) believe that:
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Classical personnel management has not been granted a position in decision-making
circles because it has frequently not earned one. It has not been concerned with the
totality of the organization but often with issues that have not only been parochial but
esoteric to boot.

The debate on HRM versus personnel management has been generated by, but has
also contributed to this ambiguity. HRM is management-oriented, and sees people as
a key resource to be used to further the objectives of the business. Traditional
personnel management, however, has tended to be more people-oriented, taking the
view that if their needs are satisfied, the organization as well as its members will
benefit. HR professionals can find themselves being pulled in both directions. It does
not make their life any easier.

CONFLICT IN THE HR CONTRIBUTION

One of the questions HR practitioners sometimes have to ask themselves is, “‘Who is
the client — the company or the employee?” HR professionals may have to walk a fine
line between serving the company that pays their salary and serving individual
employees. They may be involved in counselling employees over work problems.
This can only be carried out successfully if the employee trusts the HR practitioner
to maintain confidentiality. But something might be revealed which is of interest to
management and that places the counsellor in a dilemma - to betray or not to
betray the trust? There is no pat answer to this question, but the existence of a code of
professional conduct, a set of values and a company ethical code can provide guid-
ance.

HR specialists, as Thurley (1981) put it, often ‘work against the grain’. Their values
may be different from those of line managers and this is a potential cause of conflict.
But conflict is inevitable in organizations that are pluralistic societies, the members of
which have different frames of reference and interests, particularly self-interest.
Management may have their own priorities: ‘Increase shareholder value’, ‘Keep the
City happy’, ‘Innovate’, ‘Get the work done’. Employees might have a completely
different set: ‘Pay me well and equitably’, ‘Give me security’, ‘Provide good working
conditions’, “Treat me fairly’. HR specialists, as noted above, may find themselves
somewhere in the middle.

Conlflicts in the HR contribution can arise in the following ways:

e A clash of values — line managers may simply regard their workers as factors of
production to be used, exploited and dispensed with in accordance with organi-
zational imperatives.
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e Different priorities — management’s priority may be to add value — make more out
of less — and if this involves getting rid of people, that’s too bad. HR people may
recognize the need to add value but not at the expense of employees.

e Freedom versus control —line managers may want the freedom to get on with things
their own way, interpreting company policies to meet their needs; the thrust for
devolution has encouraged such feelings. But HR specialists will be concerned
about the achievement of a consistent and equitable approach to managing
people and implementing HR policies. They will also be concerned with the
attainment of a proper degree of compliance to employment and health and
safety law. They may be given the responsibility for exercising control, and
conflict is likely if they use this authority too rigidly.

e Disputes — if unions are recognized, HR specialists may be involved in conflict
during the process of resolution. Even when there are no unions, there may be
conflict with individuals or groups of employees about the settlement of griev-
ances.

As Follett (1924) wrote, there is the possibility that conflict can be creative if an inte-
grative approach is used to settle it. This means clarifying priorities, policies and
roles, using agreed procedures to deal with grievances and disputes, bringing differ-
ences of interpretation out into the open and achieving consensus through a solution
that recognizes the interests of both parties — a win-win process. Resolving conflict by
the sheer exercise of power (win-lose) will only lead to further conflict. Resolving
conflict by compromise may lead to both parties being dissatisfied (lose-lose).

THE COMPETENCIES REQUIRED BY HR PROFESSIONALS

A competency framework for HR professionals is set out in Table 4.1.

An alternative formulation, as shown in Table 4.2, established by research conduc-
ted at the University of Michigan Business School (Brockbank et al, 1999) shows the
key competency areas (domains) and their components are set out in Table 4.2.

The CIPD professional standards

The CIPD has produced the following list of competencies required by its profes-
sional members:

e Personal drive and effectiveness. The existence of a positive ‘can do’ mentality,
anxious to find ways round obstacles and willing to exploit all the available
resources to accomplish objectives.
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Table 41 Competency framework for HR professionals

Business and
cultural awareness

Understands: (1) the business environment, the competitive pressures
the organization faces and the drivers of high performance, (2) the
business’ key activities and processes and how these affect business
strategies, (3) the culture (core values and norms) of the business, (4) how
HR policies and practices impact on business performance, and puts
this to good use.

Strategic capability

(1) Seeks involvement in business strategy formulation and contributes
to the development of the strategy, (2) contributes to the development
for the business of a clear vision and a set of integrated values, (3)
develops and implements coherent HR strategies which are aligned to
the business strategy and integrated with one another, (4) understands
the importance of human capital measurement, introduces
measurement systems and ensures that good use is made of them.

Organizational
effectiveness

(1) Contributes to the analysis and diagnosis of people issues and
proposes practical solutions, (2) helps to develop resource capability by
ensuring that the business has the skilled, committed and engaged
workforce it needs, (3) helps to develop process capability by influencing
the design of work systems to make the best use of people, (4) contributes
to the development of knowledge management processes.

Internal
consultancy

(1) Carries out the analysis and diagnosis of people issues and proposes
practical solutions, (2) adopts interventionist style to meet client needs,
acts as a catalyst, facilitator and expert as required, (uses process
consultancy approaches to resolve people problems, (4) coaches clients
to deal with their own problems, transfers skills.

Service delivery

(1) Anticipates requirements and sets up and operates appropriate
services, (2) provides efficient and cost-effective services in each HR
area; (3) responds promptly and efficiently to requests for HR services,
help and advice, (4) promotes the empowerment of line managers to
make HR decisions but provides guidance as required.

Continuous
professional
development

(1) Continually develops professional knowledge and skills, (2)
benchmarks good HR practice, (3) keeps in touch with new HR
concepts, practices and techniques, (keeps up-to-date with HR research
and its practical implications.
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Table 4.2 Key competency areas (Source: Brockbank et al, 1999)

Competency domain

Components

1 Personal credibility

Live the firm’s values, maintain relationships founded on trust,

act with an ‘attitude’ (a point of view about how the business can
win, backing up opinion with evidence).

Ability to manage Drive change: ability to diagnose problems, build relationships
change with clients, articulate a vision, set a leadership agenda, solve
problems, and implement goals.

Ability to manage Act as ‘keepers of the culture’, identify the culture required to
culture meet the firm’s business strategy, frames culture in a way that
excites employees, translates desired culture into specific
behaviours, encourages executives to behave consistently with
the desired culture.

Delivery of human Expert in speciality, able to deliver state-of-the-art innovative
resource practices HR practices in such areas as recruitment, employee development,
compensation and communication.

Understanding of the Strategy, organization, competitors, finance, marketing, sales,
business operations and IT.

People management and leadership. The motivation of others (whether subordinates,
seniors or project team members) towards the achievement of shared goals, not
through the application of formal authority but rather by personal role modelling,
the establishment of professional credibility, and the creation of reciprocal trust.
Professional competence. Possession of the professional skills and technical capabil-
ities associated with successful achievement in personnel and development.
Adding value through people. A desire not only to concentrate on tasks, but rather to
select meaningful outputs which will produce added-value outcomes for the
organization, or eliminate/reduce the existence of performance inhibitors, whilst
simultaneously complying with all legal and ethical considerations.

Continuing learning. Commitment to continuous improvement and change by the
application of self-managed learning techniques, supplemented where appro-
priate by deliberate planned exposure to external learning sources (mentoring,
coaching, etc).

Thinking and applied resourcefulness. Application of a systematic approach to situa-
tional analysis, development of convincing, business-focused action plans, and




92 = Managing people

(where appropriate) the deployment of intuitive/creative thinking to generate
innovative solutions and proactively seize opportunities.

e ‘Customer’ focus. Concern for the perceptions of personnel’s customers, including
(principally) the central directorate of the organization, a willingness to solicit
and act upon ‘customer’ feedback as one of the foundations for performance
improvement.

e Strategic capability. The capacity to create an achievable vision for the future, to
foresee longer-term developments, to envisage options (and their probable conse-
quences), to select sound courses of action, to rise above the day-to-day detail, to
challenge the status quo.

e Influencing and interpersonal skills. The ability to transmit information to others,
especially in written (report) form, both persuasively and cogently; display of
listening, comprehension and understanding skills, plus sensitivity to the
emotional, attitudinal and political aspects of corporate life.

An important competency that the CIPD has omitted from this list is service delivery,
ie the capacity to provide effective levels of service that meet the needs of internal
customers. Ultimately, this is what HR professionals are there to do, bearing in mind
that the services they provide will be concerned with the development and imple-
mentation of value-adding and integrated HR strategies as well as operational
services.

HR professionals as ‘thinking performers’
The CIPD has stated that:

All personnel and development specialists must be thinking performers. That is, their
central task is to be knowledgeable and competent in their various fields and to be able
to move beyond compliance to provide a critique of organizational policies and proce-
dures and to advise on how organizations should develop in the future.

This concept can be interpreted as meaning that HR professionals have to think care-
fully about what they are doing in the context of their organization and within the
framework of a recognized body of knowledge, and they have to perform effectively
in the sense of delivering advice, guidance and services which will help the organiza-
tion to achieve its strategic goals. Legge (1995) made a similar point when she
referred to HRM as a process of ‘thinking pragmatism’.



Role of the front-line manager

Front-line managers are crucial to the success of HR policies and practices. This
chapter starts with an analysis of their role generally and their people management
responsibilities particularly. It continues with an examination of the respective roles
of HR and line management and a discussion of the line manager’s role in imple-
menting HR. The chapter concludes with suggestions on how to improve front-line
managers as people managers.

THE BASIC ROLE

Front-line managers as defined by Hutchinson and Purcell (2003) are managers who
are responsible for a work group to a higher level of management hierarchy, and are
placed in the lower layers of the management hierarchy, normally at the first level.
They tend to have employees reporting to them who themselves do not have any
management or supervisory responsibility and are responsible for the day-to-day
running of their work rather than strategic matters. The roles of such managers
typically include a combination of the following activities:

e people management;
e managing operational costs;
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providing technical expertise;

organizing, such as planning work allocation and rotas;
monitoring work processes;

checking quality;

dealing with customers/clients;

measuring operational performance.

Hutchinson and Purcell noted that in all the 12 organizations in which they conduc-
ted their research, the most common people management activity handled by front-
line managers was absence management. This could include not just monitoring
absence and lateness but also phoning (and even visiting) absent staff at home,
conducting back-to-work interviews, counselling staff and conducting disciplinary
hearings. Other people management activities were coaching and develop-
ment, performance appraisal, involvement and communication (thus providing a
vital link between team members and more senior managers), and discipline and
grievances. In many organizations, recruitment and selection was also carried out
by line managers, often in conjunction with HR. Thus in all these organizations front-
line managers were carrying out activities that traditionally had been the bread
and butter of personnel or HR departments. These people-management duties
were larger and encompassed more responsibilities than the traditional supervisory
role.

THE LINE MANAGER AND PEOPLE MANAGEMENT

The CIPD research on employee well-being and the psychological contract (Guest
and Conway, 2005) established that too many line managers are failing to motivate
and improve the performance of the people they manage. Under half of respondents
to the CIPD survey reported that they were regularly motivated by their line
manager, only 45 per cent were happy with the level of feedback they received and
just 37 per cent said that their manager helped them to improve their performance.
This suggests that the organizations concerned were failing to get managers to under-
stand their role in motivating people and were also failing to manage performance
as effectively as they might. As the report emphasizes, ‘One of the biggest chal-
lenges for HR is to support line managers in managing and developing their people
and this means that the respective roles of line and HR managers need to be under-
stood.’
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THE RESPECTIVE ROLES OF HR AND LINE
MANAGEMENT

It has been the accepted tradition of HR management that HR specialists are there to
provide support and services to line managers, not to usurp the latter’s role of
‘getting things done through people” — their responsibility for managing their own
HR affairs. In practice, the HR function has frequently had the role of ensuring that
HR policies are implemented consistently throughout the organization, as well as the
more recent onerous responsibility for ensuring that both the letter and the spirit of
employment law are implemented consistently. The latter responsibility has often
been seen as a process of ensuring that the organization does not get involved in
tedious, time-wasting and often expensive employment tribunal proceedings.

Carrying out this role has often led to the HR function ‘policing’ line management,
which can be a cause of tension and ambiguity. To avoid this, HR specialists may have
to adopt a reasonably light touch: providing advice rather than issuing dicta, except
when a manager is clearly contravening the law or when his or her actions are likely
to lead to an avoidable dispute or an employment tribunal case that the organization
will probably lose.

It has also frequently been the case that, in spite of paying lip-service to the prin-
ciple that ‘line managers must manage’, HR departments have usurped the line
managers’ true role of being involved in key decisions concerning the recruitment,
development and remuneration of their people, thus diminishing the managers’
capacity to manage their key resource effectively. This situation has arisen most
frequently in large bureaucratic organizations and/or those with a powerful central-
ized HR function. It still exists in some quarters, but as decentralization and devolu-
tion increase and organizations are finding that they are having to operate more
flexibly, it is becoming less common.

It is necessary to reconcile what might be called the ‘functional control” aspects of
an HR specialist’s role (achieving the consistent application of policies and acting as
the guardian of the organization’s values concerning people) and the role of
providing services, support and, as necessary, guidance to managers, without issuing
commands or relieving them of their responsibilities. However, the distinction
between giving advice and telling people what to do, or between providing help and
taking over can be blurred, and the relationship is one that has to be developed and
nurtured with great care. The most appropriate line for HR specialists to take is that
of emphasizing that they are there to help line managers achieve their objectives
through their people, not to do their job for them.

In practice, however, some line managers may be only too glad to let the HR
department do its people management job for them, especially the less pleasant
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aspects like handling discipline and grievance problems. A delicate balance has there-
fore to be achieved between providing help and advice when it is clearly needed and
creating a ‘dependency culture’ that discourages managers from thinking and acting
for themselves on people matters for which they are responsible. Managers will not
learn about dealing with people if they are over-dependent on HR specialists. The
latter therefore have to stand off sometimes and say, in effect, “That’s your problem.’

How HR and the line work together

Research into HR management and the line conducted by the IPD (Hutchinson and
Wood, 1995) produced the following findings:

e Most organizations reported a trend towards greater line management responsi-
bility for HR management without it causing any significant tension between HR
and the line.

e Devolution offered positive opportunities for the HR function to become
involved in strategic, proactive and internal consultancy roles because they were
less involved in day-to-day operational HR activities.

e Both HR and line management were involved in operational HR activities. Line
managers were more heavily involved in recruitment, selection and training deci-
sions and in handling discipline issues and grievances. HR were still largely
responsible for such matters as analysing training needs, running internal courses
and pay and benefits.

e There is an underlying concern that line managers are not sufficiently competent
to carry out their new roles. This may be for a number of reasons including lack of
training, pressures of work, because managers have been promoted for their tech-
nical rather than managerial skills, or because they are used to referring certain
issues to the HR department.

e Some HR specialists also have difficulty in adopting their new roles because they
do not have the right skills (such as an understanding of the business) or because
they see devolution as a threat to their own job security.

e Other problems over devolution include uncertainty on the part of line managers
about the role of the HR function, lack of commitment by line managers to
performing their new roles, and achieving the right balance between providing
line managers with as much freedom as possible and the need to retain core
controls and direction.

The conclusions reached by the researchers were that:
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If line managers are to take an effective greater responsibility for HR management activ-
ities then, from the outset, the rules and responsibilities of personnel and line managers
must be clearly defined and understood. Support is needed from the personnel depart-
ment in terms of providing a procedural framework, advice and guidance on all
personnel management matters, and in terms of training line managers so they have the
appropriate skills and knowledge to carry out their new duties.

The research conducted by Hope-Hailey et al (1998) in eight UK-based organizations
revealed that all of them were shifting responsibility for people management down
the line. In practice, this often meant that responsibility for decision-making on HR
issues had been devolved to line managers, but that the HR function continued to be
responsible for operational functions such as recruitment and pay systems. As they
commented: ‘There seemed to be little indication that this move had reduced in any
way the level of necessary bureaucracy associated with the implementation of
personnel policies and procedures.” However, they noted that ‘personnel was no
longer seen as a rule maker or enforcer, but it was still regarded — in part — as an
administrative function’. With reference to the activities of the HR functions in these
organizations, the research established that there was ‘more emphasis on achieving
behavioural change through a more “nuts and bolts” systems approach rather than
large scale organizational development activities’.

THE LINE MANAGER'’S ROLE IN IMPLEMENTING HR
POLICIES

HR can initiate new policies and practices but it is the line that has the main responsi-
bility for implementing them. In other words, ‘HR proposes but the line disposes.” If
line managers are not disposed favourably towards what HR wants them to do they
won’t do it, or if compelled to, they will be half-hearted about it. As pointed out by
Purcell et al (2003), high levels of organizational performance are not achieved simply
by having a range of well-conceived HR policies and practices in place. What makes
the difference is how these policies and practices are implemented. That is where the
role of line managers in people management is crucial: ‘The way line managers
implement and enact policies, show leadership in dealing with employees and in
exercising control come through as a major issue.” Purcell et al noted that dealing with
people is perhaps the aspect of their work in which line managers can exercise the
greatest amount of discretion. If they use their discretion not to put HR’s ideas into
practice, the result is that the rhetoric is unlikely to be converted into reality.
Performance management schemes often fail because of the reluctance of managers
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to carry out reviews. It is, as Purcell et al point out, line managers who bring HR poli-
cies to life.

A further factor affecting the role of line management is their ability to do the HR
tasks assigned to them. People-centred activities such as defining roles, interviewing,
reviewing performance, providing feedback, coaching and identifying learning and
development needs all require special skills. Some managers have them, many don’t.
Performance-related pay schemes sometimes fail because of untrained line managers.

Further research and analysis at Bath University (Hutchinson and Purcell, 2003)
confirmed that: “The role of line managers in bringing policy to life and in leading
was one of the most important of all factors in explaining the difference between
success and mediocrity in people management.’

HOW TO IMPROVE FRONT-LINE MANAGERS AS PEOPLE
MANAGERS

The following suggestions were made by Hutchinson and Purcell (2003) on how to
improve the quality of front-line managers in people management:

e Front-line managers need time to carry out their people management duties,
which are often superseded by other management duties.

e They need to be carefully selected with much more attention being paid to the
behavioural competencies required.

e They need the support of strong organizational values concerning leadership and
people management.

e They need a good working relationship with their own managers.

e They need to receive sufficient skills training to enable them to perform their
people management activities, such as performance management.



International HRM

INTERNATIONAL HRM DEFINED

International human resource management is the process of employing, developing
and rewarding people in international or global organizations. It involves the world-
wide management of people, not just the management of expatriates.

An international firm is one in which operations take place in subsidiaries over-
seas, which rely on the business expertise or manufacturing capacity of the parent
company. International firms may be highly centralized with tight controls. A multi-
national firm is one in which a number of businesses in different countries are
managed as a whole from the centre. The degree of autonomy they have will vary.
Global firms offer products or services that are rationalized and standardized to
enable production or provision to be carried out locally in a cost-efficient way. Their
subsidiaries are not subject to rigid control except over the quality and presentation
of the product or service. They rely on the technical know-how of the parent
company, but carry out their own manufacturing, service delivery or distribution
activities.

ISSUES IN INTERNATIONAL HRM

Bartlett and Goshal (1991) argue that the main issue for multinational companies is
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the need to manage the challenges of global efficiency and multinational flexibility —
‘the ability of an organization to manage the risks and exploit the opportunities that
arise from the diversity and volatility of the global environment’. The dilemma facing
all multinational corporations is that of achieving a balance between international
consistency and local autonomy. Laurent (1986) commented that:

In order to build, maintain and develop the corporate identity, multinational organiza-
tions need to strive for consistency in their ways of managing people on a worldwide
basis. Yet, and in order to be effective locally, they also need to adapt those ways to the
specific cultural requirements of different societies. While the global nature of business
may call for increased consistency, the variety of cultural environments may be calling
for differentiation.

International HRM involves a number of issues not present when the activities of the
firm are confined to one country. These issues comprise the variety of international
organizational models that exist, the extent to which HRM policy and practice should
vary in different countries (convergence or divergence), the problems of managing in
different cultures and environments, and the approaches used to select, deploy,
develop and reward expatriates who could be nationals of the parent company or
‘third-country nationals’ (TCNs) — nationals of countries other than the parent
company who work abroad in subsidiaries of that company.

INTERNATIONAL ORGANIZATIONAL MODELS

Four international organizational models have been identified by Bartlett and Goshal
(1993):

1. Decentralized federation in which each national unit is managed as a separate
entity that seeks to optimize its performance in the local environment. This is the
traditional multinational corporation.

2. Coordinated federation in which the centre develops sophisticated management
systems enabling it to maintain overall control, although scope is given to local
management to adopt practices that recognize local market conditions.

3. Centralized hub in which the focus is on the global market rather than on local
markets. Such organizations are truly global rather than multinational, which is
the case when adopting a federated approach.

4. Transnational in which the corporation develops multi-dimensional strategic
capabilities directed towards competing globally but also allows local respon-
siveness to market requirements.
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Perkins and Hendry (1999) argue that notwithstanding this fourfold model, interna-
tional firms seem to be polarizing around two organizational approaches: 1) regional-
ization, where local customer service is important; and 2) global business streams,
which involve setting up centrally controlled business segments that deal with a
related range of products worldwide.

CONVERGENCE AND DIVERGENCE

An issue facing all international firms is the extent to which their HR policies should
either ‘converge’ worldwide to be basically the same in each location, or ‘diverge’ to
be differentiated in response to local requirements. There is a natural tendency for
managerial traditions in the parent company to shape the nature of key decisions, but
there are strong arguments for giving as much local autonomy as possible in order to
ensure that local requirements are sufficiently taken into account.

As noted by Adler and Ghader (1990), organizations have to follow very different
HRM policies and practices according to the relevant stage of international corporate
evolution: domestic, international, multinational and global. Harris and Brewster
(1999) refer to this as ‘the global/local dilemma’, the issue being the extent to which
operating units across the world are to be differentiated and at the same time inte-
grated, controlled and coordinated. They suggest that the alternative strategies are
the global approach in which the company’s culture predominates and HRM is
centralized and relatively standardized (an ‘ethnocentric” policy), or the decentral-
ized approach in which HRM responsibility is devolved to subsidiaries. They state
that the factors affecting choice are:

e the extent to which there are well-defined local norms;

e the degree to which an operating unit is embedded in the local environment;

e the strength of the flow of resources — finance, information and people — between
the parent and the subsidiary;

e the orientation of the parent to control;

e the nature of the industry — the extent to which it is primarily a domestic industry
at local level;

e the specific organizational competences including HRM that are critical for
achieving competitive advantage in a global environment.

Brewster (2004) believes that convergence may be increasing as a result of the
power of the markets, the importance of cost, quality and productivity pressures,
the emergence of transaction cost economies and the development of like-minded
international cadres. The widespread practice of benchmarking ‘best practice’ may
have contributed to convergence.
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However, Brewster considers that European firms at least are so locked into their
respective national institutional settings that no common model is likely to emerge in
the foreseeable future. Since HR systems reflect national institutional contexts and
cultures, they do not respond readily to the imperatives of technology or the market.
Managers in each country operate within a national institutional context and share a
set of cultural assumptions. Neither institutions nor cultures change quickly and
rarely in ways that are the same as other countries. As Hofstede (1980) points out, it
follows that managers in one country behave in a way that is noticeably different
from managers in other countries.

Brewster (2004) concludes on the basis of his research that there is some conver-
gence in Europe in the general direction of developments (directional convergence)
such as the decreasing size of the HR function, increases in training and development
and the increasing provision of information about strategy and finances. But there is
little evidence of final convergence in the sense of companies becoming more alike in
the way in which they manage their human resources.

Developing an international approach

Laurent (1986) proposes that a truly international approach to human resource
management would require the following steps:

1. An explicit recognition by the parent organization that its own peculiar ways of
managing human resources reflect some of the assumptions and values of its
home culture.

2. An explicit recognition by the parent organization that its peculiar ways are
neither universally better nor worse than others, but are different and likely to
exhibit strengths and weaknesses, particularly abroad.

3. An explicit recognition by the parent organization that its foreign subsidiaries
may have other preferred ways of managing people that are neither intrinsically
better nor worse, but could possibly be more effective locally.

4. Willingness from headquarters not only to acknowledge cultural differences, but
also to take action in order to make them discussable and therefore useable.

5. The building of a genuine belief by all parties that more creative and effective
ways of managing people could be developed as a result of cross-cultural
learning.

CULTURAL DIVERSITY

Cultural and environmental diversity is a key issue in international HRM. As Haley
(1999) remarks:
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In cultures where people are emphasized, it is the quality of interpersonal relationships
which is important. In cultures where ideologies are emphasized, sharing common
beliefs is more important than group membership. In cultures where action is empha-
sized, what is done is more important than what is said.

Hofstede (1980) emphasizes that there are a number of cultural dimensions that affect
international operations. His framework has been adapted by Bento and Ferreira
(1992) to produce the following cultural dualities:

equality versus inequality;

certainty versus uncertainty;
controllability versus uncontrollability;
individualism versus collectivism;
materialistic versus personalization.

Sparrow and Hiltrop (1997) note the following HR areas that may be affected by
national culture:

decisions on what makes an effective manager;

giving face-to-face feedback;

readiness to accept international assignments;

pay systems and different concepts of social justice;

approaches to organizational structuring and strategic dynamics.

Harris et al (2003) provide the following instance of cultural differences:

A performance management system based on openness between manager and subordi-
nate, each explaining plainly how they feel the other has done well or badly in the job,
may work in some European countries, but is unlikely to fit with the greater hierarchical
assumptions and ‘loss of face’ fears of some of the Pacific countries.

Sparrow (1999a) gives examples of different approaches to managerial qualities. The
Anglo-Saxon sees management as something separate and definable, based on
general and transferable skills, especially interpersonal skills. In Germany, an entirely
opposite view is adopted: value is placed on entrepreneurial skills, technical compe-
tence, functional expertise and creativity, and managers rely more on formal
authority than in other European countries. In France, management is seen as an
intellectually demanding task and management development systems are elitist.
Brewster (1999) comments that the ‘universalistic’ approach to HRM prevalent in
the USA is rejected in Europe where the basic functions of HRM are given different
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weights between countries and are carried out differently. If a convergent and
therefore universalistic approach is adopted by a US international company, it might
be difficult to get it accepted in Europe. Divergences to respect cultural differences
may be more appropriate if the full potential of the overseas company is to be
realized.

THINK GLOBALLY AND ACT LOCALLY

The cultural differences mentioned above have produced the slogan ‘think globally
and act locally’. This means that an international balancing act is required, which
leads to the fundamental assumption made by Bartlett and Ghoshal (1991) that:
‘Balancing the needs of co-ordination, control and autonomy and maintaining the
appropriate balance are critical to the success of the multinational company:.’

Ulrich (1998) suggests that to achieve this balancing act, there are six capabilities
that enable firms to integrate and concentrate international activities and also
separate and adopt local activities:

being able to determine core activities and non-core activities;

achieving consistency while allowing flexibility;

building global brand equity while honouring local customs;

obtaining leverage (bigger is better) while achieving focus (smaller is better);
sharing learning and creating new knowledge;

engendering a global perspective while ensuring local accountability.

AR PN

INTERNATIONAL HR POLICIES

International HR policies will deal with the extent to which there should be conver-
gence or divergence in the HR practices adopted in overseas subsidiaries or units.
These will have to take account of differences in employment law, the character of the
labour market, different employee relations processes and any cultural differences in
the ways in which people are treated.

MANAGING EXPATRIATES

The management of expatriates is a major factor determining success or failure in an
international business. Expatriates are expensive; they can cost three or four times as
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much as the employment of the same individual at home. They are difficult to
manage because of the problems associated with adapting to and working in unfa-
miliar environments, concerns about their development and careers, difficulties
encountered when they re-enter their parent company after an overseas assignment,
and how they should be remunerated. Policies to address all these issues are
required, as described below.

Resourcing policies

The challenge is that of resourcing international operations with people of the right
calibre. As Perkins (1997) points out, it is necessary for businesses to ‘remain compet-
itive with their employment offering in the market place, to attract and retain high
quality staff with worldwide capabilities’.

Policies are required on the employment of local nationals and the use of expatri-
ates for long periods or shorter assignments. The advantages of employing local
nationals are that they:

e are familiar with local markets, the local communities, the cultural setting and the
local economy;

e speak the local language and are culturally assimilated;

e can take a long-term view and contribute for a long period (as distinct from expa-
triates who are likely to take a short-term perspective);

e do not take the patronizing (neo-colonial) attitude that expatriates sometimes
adopt.

Expatriates (nationals of the parent company or third-country nationals) may be
required to provide the experience and expertise that local nationals lack, at least for
the time being. But there is much to be said for a long-term resourcing policy that
states that the aim is to fill all or the great majority of posts with local people. Parent
companies who staff their overseas subsidiaries with local nationals always have the
scope to “parachute in’ specialist staff to deal with particular issues such as the start-
up of a new product or service.

Recruitment and selection policies

Policies for recruitment and selection should deal with specifying requirements,
providing realistic previews and preparation for overseas assignments.
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Role specifications

Role specifications should take note of the behaviours required for those who work
internationally. Leblanc (2001) suggested that they should be able to:

e recognize the diversity of overseas countries;

accept differences between countries as a fact and adjust to these differences effec-

tively;

tolerate and adjust to local conditions;

cope in the long term with a large variety of foreign contexts;

manage local operations and personnel abroad effectively;

gain acceptance as a representative of one’s company abroad;

obtain and interpret information about foreign national contexts (institutions,

legislations, practices, market specifics, etc);

e inform and communicate effectively with a foreign environment about the home
company’s policies;

e take into account the foreign environment when negotiating contracts and part-
nerships;

e identify and accept adjustments to basic product specifications in order to meet
the needs of the foreign market;

e develop elements of a common framework for company strategies, policies and
operations;

e accept that the practices that will operate best in an overseas environment will not
necessarily be the same as the company’s ‘home” practices.

Realistic previews

At interviews for candidates from outside the organization, and when talking to
internal staff about the possibility of an overseas assignment, it is advisable to have a
policy of providing a realistic preview of the job. The preview should provide infor-
mation on the overseas operation, any special features of the work, what will need to
be done to adjust to local conditions, career progression overseas, re-entry policy on
completion of the assignment, pay, and special benefits such as home leave and chil-
dren’s education.

Preparation policy

The preparation policy for overseas assignments should include the provision of
cultural familiarization for the country(ies) in which the expatriate will work (some-
times called ‘acculturization’), the preferred approach to leading and working in
international teams, and the business and HR policies that will apply.
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Training

Tarique and Calligiri (1995) propose that the following steps should be taken to
design a training programme for expatriates:

1. Identify the type of global assignment, eg technical, functional, tactical, develop-
mental or strategic/executive.

2. Conduct a cross-cultural training needs analysis covering organizational analysis
and requirements, assignment analysis of key tasks and individual analysis of
skills.

3. Establish training goals and measures — cognitive (eg understanding the role of
cultural values and norms) and affective (modifying perception about culture
and increasing confidence in dealing with individual behaviours to form adap-
tive behaviours such as interpersonal skills).

4. Develop the programme — the content should cover both general and specific
cultural orientation; a variety of methods should be used.

5. Evaluate training given.

Assimilation and review policies

Assimilation policies will provide for the adaptation of expatriates to overseas posts
and their progress in them to be monitored and reviewed. This may take the form of
conventional performance management processes, but additional information may
be provided on potential and the ability of individuals to cope with overseas condi-
tions. Where a number of expatriates are employed it is customary for someone at
headquarters to have the responsibility of looking after them.

Re-entry policies

Re-entry policies should be designed to minimize the problems that can arise when
expatriates return to their parent company after an overseas posting. They want to be
assured that they will be given a position appropriate to their qualifications, and they
will be concerned about their careers, suspecting that their overseas experience will
not be taken into account. Policies should allow time for expatriates to adjust. The
provision of mentors or counsellors is desirable.

Pay and allowances policies

The factors that are likely to impact on the design of reward systems as suggested by
Bradley et al (1999) are the corporate culture of the multinational enterprise, expa-
triate and local labour markets, local cultural sensitivities and legal and institutional
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factors. They refer to the choice that has to be made between seeking internal
consistency by developing common reward policies in order to facilitate the move-
ment of employees across borders and preserve internal equity, and responding to
pressures to conform to local practices. But they point out that: ‘Studies of cultural
differences suggest that reward system design and management need to be tailored
to local values to enhance the performance of overseas operations.” As Sparrow
(1999b) asserts: ‘Differences in international reward are not just a consequence of
cultural differences, but also of differences in international influences, national busi-
ness systems and the role and competence of managers in the sphere of HRM.

The policy of most organizations is to ensure that expatriates are no worse off
because they have been posted abroad. In practice, various additional allowances or
payments, such as hardship allowances, mean that they are usually better off finan-
cially than if they had stayed at home. The basic choice is whether to adopt a home-
based or host-based policy for expatriates.

Home-based pay

The home-based pay approach aims to ensure that the value of the salary of expatri-
ates is the same as in their home country. The home-base salary may be a notional one
for long-term assignments (ie the salary which it is assumed would be paid to expa-
triates were they employed in a job of equivalent level at the parent company). For
shorter-term assignments it may be the actual salary of the individual. The notional
or actual home-base salary is used as the foundation upon which the total remunera-
tion package is built. This is sometimes called the ‘build-up’ or ‘balance sheet’
approach.

The salary ‘build-up” starts with the actual or notional home-base salary. To it is
added a cost of living adjustment, which is applied to ‘spendable income” — the
portion of salary that would be used at home for everyday living. It usually excludes
income tax, social security, pensions and insurance and can exclude discretionary
expenditure on major purchases or holidays on the grounds that these do not consti-
tute day-to-day living expenses.

The expatriate’s salary would then consist of the actual or notional home-base
salary plus the cost of living adjustment. In addition, it may be necessary to adjust
salaries to take account of the host country’s tax regime in order to achieve tax equal-
ization. Moves of less than a year that might give rise to double taxation require
particular attention.

Some or all of the following allowances may be added to this salary:

e ‘incentive to work abroad” premium;
e hardship and location;
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e housing and utilities;
e school fees;
e ‘rest and recuperation’ leave.

Host-based pay

The host-based pay approach provides expatriates with salaries and benefits such as
company cars and holidays that are in line with those given to nationals of the host
country in similar jobs. This method ensures equity between expatriates and host
country nationals. It is adopted by companies using the so-called ‘market rate’
system, which ensures that the salaries of expatriates match the market levels of pay
in the host country.

Companies using the host-based approach commonly pay additional allowances
such as school fees, accommodation and medical insurance. They may also fund
long-term benefits like social security, life assurance and pensions from home.

The host-based method is certainly equitable from the viewpoint of local nationals,
and it can be less expensive than home-based pay. But it may be much less attractive
as an inducement for employees to work abroad, especially in unpleasant locations,
and it can be difficult to collect market rate data locally to provide a basis for setting
pay levels.



Part Il

Human resource
management processes

Human resource management processes are those concerned with the development of
HR strategies (strategic HRM), policies and practices that affect all aspects of HR and
employment management. This part also covers other processes that affect most
aspects of HRM, namely competency-based approaches, knowledge management and
role and competency analysis.



Strategic HRM

An important defining characteristic of human resource management is that it is
strategic. This characteristic is expressed by the concept of strategic HRM — an inte-
grated approach to the development of HR strategies that enable the organization to
achieve its goals. To understand the notion of strategic HRM it is necessary to appre-
ciate the concept of strategy upon which it is based, and this is considered in the first
section of the chapter. This leads into a definition of the concept of strategic HRM
followed by expositions of its aims and approaches.

THE CONCEPT OF STRATEGY

Strategy has been defined by Johnson and Scholes (1993) as: "The direction and scope
of an organization over the longer term, which ideally matches its resources to its
changing environment, and in particular, to its markets, customers and clients to
meet stakeholder expectations.’

Strategy determines the direction in which the organization is going in relation to
its environment. It is the process of defining intentions (strategic intent) and allocating
or matching resources to opportunities and needs (resource-based strategy). Busi-
ness strategy is concerned with achieving competitive advantage. The effective
development and implementation of strategy depends on the strategic capability of the
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organization’s managers. As expressed in the Professional Standards of the CIPD, this
means the capacity to create an achievable vision for the future, to foresee longer-
term developments, to envisage options (and their probable consequences), to select
sound courses of action, to rise above the day-to-day detail, to challenge the status
quo. Strategy is expressed in strategic goals and developed and implemented in
strategic plans through the process of strategic management. Strategy is about imple-
mentation, which includes the management of change, as well as planning. An
important aspect of strategy is the need to achieve strategic fit. This is used in three
senses:

1. matching the organization’s capabilities and resources to the opportunities avail-
able in the external environment;

2.  matching one area of strategy, eg human resource management, to the business
strategy; and

3. ensuring that different aspects of a strategy area cohere and are mutually
supportive.

The concept of strategy is not a straightforward one. There are many different theo-
ries about what it is and how it works. Mintzberg et al (1988) suggest that strategy can
have a number of meanings, namely:

A plan, or something equivalent — a direction, a guide, a course of action.

A pattern, that is, consistency in behaviour over time.

A perspective, an organization’s fundamental way of doing things.

A ploy, a specific 'manoeuvre’ intended to outwit an opponent or a competitor.

The formulation of corporate strategy can be defined as a process for developing and
defining a sense of direction. It has often been described as a logical, step-by-step
affair, the outcome of which is a formal written statement that provides a definitive
guide to the organization’s long-term intentions. Many people still believe that this is
the case, but it is a misrepresentation of reality. In practice the formulation of strategy
is never as rational and linear a process as some writers describe it or as some
managers attempt to make it.

Mintzberg (1987) believes that strategy formulation is not necessarily rational
and continuous. In theory, he says, strategy is a systematic process: first we think,
then we act; we formulate then we implement. But we also “act in order to think’. In
practice, ‘a realized strategy can emerge in response to an evolving situation” and the
strategic planner is often “a pattern organizer, a learner if you like, who manages a
process in which strategies and visions can emerge as well as be deliberately
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conceived’. He has emphasized the concept of “emergent strategies’, and a key aspect
of this process is the production of something that is new to the organization even if
it is not developed as logically as the traditional corporate planners believed to be
appropriate.

Tyson (1997) confirms that:

strategy has always been emergent and flexible — it is always “about to be’, it

never exists at the present time;

e strategy is not only realized by formal statements but also comes about by actions
and reactions;

e strategy is a description of a future-oriented action that is always directed
towards change;

e the management process itself conditions the strategies that emerge.

STRATEGIC HRM DEFINED

Strategic HRM is an approach to making decisions on the intentions and plans of the
organization in the shape of the policies, programmes and practices concerning the
employment relationship, resourcing, learning and development, performance
management, reward, and employee relations. The concept of strategic HRM is
derived from the concepts of HRM and strategy. It takes the HRM model with its
focus on strategy, integration and coherence and adds to that the key notions of
strategy, namely, strategic intent, resource-based strategy, competitive advantage,
strategic capability and strategic fit.

Strategic HRM and HR strategies

Strategic HRM is an approach to the strategic management of human resources in
accordance with the intentions of the organization on the future direction it wants to
take. What emerges from this process is a stream of decisions over time that form the
pattern adopted by the organization for managing its human resources and which
define the areas in which specific HR strategies need to be developed. These focus on
the decisions of the organization on what needs to be done and what needs to be
changed in particular areas of people management.

The meaning of strategic HRM
According to Hendry and Pettigrew (1986), strategic HRM has four meanings:



116 = HRM processes

1. the use of planning;

a coherent approach to the design and management of personnel systems based

on an employment policy and manpower strategy and often underpinned by a

"philosophy’;

matching HRM activities and policies to some explicit business strategy;

4. seeing the people of the organization as a "strategic resource’ for the achievement
of ‘competitive advantage’.

W

Purcell (2001) draws attention to the implications for strategic HRM of the concept of
strategy as an emerging rather than a deliberate process:

Big strategies in HRM are most unlikely to come, ex cathedra, from the board as a fully
formed, written strategy or planning paper. Strategy is much more intuitive and often
only ‘visible’ after the event, seen as ‘emerging patterns of action’. This is especially the
case when most of the strategy, as in HRM, is to do with internal implementation and
performance strategies, not exclusively to do with external market ploys.

Strategic HRM as an integrated process

Strategic HRM is essentially an integrated process that aims to achieve “strategic fit’.
A strategic HRM approach produces HR strategies that are integrated vertically with
the business strategy and are ideally an integral part of that strategy, contributing to
the business planning process as it happens. Walker (1992) defines strategic HRM as
‘the means of aligning the management of human resources with the strategic content
of the business’. Vertical integration is necessary to provide congruence between
business and human resource strategy so that the latter supports the accomplishment
of the former and, indeed, helps to define it. Strategic HRM is also about horizontal
integration, which aims to ensure that the different elements of the HR strategy fit
together and are mutually supportive.

AIMS OF STRATEGIC HRM

The fundamental aim of strategic HRM is to generate a perspective on the way in
which critical issues relating to people can be addressed. It enables strategic decisions
to be made that have a major and long-term impact on the behaviour and success of
the organization by ensuring that the organization has the skilled, committed and
well-motivated employees it needs to achieve sustained competitive advantage. Its
rationale is the advantage of having an agreed and understood basis for developing
approaches to people management in the longer term by providing a sense of
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direction in an often turbulent environment. As Dyer and Holder (1998) remark,
strategic HRM should provide "unifying frameworks which are at once broad, contin-
gency based and integrative’.

When examining the aims of strategic HRM it is necessary to consider the need for
HR strategy to take into account the interests of all the stakeholders in the organiza-
tion, employees in general as well as owners and management. In Storey’s (1989)
terms, ‘soft strategic HRM’ will place greater emphasis on the human relations aspect
of people management, stressing continuous development, communication, involve-
ment, security of employment, the quality of working life and work-life balance.
Ethical considerations will be important. "Hard strategic HRM’ on the other hand will
emphasize the yield to be obtained by investing in human resources in the interests of
the business. This is also the philosophy of human capital management.

Strategic HRM should attempt to achieve a proper balance between the hard and
soft elements. All organizations exist to achieve a purpose and they must ensure that
they have the resources required to do so, and that they use them effectively. But they
should also take into account the human considerations contained in the concept of
soft strategic HRM. In the words of Quinn Mills (1983) they should plan with people
in mind, taking into account the needs and aspirations of all the members of the orga-
nization. The problem is that hard considerations in many businesses will come first,
leaving soft ones some way behind.

APPROACHES TO STRATEGIC HRM

Strategic HRM adopts an overall resource-based philosophy, as described below.
Within this framework there are three possible approaches, namely, high-perfor-
mance management (high-performance working), high-commitment management
and high-involvement management.

Resource-based strategic HRM

A resource-based approach to strategic HRM focuses on satisfying the human capital
requirements of the organization. The notion of resource-based strategic HRM is
based on the ideas of Penrose (1959), who wrote that the firm is ‘an administrative
organization and a collection of productive resources’. It was developed by Hamel
and Prahalad (1989), who declared that competitive advantage is obtained if a firm
can obtain and develop human resources that enable it to learn faster and apply its
learning more effectively than its rivals. Barney (1991) states that sustained competi-
tive advantage stems from the acquisition and effective use of bundles of distinctive
resources that competitors cannot imitate. As Purcell et al (2003) suggest, the values
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and HR policies of an organization constitute an important non-imitable resource.
This is achieved by ensuring that:

e the firm has higher quality people than its competitors;

e the unique intellectual capital possessed by the business is developed and
nurtured;

e organizational learning is encouraged;

e organization-specific values and a culture exist which 'bind the organization
together (and) gives it focus’.

The aim of a resource-based approach is to improve resource capability — achieving
strategic fit between resources and opportunities and obtaining added value from the
effective deployment of resources. In line with human capital theory, resource-based
theory emphasizes that investment in people adds to their value to the firm. Re-
source-based strategy, as Barney (1991) indicates, can develop strategic capability and
produce what Boxall and Purcell (2003) refer to as "human resource advantage’.

The high-performance management approach

High-performance working involves the development of a number of interrelated
processes which together make an impact on the performance of the firm through its
people in such areas as productivity, quality, levels of customer service, growth,
profits and, ultimately, the delivery of increased shareholder value. This is achieved
by “enhancing the skills and engaging the enthusiasm of employees” (Stevens, 1998).
According to Stevens, the starting point is leadership, vision and benchmarking to
create a sense of momentum and direction. Progress must be measured constantly. He
suggests that the main drivers, support systems and culture are:

e decentralized, devolved decision-making made by those closest to the customer —
so as constantly to renew and improve the offer to customers;

e development of people capacities through learning at all levels, with particular
emphasis on self-management and team capabilities — to enable and support
performance improvement and organizational potential;

e performance, operational and people management processes aligned to organiza-
tional objectives — to build trust, enthusiasm and commitment to the direction
taken by the organization;

e fair treatment for those who leave the organization as it changes, and engagement
with the needs of the community outside the organization — this is an important
component of trust and commitment-based relationships both within and outside
the organization.
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High-performance management practices include rigorous recruitment and selection
procedures, extensive and relevant learning and development activities, incentive
pay systems and performance management processes.

The strategy may be expressed as a drive to develop a performance culture in an
organization. In the box below is an example of the high-performance strategy
formulated by the Corporation of London.

The fundamental business need the strategy should meet is to develop and main-
tain a high performance culture. The characteristics of such a culture are:

e aclear line of sight exists between the strategic aims of the authority and those
of its departments and its staff at all levels;

e management defines what it requires in the shape of performance improve-
ments, sets goals for success and monitors performance to ensure that the
goals are achieved;

e leadership from the top, which engenders a shared belief in the importance of
continuing improvement;

e focus on promoting positive attitudes that result in a committed and moti-
vated workforce;

e performance management processes aligned to the authority’s objectives to
ensure that people are engaged in achieving agreed goals and standards;

e capacities of people developed through learning at all levels to support
performance improvement;

e people provided with opportunities to make full use of their skills and abili-
ties;

e people valued and rewarded according to their contribution.

The high-commitment management model

One of the underpinning characteristics of HRM is its emphasis on the importance of
enhancing mutual commitment (Walton, 1985b). High-commitment management has
been described by Wood (1996) as:

A form of management which is aimed at eliciting a commitment so that behaviour is
primarily self-regulated rather than controlled by sanctions and pressures external to the
individual, and relations within the organization are based on high levels of trust.

The approaches to creating a high-commitment organization as defined by Beer et al
(1984) and Walton (1985b) are:
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e the development of career ladders and emphasis on trainability and commitment
as highly valued characteristics of employees at all levels in the organization;

e a high level of functional flexibility with the abandonment of potentially rigid job
descriptions;

e thereduction of hierarchies and the ending of status differentials;

e a heavy reliance on team structure for disseminating information (team briefing),
structuring work (team working) and problem solving (quality circles).

Wood and Albanese (1995) added to this list:

e job design as something management consciously does in order to provide jobs
that have a considerable level of intrinsic satisfaction;

e a policy of no compulsory lay-offs or redundancies and permanent employment
guarantees, with the possible use of temporary workers to cushion fluctuations in
the demand for labour;

e new forms of assessment and payment systems and, more specifically, merit pay
and profit sharing;

e a high involvement of employees in the management of quality.

Approaches to achieving commitment are described in Chapter 19.

High-involvement management

This approach involves treating employees as partners in the enterprise whose inter-
ests are respected and who have a voice on matters that concern them. It is concerned
with communication and involvement. The aim is to create a climate in which a
continuing dialogue between managers and the members of their teams take place to
define expectations and share information on the organization’s mission, values and
objectives. This establishes mutual understanding of what is to be achieved and a
framework for managing and developing people to ensure that it will be achieved.

The following high-involvement work practices have been identified by Pil and
McDuffie (1999):

‘on-line” work teams;

‘off-line’ employee involvement activities and problem-solving groups;
job rotation;

suggestion programmes;

decentralization of quality efforts.
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IMPLEMENTING STRATEGIC HRM

The implementation of strategic HRM is carried out within the framework of the
approaches described above. The overarching imperative will be to achieve human
resource advantage. A high-performance approach will emphasize the importance of
creating and maintaining a performance culture, and both high-commitment and
high-involvement management will contribute to the development of a committed
and engaged workforce. Strategic HRM involves the formulation and implementa-
tion of specific strategies in each area of HRM as described in the next two chapters.



HR strategies

Strategic HRM leads to the formulation of HR strategies. In this chapter:

HR strategies are defined;

the purpose of HR strategies is examined;

the distinction is made between strategic HRM and HR strategies;
types of HR strategies are described with examples;

criteria for an effective HR strategy are given.

HR STRATEGIES DEFINED

HR strategies set out what the organization intends to do about the different aspects
of its human resource management policies and practices. They will be integrated
with the business strategy and each other. HR strategies are described by Dyer and
Reeves (1995) as ‘internally consistent bundles of human resource practices’, and in
the words of Boxall (1996), they provide ‘a framework of critical ends and means’.
Richardson and Thompson (1999) suggest that:

A strategy, whether it is an HR strategy or any other kind of management strategy must
have two key elements: there must be strategic objectives (ie things the strategy is
supposed to achieve), and there must be a plan of action (ie the means by which it is
proposed that the objectives will be met.



124 © HRM processes

PURPOSE

The purpose of HR strategies is to guide HRM development and implementation
programmes. They provide a means of communicating to all concerned the intentions
of the organization about how its human resources will be managed. They provide
the basis for strategic plans and enable the organization to measure progress and
evaluate outcomes against objectives. HR strategies provide visions for the future but
they are also vehicles that define the actions required and how the vision should be
realized. As Gratton (2000) commented: ‘“There is no great strategy, only great execu-
tion.

THE DISTINCTION BETWEEN STRATEGIC HRM AND HR
STRATEGIES

Strategic HRM as described in the last chapter is the process that results in the formu-
lation of HR strategies. The terms “strategic HRM” and ‘HR strategy” are often used
interchangeably, but a distinction can be made between them.

Strategic HRM can be regarded as a general approach underpinned by a philos-
ophy to the strategic management of human resources in accordance with the inten-
tions of the organization on the future direction it wants to take. What emerges from
this process is a stream of decisions over time that form the pattern adopted by the
organization for managing its human resources and define the areas in which specific
HR strategies need to be developed. HR strategies will focus on the intentions of the
organization on what needs to be done and what needs to be changed.

TYPES OF HR STRATEGIES

Because all organizations are different, all HR strategies are different. Research into
HR strategy conducted by Armstrong and Long (1994) and Armstrong and Baron
(2002) revealed many variations. Some strategies are simply very general declarations
of intent; others go into much more detail. But two basic types of HR strategies can be
identified: 1) overarching strategies; and 2) specific strategies relating to the different
aspects of human resource management.

Overarching HR strategies

Overarching strategies describe the general intentions of the organization about how
people should be managed and developed, what steps should be taken to ensure that
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the organization can attract and retain the people it needs, and ensure so far as
possible that employees are committed, motivated and engaged. They are likely to be
expressed as broad-brush statements of aims and purpose that set the scene for more
specific strategies. They are concerned with overall organizational effectiveness —
achieving human resource advantage by, as Boxall and Purcell (2003) explain,
employing ‘better people in organizations with better process’, developing high-
performance work systems and generally creating a great place to work.
The following are some examples of overarching HR strategy statements.

Aegon

‘The Human Resources Integrated Approach aims to ensure that from whatever angle
staff now look at the elements of pay management, performance, career development
and reward, they are consistent and linked.’

B&Q

‘Enhance employee commitment and minimize the loss of B&Q'’s best people.
Position B&Q as one of the best employers in the UK.

Egg

‘The major factor influencing HR strategy was the need to attract, maintain and retain
the right people to deliver it. The aim was to introduce a system that complemented
the business, that reflected the way we wanted to treat our customers — treating our
people the same. What we would do for our customers we would also do for our
people. We wanted to make an impact on the culture — the way people do business.’
(HR Director)

GlaxoSmithKline
‘We want GSK to be a place where the best people do their best work.’

An insurance company

‘Without the people in this business we don’t have anything to deliver. We are driven
to getting the people issues right in order to deliver the strategy. To a great extent it’s
the people that create and implement the strategy on behalf of the organization. We
put people very much at the front of our strategic thought process. If we have the
right people, the right training, the right qualifications and the right sort of culture
then we can deliver our strategy. We cannot do it otherwise.” (Chief Executive)
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Lands’ End

‘Based on the principle that staff who are enjoying themselves, are being supported
and developed, and who feel fulfilled and respected at work, will provide the best
service to customers.’

Pilkington Optronics

‘The business strategy defines what has to be done to achieve success and that HR
strategy must complement it, bearing in mind that one of the critical success factors
for the company is its ability to attract and retain the best people. HR strategy must be
in line with what is best in industry.’

A public utility

‘The only HR strategy you really need is the tangible expression of values and the
implementation of values... unless you get the human resource values right you can
forget all the rest’. (Managing Director)

A manufacturing company

‘The HR strategy is to stimulate changes on a broad front aimed ultimately at
achieving competitive advantage through the efforts of our people. In an industry of
fast followers, those who learn quickest will be the winners.” (HR Director)

A retail stores group

‘The biggest challenge will be to maintain (our) competitive advantage and to do that
we need to maintain and continue to attract very high calibre people. The key differ-
entiator on anything any company does is fundamentally the people, and I think that
people tend to forget that they are the most important asset. Money is easy to get hold
of, good people are not. All we do in terms of training and manpower planning is
directly linked to business improvement.” (Managing Director)

Specific HR strategies
Specific HR strategies set out what the organization intends to do in areas such as:
o Talent management — how the organization intends to ‘win the war for talent’.

e Continuous improvement — providing for focused and continuous incremental
innovation sustained over a period of time.
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Knowledge management — creating, acquiring, capturing, sharing and using knowl-
edge to enhance learning and performance.

Resourcing — attracting and retaining high quality people.

Learning and developing — providing an environment in which employees are
encouraged to learn and develop.

Reward — defining what the organization wants to do in the longer term to
develop and implement reward policies, practices and processes that will further
the achievement of its business goals and meet the needs of its stakeholders.
Employee relations — defining the intentions of the organization about what needs
to be done and what needs to be changed in the ways in which the organization
manages its relationships with employees and their trade unions.

The following are some examples of specific HR strategies.

The Children’s Society

e Implement the rewards strategy of the Society to support the corporate plan and
secure the recruitment, retention and motivation of staff to deliver its business
objectives.

e Manage the development of the human resources information system to secure
productivity improvements in administrative processes.

e Introduce improved performance management processes for managers and staff
of the Society.

e Implement training and development which supports the business objectives of
the Society and improves the quality of work with children and young people.

Diageo

There are three broad strands to the ‘Organization and People Strategy’:

1. Reward and recognition: use recognition and reward programmes to stimulate
outstanding team and individual performance contributions.

2. Talent management: drive the attraction, retention and professional growth of a
deep pool of diverse, talented employees.

3. Organizational effectiveness: ensure that the business adapts its organization to

maximize employee contribution and deliver performance goals.

It provides direction to the company’s talent, operational effectiveness and perfor-
mance and reward agendas. The company’s underlying thinking is that the people
strategy is not for the human resource function to own but is the responsibility of the
whole organization, hence the title ‘Organization and People Strategy’.
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A government agency

The key components of the HR strategy are:

Investing in people — improving the level of intellectual capital.

Performance management — integrating the values contained in the HR strategy
into performance management processes and ensuring that reviews concentrate
on how well people are performing those values.

Job design — a key component concerned with how jobs are designed and how
they relate to the whole business.

The reward system — in developing rewards strategies, taking into account that
this is a very hard driven business.

HR strategies for higher education institutions (The Higher Education Funding
Council)

1.

Address recruitment and retention difficulties in a targeted and cost-effective
manner.

Meet specific staff development and training objectives that not only equip staff
to meet their current needs but also prepare them for future changes, such as
using new technologies for learning and teaching. This would include manage-
ment development.

Develop equal opportunity targets with programmes to implement good practice
throughout an institution. This would include ensuring equal pay for work of
equal value, using institution-wide systems of job evaluation. This could involve
institutions working collectively — regionally or nationally.

Carry out regular reviews of staffing needs, reflecting changes in market
demands and technology. The reviews would consider overall numbers and the
balance of different categories of staff.

Conduct annual performance reviews of all staff, based on open and objective
criteria, with reward connected to the performance of individuals including,
where appropriate, their contribution to teams.

Take action to tackle poor performance.

A local authority

The focus is on the organization of excellence. The strategy is broken down into eight
sections: employee relations, recruitment and retention, training, performance
management, pay and benefits, health and safety, absence management and equal
opportunities.
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CRITERIA FOR AN EFFECTIVE HR STRATEGY

An effective HR strategy is one that works in the sense that it achieves what it sets out
to achieve. In particular, it:

will satisfy business needs;

e is founded on detailed analysis and study, not just wishful thinking;

e can be turned into actionable programmes that anticipate implementation
requirements and problems;

e is coherent and integrated, being composed of components that fit with and
support each other;

e takes account of the needs of line managers and employees generally as well as

those of the organization and its other stakeholders. As Boxall and Purcell (2003)

emphasize: ‘HR planning should aim to meet the needs of the key stakeholder

groups involved in people management in the firm.’

Here is a comment from a chief executive (Peabody Trust) on what makes a good HR
strategy:

A good strategy is one which actually makes people feel valued. It makes them knowl-
edgeable about the organization and makes them feel clear about where they sit as a
group, or team, or individual. It must show them how what they do either together or
individually fits into that strategy. Importantly, it should indicate how people are going to
be rewarded for their contribution and how they might be developed and grow in the
organization.



Developing and implementing
HR strategies

There is an ever-present risk that the concept of strategic HRM can become somewhat
nebulous — nice to have but hard to realize. The danger of creating a rhetoric/reality
gap is acute. Broad and often bland statements of strategic intent can be readily
produced. What is much more difficult is to turn them into realistic plans that are
then implemented effectively. Strategic HRM is more about getting things done than
thinking about them. It leads to the formulation of HR strategies that first define what
an organization intends to do in order to attain defined goals in overall human
resource management policy and in particular areas of HR process and practice, and
secondly set out how they will be implemented.

Difficult though it may be, a strategic approach is desirable in order to give a sense
of direction and purpose and as a basis for the development of relevant and coherent
HR policies and practices.

This chapter starts by giving general consideration to the development process,
setting out various propositions and describing the levels of strategic decision-
making. Reference is also made to the existence of strategic options and choices. This
provides the background against which the approaches to formulating and imple-
menting HR strategies are described.
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PROPOSITIONS ABOUT THE DEVELOPMENT
PROCESS

The following propositions about the formulation of HR strategy have been drawn
up by Boxall (1993) from the literature:

e the strategy formation process is complex, and excessively rationalistic models
that advocate formalistic linkages between strategic planning and HR planning
are not particularly helpful to our understanding of it;

e Dbusiness strategy may be an important influence on HR strategy but it is only one
of several factors;

e implicit (if not explicit) in the mix of factors that influence the shape of HR strate-
gies is a set of historical compromises and trade-offs from stakeholders.

It is also necessary to stress that coherent and integrated HR strategies are only likely
to be developed if the top team understands and acts upon the strategic imperatives
associated with the employment, development and motivation of people. This will be
achieved more effectively if there is an HR director who is playing an active and
respected role as a business partner. A further consideration is that the effective
implementation of HR strategies depends on the involvement, commitment and
cooperation of line managers and staff generally. Finally, there is too often a wide gap
between the rhetoric of strategic HRM and the reality of its impact, as Gratton et al
(1999) emphasize. Good intentions can too easily be subverted by the harsh realities
of organizational life. For example, strategic objectives such as increasing commit-
ment by providing more security and offering training to increase employability may
have to be abandoned or at least modified because of the short-term demands made
on the business to increase shareholder value.

The development process as described below takes place at different levels and
involves analysing options and making choices. A methodology is required for the
process that can be conducted by means of a strategic review. The methodology can
be applied in three different ways. One of the most important aims in the develop-
ment programme will be to align the HR strategy to the organizational culture and
the business strategy by achieving vertical integration or fit.

LEVELS OF STRATEGIC DECISION-MAKING

Ideally, the formulation of HR strategies is conceived as a process, which is closely
aligned to the formulation of business strategies. HR strategy can influence as well as
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be influenced by business strategy. In reality, however, HR strategies are more likely
to flow from business strategies, which will be dominated by product/market and
financial considerations. But there is still room for HR to make a useful, even essential
contribution at the stage when business strategies are conceived, for example by
focusing on resource issues. This contribution may be more significant if strategy
formulation is an emergent or evolutionary process — HR strategic issues will then be
dealt with as they arise during the course of formulating and implementing the
corporate strategy.
A distinction is made by Purcell (1989) between:

e ‘upstream’ first-order decisions, which are concerned with the long-term direction of
the enterprise or the scope of its activities;

e ‘downstream’ second-order decisions, which are concerned with internal operating
procedures and how the firm is organized to achieve its goals;

o ‘downstream’ third-order decisions, which are concerned with choices on human
resource structures and approaches and are strategic in the sense that they estab-
lish the basic parameters of employee relations management in the firm.

It can indeed be argued that HR strategies, like other functional strategies such as
product development, manufacturing and the introduction of new technology, will
be developed within the context of the overall business strategy, but this need not
imply that HR strategies come third in the pecking order. Observations made by
Armstrong and Long (1994) during research into the strategy formulation processes
of 10 large UK organizations suggested that there were only two levels of strategy
formulation: 1) the corporate strategy relating to the vision and mission of the organi-
zation but often expressed in terms of marketing and financial objectives; 2) the
specific strategies within the corporate strategy concerning product-market develop-
ment, acquisitions and divestments, human resources, finance, new technology, orga-
nization, and such overall aspects of management as quality, flexibility, productivity,
innovation and cost reduction.

STRATEGIC OPTIONS AND CHOICES

The process of developing HR strategies involves generating strategic HRM options
and then making appropriate strategic choices. It has been noted by Cappelli (1999)
that: “The choice of practices that an employer pursues is heavily contingent on a
number of factors at the organizational level, including their own business and
production strategies, support of HR policies, and co-operative labour relations.” The
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process of developing HR strategies involves the adoption of a contingent approach
in generating strategic HRM options and then making appropriate strategic choices.
There is seldom if ever one right way forward.

Choices should relate to but also anticipate the critical needs of the business. They
should be founded on detailed analysis and study, not just wishful thinking, and
should incorporate the experienced and collective judgement of top management
about the organizational requirements while also taking into account the needs of line
managers and employees generally. The emerging strategies should anticipate the
problems of implementation that may arise if line managers are not committed to the
strategy and /or lack the skills and time to play their part, and the strategies should be
capable of being turned into actionable programmes.

APPROACHES TO HR STRATEGY DEVELOPMENT

The starting point of HR strategy development is the alignment of HR strategy to the
business strategy and the organizational culture — the achievement of vertical inte-
gration. This provides the necessary framework for the three approaches to the de-
velopment of HR strategies that have been identified by Delery and Doty (1996)
as the ‘universalistic’, the ‘contingency’ and the ‘configurational’. Richardson and
Thompson (1999) redefined the first two approaches as best practice and best fit, and
retained the word ‘configurational’, meaning the use of ‘bundles’, as the third
approach.

Aligning HR strategy

A fundamental requirement in developing HR strategy is that it should be aligned to
the business strategy (vertical integration) and should fit the organizational culture.
Everything else flows from this process of alignment.

Integration with the business strategy

The key business issues that may impact on HR strategies include:

e intentions concerning growth or retrenchment, acquisitions, mergers, divest-
ments, diversification, product/market development;

e proposals on increasing competitive advantage through innovation leading to
product/service differentiation, productivity gains, improved quality/customer
service, cost reduction (downsizing);
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e the felt need to develop a more positive, performance-oriented culture and any
other culture management imperatives associated with changes in the philoso-
phies of the organization in such areas as gaining commitment, mutuality,
communications, involvement, devolution and teamworking.

Business strategies may be influenced by HR factors, although not excessively so. HR
strategies are concerned with making business strategies work. But the business
strategy must take into account key HR opportunities and constraints.

Wright and Snell (1998) suggest that seeking fit requires knowledge of the skills
and behaviour needed to implement the strategy, knowledge of the HRM practices
necessary to elicit those skills and behaviours, and the ability quickly to implement
the desired system of HRM practices.

A framework for aligning HR and business strategies is provided by a competitive
strategy approach that relates the different HR strategies to the firm’s competitive
strategies, including those listed by Porter (1985). An illustration of how this might be
expressed is given in Table 9.1.

Culture fit

HR strategies need to be congruent with the existing culture of the organization, or
designed to produce cultural change in specified directions. This will be a necessary
factor in the formulation stage but could be a vital factor when it comes to implemen-
tation. In effect, if what is proposed is in line with ‘the way we do things around here’,
then it will be more readily accepted. However, in the more likely event that it
changes ‘the way we do things around here’, then careful attention has to be given to
the real problems that may occur in the process of trying to embed the new initiative
in the organization.

The best practice approach

This approach is based on the assumption that there is a set of best HRM practices
and that adopting them will inevitably lead to superior organizational performance.
Four definitions of best practice are given in Table 9.2.

The ‘best practice’ rubric has been attacked by a number of commentators. Cappelli
and Crocker-Hefter (1996) comment that the notion of a single set of best practices has
been overstated: ‘There are examples in virtually every industry of firms that have
very distinctive management practices... Distinctive human resource practices shape
the core competencies that determine how firms compete.’

Purcell (1999) has also criticized the best practice or universalist view by pointing
out the inconsistency between a belief in best practice and the resource-based view
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Table 9.1 Linking HR and competitive strategies

Competitive Strategy

HR Strategy

Resourcing

HR Development

Reward

Achieve competitive
advantage through
innovation

Recruit and retain
high quality people
with innovative skills
and a good track
record in innovation.

Develop strategic
capability and provide
encouragement and
facilities for enhancing
innovative skills and
enhancing the
intellectual capital of
the organization.

Provide financial
incentives and
rewards and
recognition for
successful
innovations.

Achieve competitive
advantage through
quality

Use sophisticated
selection procedures
to recruit people who
are likely to deliver
quality and high
levels of customer
service.

Encourage the
development of a
learning organization,
develop and
implement knowledge
management
processes, support
total quality and
customer care
initiatives with
focused training.

Link rewards to
quality performance
and the achievement
of high standards of

customer service.

Achieve competitive
advantage through
cost-leadership

Develop core/
periphery
employment
structures; recruit
people who are likely
to add value; if
unavoidable, plan and
manage downsizing
humanely

Provide training
designed to improve
productivity;
inaugurate just-in-time
training that is closely
linked to immediate
business needs and
can generate
measurable
improvements in
cost-effectiveness.

Review all reward
practices to ensure
that they provide
value for money
and do not lead to
unnecessary
expenditure.

Achieve competitive
advantage by
employing people
who are better than
those employed

by competitors

Use sophisticated
recruitment and
selection procedures
based on a rigorous
analysis of the
special capabilities
required by the
organization.

Develop
organizational
learning processes;
encourage self-
managed learning
through the use of
personal development
plans as part of a
performance
management process.

Develop performance
management
processes which
enable both financial
and non-financial
rewards to be related
to competence and
skills; ensure that

pay levels are
competitive.
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Guest (1999a)

Patterson et al (1997)

Pfeffer (1994)

US Department of
Labor (1993)

@ Selection and the
careful use of
selection tests to
identify those with
potential to make a
contribution

® Training, and in
particular a
recognition that
training is an on-
going activity

® Job design to ensure
flexibility,
commitment and
motivation,
including steps to
ensure that
employees have the
responsibility and
autonomy fully to
use their knowledge
and skills.

o Communication to
ensure that a two-
way process keeps
everyone fully
informed

e Employee share
ownership
programmes to
increase employees’
awareness of the
implications of their
actions, for the
financial
performance of the
firm.

® Sophisticated
selection and
recruitment
processes

@ Sophisticated
induction
programmes

@ Sophisticated
training

e Coherent appraisal
systems

o Flexibility of
workforce skills

@ Job variety on shop
floor

® Use of formal teams

e Frequent and
comprehensive
communication to
workforce

e Use of quality
improvement teams

e Harmonized terms
and conditions

® Basic pay higher
than competition

@ Use of incentive
schemes

e Employment
security

® Selective hiring

e Self-managed
teams

e High compensation
contingent on
performance

@ Training to provide
a skilled and
motivated
workforce

e Reduction of status
differentials

e Sharing
information

e Careful and
extensive systems
for recruitment,
selection and
training

e Formal systems for
sharing information
with employees

@ Clear job design

e High-level
participation
processes

e Monitoring of
attitudes

e Performance
appraisals

e Properly
functioning
grievance
procedures

e Promotion and
compensation
schemes that
provide for the
recognition and
reward of high-
performing
employees
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which focuses on the intangible assets, including HR, that allow the firm to do better
than its competitors. He asks how can ‘the universalism of best practice be squared
with the view that only some resources and routines are important and valuable by
being rare and imperfectly imitable?” The danger, as Legge (1995) points out, is that of
‘mechanistically matching strategy with HRM policies and practices’.

In accordance with contingency theory, which emphasizes the importance of inter-
actions between organizations and their environments so that what organizations do
is dependent on the context in which they operate, it is difficult to accept that there is
any such thing as universal best practice. What works well in one organization will
not necessarily work well in another because it may not fit its strategy, culture,
management style, technology or working practices. As Becker et al (1997) remark,
‘Organizational high-performance work systems are highly idiosyncratic and must
be tailored carefully to each firm’s individual situation to achieve optimum results.’
But knowledge of best practice can inform decisions on what practices are most likely
to fit the needs of the organization as long as it is understood why it is best practice.
And Becker and Gerhart (1996) argue that the idea of best practice might be more
appropriate for identifying the principles underlying the choice of practices, as
opposed to the practices themselves.

The best fit approach

The best fit approach emphasizes the importance of ensuring that HR strategies are
appropriate to the circumstances of the organization, including its culture, opera-
tional processes and external environment. HR strategies have to take account of the
particular needs of both the organization and its people. For the reasons given above,
it is accepted by most commentators that ‘best fit’ is more important than ‘best prac-
tice’. There can be no universal prescriptions for HRM policies and practices. It all
depends. This is not to say that ‘good practice’, or ‘leading edge practice’ ie practice
that does well in one successful environment, should be ignored. ‘Benchmarking’
(comparing what the organization does with what is done elsewhere) is a valuable
way of identifying areas for innovation or development that are practised to good
effect elsewhere by leading companies. But having learnt about what works and,
ideally, what does not work in comparable organizations, it is up to the firm to decide
what may be relevant in general terms and what lessons can be learnt that can be
adapted to fit its particular strategic and operational requirements. The starting point
should be an analysis of the business needs of the firm within its context (culture,
structure, technology and processes). This may indicate clearly what has to be done.
Thereafter, it may be useful to pick and mix various ‘best practice” ingredients, and
develop an approach that applies those that are appropriate in a way that is aligned
to the identified business needs.
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But there are problems with the best fit approach, as stated by Purcell (1999):

Meanwhile, the search for a contingency or matching model of HRM is also limited by
the impossibility of modelling all the contingent variables, the difficulty of showing their
interconnection, and the way in which changes in one variable have an impact on
others.

In Purcell’s view, organizations should be less concerned with best fit and best prac-
tice and much more sensitive to processes of organizational change so that they can
‘avoid being trapped in the logic of rational choice’.

The configurational approach (bundling)

As Richardson and Thompson (1999) comment, ‘A strategy’s success turns on
combining “vertical” or external fit and “horizontal” or internal fit.” They conclude
that a firm with bundles of HR practices should have a higher level of performance,
provided it also achieves high levels of fit with its competitive strategy. Emphasis is
given to the importance of ‘bundling’ — the development and implementation of
several HR practices together so that they are interrelated and therefore complement
and reinforce each other. This is the process of horizontal integration, which is also
referred to as the adoption of a ‘configurational mode’ (Delery and Doty, 1996) or the
use of ‘complementarities” (MacDuffie, 1995), who explained the concept of bundling
as follows:

Implicit in the notion of a ‘bundle’ is the idea that practices within bundles are interre-
lated and internally consistent, and that ‘more is better’ with respect to the impact on
performance, because of the overlapping and mutually reinforcing effect of multiple
practices.

Dyer and Reeves (1995) note that: “The logic in favour of bundling is straightfor-
ward... Since employee performance is a function of both ability and motivation, it
makes sense to have practices aimed at enhancing both.” Thus there are several ways
in which employees can acquire needed skills (such as careful selection and training)
and multiple incentives to enhance motivation (different forms of financial and non-
financial rewards). A study by Dyer and Reeves (1995) of various models listing HR
practices which create a link between HRM and business performance found that the
activities appearing in most of the models were involvement, careful selection, exten-
sive training and contingent compensation.

The aim of bundling is to achieve coherence, which is one of the four ‘meanings” of
strategic HRM defined by Hendry and Pettigrew (1986). Coherence exists when a
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mutually reinforcing set of HR policies and practices have been developed that
jointly contribute to the attainment of the organization’s strategies for matching re-
sources to organizational needs, improving performance and quality and, in commer-
cial enterprises, achieving competitive advantage.

The process of bundling HR strategies (horizontal integration or fit) is an important
aspect of the concept of strategic HRM. In a sense, strategic HRM is holistic; it is
concerned with the organization as a total entity and addresses what needs to be
done across the organization as a whole in order to enable it to achieve its corporate
strategic objectives. It is not interested in isolated programmes and techniques, or in
the ad hoc development of HR practices.

In their discussion of the four policy areas of HRM (employee influence, human
resource management flow, reward systems and work systems) Beer et al (1984)
suggested that this framework can stimulate managers to plan how to accomplish the
major HRM tasks ‘in a unified, coherent manner rather than in a disjointed approach
based on some combination of past practice, accident and ad hoc response to outside
pressures’.

The problem with the bundling approach is that of deciding which is the best
way to relate different practices together. There is no evidence that one bundle
is generally better than another, although the use of performance management
practices and competence frameworks are two ways that are typically adopted to
provide for coherence across a range of HR activities. Pace the findings of MacDulffie,
there is no conclusive proof that in the UK bundling has actually improved
performance.

METHODOLOGY FOR STRATEGY DEVELOPMENT

A methodology for formulating HR strategies was developed by Dyer and Holder
(1998) as follows:

1. Assess feasibility — from an HR point of view, feasibility depends on whether the
numbers and types of key people required to make the proposal succeed can be
obtained on a timely basis and at a reasonable cost, and whether the behavioural
expectations assumed by the strategy are realistic (eg retention rates and produc-
tivity levels).

2. Determine desirability — examine the implications of strategy in terms of sacrosanct
HR policies (eg, a strategy of rapid retrenchment would have to be called into
question by a company with a full employment policy).
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3. Determine goals — these indicate the main issues to be worked on and they derive
primarily from the content of the business strategy. For example, a strategy to
become a lower-cost producer would require the reduction of labour costs. This
in turn translates into two types of HR goals: higher performance standards
(contribution) and reduced headcounts (composition).

4. Decide means of achieving goals — the general rule is that the closer the external and
internal fit, the better the strategy, consistent with the need to adapt flexibly to
change. External fit refers to the degree of consistency between HR goals on the
one hand and the exigencies of the underlying business strategy and relevant
environmental conditions on the other. Internal fit measures the extent to which
HR means follow from the HR goals and other relevant environmental condi-
tions, as well as the degree of coherence or synergy among the various HR
means.

But many different routes may be followed when formulating HR strategies — there is
no one right way. On the basis of their research in 30 well-known companies, Tyson
and Witcher (1994) commented that: “The different approaches to strategy formation
reflect different ways to manage change and different ways to bring the people part of
the business into line with business goals.’

In developing HR strategies, process may be as important as content. Tyson and
Witcher (1994) also noted from their research that: “The process of formulating HR
strategy was often as important as the content of the strategy ultimately agreed. It
was argued that by working through strategic issues and highlighting points of
tension, new ideas emerged and a consensus over goals was found.’

Although HR strategies can and will emerge over a period of time, there is much to
be said for adopting a systematic approach by conducting a strategic review.

CONDUCTING A STRATEGIC REVIEW

A strategic review systematically assesses strategy requirements in the light of an
analysis of present and future business and people needs. Such a review provides
answers to three basic questions:

1. Where are we now?
2. Where do we want to be in one, two or three years’ time?

3. How are we going to get there?

The stages of a strategic review are illustrated in Figure 9.1.



142 © HRM processes

Analysis:

What is the business strategy and the business needs emerging from it?
What are the cultural and environmental factors we need to take into account?
What are the key HR weaknesses and issues?

What are the gaps between what we are doing and what we ought to do?

Diagnosis:

Why do the HR weaknesses and issues exist?

What is the cause of any gaps?

What factors are influencing the situation (cultural, environmental, competition,
political etc)?

Conclusions and recommendations:

What are our conclusions from the analysis/diagnosis?
What do we need to do to fill the gaps?

What alternative strategies are available?

Which alternative is recommended and why?

Action planning:

What actions do we need to take to implement the proposals?

What problems might we meet and how will we overcome them?

Who takes the action and when?

How do we ensure that we have the committed and capable line managers
required?

Resource planning:

What resources will we need (money, people, time)?

How will we obtain these resources?

How do we convince management that these resources are required?
What supporting processes are required?

Costs and benefits:

What are the costs and benefits to the organization of implementing these
proposals?

How do they benefit individual employees?

How do they satisfy business needs?

Figure 9.1 Strategic review sequence
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SETTING OUT THE STRATEGY

A strategic review can provide the basis for setting out the strategy. There is no stan-
dard model for doing this, but the following headings are typical.

1.  Basis
— business needs in terms of the key elements of the business strategy;

— analysis of business and environmental factors (SWOT/PESTLE);
— cultural factors — possible helps or hindrances to implementation.

2. Content — details of the proposed HR strategy.

3. Rationale — the business case for the strategy against the background of business
needs and environmental/cultural factors.

4. Implementation plan
— action programme;

— responsibility for each stage;

— resources required;

— proposed arrangements for communication, consultation, involvement and
training;

— project management arrangements.

5. Costs and benefits analysis — an assessment of the resource implications of the plan
(costs, people and facilities) and the benefits that will accrue, for the organization
as a whole, for line managers and for individual employees (so far as possible
these benefits should be quantified in value-added terms).

IMPLEMENTING HR STRATEGIES

Getting HR strategies into action is not easy even if they have been developed by
means of a systematic review and set out within a clear framework. Because strate-
gies tend to be expressed as abstractions, they must be translated into programmes
with clearly stated objectives and deliverables. The term ‘strategic HRM’ has been
devalued in some quarters, sometimes to mean no more than a few generalized ideas
about HR policies, at other times to describe a short-term plan, for example, to
increase the retention rate of graduates. It must be emphasized that HR strategies are
not just ad hoc programmes, policies, or plans concerning HR issues that the HR
department happens to feel are important. Piecemeal initiatives do not constitute
strategy.

The problem, as noted by Gratton et al (1999), is that too often there is a gap
between what the strategy states will be achieved and what actually happens to it. As
they put it:
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One principal strand that has run through this entire book is the disjunction between
rhetoric and reality in the area of human resource management, between HRM theory
and HRM practice, between what the HR function says it is doing and how that practice
is perceived by employees, and between what senior management believes to be the
role of the HR function, and the role it actually plays.

The factors identified by Gratton et al that contributed to creating this gap include:

e the tendency of employees in diverse organizations only to accept initiatives they
perceive to be relevant to their own areas;

e the tendency of long-serving employees to cling to the status quo;

e complex or ambiguous initiatives may not be understood by employees or will be
perceived differently by them, especially in large, diverse organizations;

e itis more difficult to gain acceptance of non-routine initiatives;

employees will be hostile to initiatives if they are believed to be in conflict with

the organization’s identity, eg downsizing in a culture of ‘job-for-life’;

the initiative is seen as a threat;

inconsistencies between corporate strategies and values;

the extent to which senior management is trusted;

the perceived fairness of the initiative;

the extent to which existing processes could help to embed the initiative;

a bureaucratic culture that leads to inertia.

Barriers to the implementation of HR strategies

Each of the factors listed by Gratton et al can create barriers to the successful imple-
mentation of HR strategies. Other major barriers include failure to understand the
strategic needs of the business, inadequate assessment of the environmental and
cultural factors that affect the content of the strategies, and the development of ill-
conceived and irrelevant initiatives, possibly because they are current fads or because
there has been a poorly digested analysis of best practice that does not fit the organi-
zation’s requirements. These problems are compounded when insufficient attention
is paid to practical implementation problems, the important role of line managers in
implementing strategies, and the need to have established supporting processes for
the initiative (eg, performance management to support performance pay).

Overcoming the barriers

To overcome these barriers it is necessary to:
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conduct a rigorous preliminary analysis of needs and requirements;

formulate the strategy;

enlist support for the strategy;

assess barriers and deal with them;

prepare action plans;

project-manage implementation;

follow up and evaluate progress so that remedial action can be taken as necessary.
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HRM policies

WHAT HUMAN RESOURCE POLICIES ARE

HR policies are continuing guidelines on the approach the organization intends to
adopt in managing its people. They define the philosophies and values of the organi-
zation on how people should be treated, and from these are derived the principles
upon which managers are expected to act when dealing with HR matters. HR policies
therefore serve as reference points when employment practices (described in Chapter
57) are being developed, and when decisions are being made about people. They help
to define ‘the way things are done around here’.

HR policies should be distinguished from procedures, as discussed in Chapter 58.
A policy provides generalized guidance on the approach adopted by the organiza-
tion, and therefore its employees, concerning various aspects of employment. A
procedure spells out precisely what action should be taken in line with the policy.

WHY HAVE HR POLICIES

HR or employment policies help to ensure that when dealing with matters
concerning people, an approach in line with corporate values is adopted throughout
the organization. They serve as the basis for enacting values — converting espoused
values into values in use. They provide frameworks within which consistent
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decisions are made, and promote equity in the way in which people are treated.
Because they provide guidance on what managers should do in particular circum-
stances they facilitate empowerment, devolution and delegation. While they should
tit the corporate culture, they can also help to shape it.

DO POLICIES NEED TO BE FORMALIZED?

All organizations have HR policies. Some, however, exist implicitly as a philosophy
of management and an attitude to employees that is expressed in the way in which
HR issues are handled; for example, the introduction of new technology. The advan-
tage of explicit policies in terms of consistency and understanding may appear to be
obvious, but there are disadvantages: written policies can be inflexible, constrictive,
platitudinous or all three. To a degree, policies have often to be expressed in abstract
terms, and managers do not care for abstractions. But they do prefer to know where
they stand — people like structure — and formalized HR policies can provide the
guidelines they need.

Formalized HR policies can be used in induction, team leader and management
training to help participants understand the philosophies and values of the organiza-
tion, and how they are expected to behave within that context. They are a means for
defining the employment relationship and the psychological contract (see Chapters
15 and 16).

Although written policies are important, their value is reduced if they are not
backed up by a supportive culture. This particularly applies to work-life balance poli-
cies.

HR POLICY AREAS

HR policies can be expressed as overall statements of the values of the organization.
The main points that can be included in an overall policy statement and specific
policy areas are set out below.

Overall policy

The overall policy defines how the organization fulfils its social responsibilities for its
employees and sets out its attitudes towards them. It is an expression of its values or
beliefs about how people should be treated. Peters and Waterman (1982) wrote that if
they were asked for one all-purpose bit of advice for management, one truth that
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they could distil from all their research on what makes an organization excellent, it
would be, ‘Figure out your value system. Decide what the organization stands for.’
Selznick (1957) emphasized the key role of values in organizations, when he wrote
‘The formation of an institution is marked by the making of value commitments, that
is, choices which fix the assumptions of policy makers as to the nature of the enter-
prise, its distinctive aims, methods and roles.”

The values expressed in an overall statement of HR policies may explicitly or
implicitly refer to the following concepts:

e Equity: treating employees fairly and justly by adopting an ‘even handed’
approach. This includes protecting individuals from any unfair decisions made
by their managers, providing equal opportunities for employment and promo-
tion, and operating an equitable payment system.

e Consideration: taking account of individual circumstances when making decisions
that affect the prospects, security or self-respect of employees.

e Organizational learning: a belief in the need to promote the learning and develop-
ment of all the members of the organization by providing the processes and
support required.

e Derformance through people: the importance attached to developing a performance
culture and to continuous improvement; the significance of performance manage-
ment as a means of defining and agreeing mutual expectations; the provision of
fair feedback to people on how well they are performing.

e  Work-life balance: striving to provide employment practices that enable people to
balance their work and personal obligations.

e Quality of working life: consciously and continually aiming to improve the quality
of working life. This involves increasing the sense of satisfaction people obtain
from their work by, so far as possible, reducing monotony, increasing variety,
autonomy and responsibility, and avoiding placing people under too much stress.

e Working conditions: providing healthy, safe and so far as practicable pleasant
working conditions.

These values are espoused by many organizations in one form or another, but to
what extent are they practised when making ‘business-led” decisions, which can
of course be highly detrimental to employees if, for example, they lead to redun-
dancy? One of the dilemmas facing all those who formulate HR policies is, how can
we pursue business-led policies focusing on business success, and also fulfil our
obligations to employees in such terms as equity, consideration, work-life balance,
quality of working life and working conditions? To argue, as some do, that HR strate-
gies should be entirely business-led seems to imply that human considerations are
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unimportant. Organizations have obligations to all their stakeholders, not just their
owners.

It may be difficult to express these policies in anything but generalized terms, but
employers are increasingly having to recognize that they are subject to external as
well as internal pressures, which act as constraints on the extent to which they can
disregard the higher standards of behaviour towards their employees that are
expected of them.

Specific policies

The specific policies should cover the following areas as described below: equal
opportunity, managing diversity, age and employment, promotion, work-life balance,
employee development, reward, involvement and participation, employee relations,
new technology, health and safety, discipline, grievances, redundancy, sexual harass-
ment, bullying, substance abuse, smoking, AIDS, and e-mails.

Equal opportunity

The equal opportunity policy should spell out the organization’s determination to
give equal opportunities to all, irrespective of sex, race, creed, disability, age or
marital status. The policy should also deal with the extent to which the organization
wants to take ‘affirmative action’ to redress imbalances between numbers employed
according to sex or race, or to differences in the levels of qualifications and skills they
have achieved.

The policy could be set out as follows:

1. We are an equal opportunity employer. This means that we do not permit direct
or indirect discrimination against any employee on the grounds of race, nation-
ality, sex, sexual orientation, disability, religion, marital status or age.

2. Direct discrimination takes place when a person is treated less favourably than
others are, or would be, treated in similar circumstances.

3. Indirect discrimination takes place when, whether intentionally or not, a condi-
tion is applied that adversely affects a considerable proportion of people of one
race, nationality, sex, sexual orientation, religion or marital status, those with
disabilities, or older employees.

4. The firm will ensure that equal opportunity principles are applied in all its HR
policies, and in particular to the procedures relating to the recruitment, training,
development and promotion of its employees.

5. Where appropriate and where permissible under the relevant legislation and
codes of practice, employees of under-represented groups will be given positive
training and encouragement to achieve equal opportunity.
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Managing diversity

A policy on managing diversity recognizes that there are differences among
employees and that these differences, if properly managed, will enable work to be
done more efficiently and effectively. It does not focus exclusively on issues of dis-
crimination, but instead concentrates on recognizing the differences between people.
As Kandola and Fullerton (1994) express it, the concept of managing diversity ‘is
founded on the premise that harnessing these differences will create a productive
environment in which everyone will feel valued, where their talents are fully utilized,
and in which organizational goals are met’.

Managing diversity is a concept that recognizes the benefits to be gained from
differences. It differs from equal opportunity, which aims to legislate against discrim-
ination, assumes that people should be assimilated into the organization, and often
relies on affirmative action.

A management of diversity policy could:

e acknowledge cultural and individual differences in the workplace;

e state that the organization values the different qualities people bring to their jobs;

e emphasize the need to eliminate bias in such areas as selection, promotion,
performance assessment, pay and learning opportunities;

e focus attention on individual differences rather than group differences.

Age and employment

The policy on age and employment should take into account the following facts as
listed by the CIPD:

e Ageisa poor predictor of job performance.
e Itis misleading to equate physical and mental ability with age.
e More of the population are living active, healthy lives as they get older.

The policy should define the approach the organization adopts to engaging,
promoting and training older employees. It should emphasize that the only criterion
for selection or promotion should be ability to do the job; and for training, the belief
that the employee will benefit, irrespective of age. The policy should also state that
age requirements should not be set out in external or internal job advertisements.

Promotion

A promotion policy could state the organization’s intention to promote from within
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wherever this is appropriate as a means of satisfying its requirements for high quality
staff. The policy could, however, recognize that there will be occasions when the orga-
nization’s present and future needs can only be met by recruitment from outside. The
point could be made that a vigorous organization needs infusions of fresh blood from
time to time if it is not to stagnate. In addition, the policy might state that employees
will be encouraged to apply for internally advertised jobs, and will not be held back
from promotion by their managers, however reluctant the latter may be to lose them.

Work-life balance

Work-life balance policies define how the organization intends to allow employees
greater flexibility in their working patterns so that they can balance what they do at
work with the responsibilities and interests they have outside work. The policy will
indicate how flexible work practices can be developed and implemented. It will
emphasize that the numbers of hours worked must not be treated as a criterion for
assessing performance. It will set out guidelines on specific arrangements that can be
made, such as flexible hours, compressed working week, term-time working
contracts, working at home, special leave for parents and carers, career breaks and
various kinds of child care.

Employee development

The employee development policy could express the organization’s commitment to
the continuous development of the skills and abilities of employees in order to maxi-
mize their contribution and to give them the opportunity to enhance their skills,
realize their potential, advance their careers and increase their employability both
within and outside the organization.

Reward

The reward policy could cover such matters as:

providing an equitable pay system;

equal pay for work of equal value;

paying for performance, competence, skill or contribution;

sharing in the success of the organization (gain sharing or profit sharing);

the relationship between levels of pay in the organization and market rates;

the provision of employee benefits, including flexible benefits if appropriate;

the importance attached to the non-financial rewards resulting from recognition,
accomplishment, autonomy, and the opportunity to develop.
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Involvement and participation

The involvement and participation (employee voice policy) should spell out the orga-
nization’s belief in giving employees an opportunity to have a say in matters that
affect them. It should define the mechanisms for employee voice, such as joint consul-
tation and suggestion schemes.

Employee relations

The employee relations policy will set out the organization’s approach to the rights of
employees to have their interests represented to management through trade unions,
staff associations or some other form of representative system. It will also cover the
basis upon which the organization works with trade unions, for example, empha-
sizing that this should be regarded as a partnership.

New technology

A new technology policy statement could state that there will be consultation about
the introduction of new technology, and the steps that would be taken by the organi-
zation to minimize the risk of compulsory redundancy or adversely affect other terms
and conditions or working arrangements.

Health and safety

Health and safety policies cover how the organization intends to provide healthy and
safe places and systems of work (see Chapter 55).

Discipline
The disciplinary policy should state that employees have the right to know what is
expected of them and what could happen if they infringe the organization’s rules. It

would also make the point that, in handling disciplinary cases, the organization will
treat employees in accordance with the principles of natural justice.

Grievances

The policy on grievances could state that employees have the right to raise their
grievances with their manager, to be accompanied by a representative if they so wish,
and to appeal to a higher level if they feel that their grievance has not been resolved
satisfactorily.
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Redundancy

The redundancy policy could state that it is the organization’s intention to use its
best endeavours to avoid involuntary redundancy through its redeployment
and retraining procedures. However, if redundancy is unavoidable those affected
will be given fair and equitable treatment, the maximum amount of warning, and
every help that can be provided by the organization to obtain suitable alternative
work.

Sexual harassment

The sexual harassment policy should state that:

1. Sexual harassment will not be tolerated.

Employees subjected to sexual harassment will be given advice, support and
counselling as required.

3. Every attempt will be made to resolve the problem informally with the person
complained against.

4. Assistance will be given to the employee to complain formally if informal discus-
sions fail.

5. A special process will be available for hearing complaints about sexual harass-
ment. This will provide for employees to bring their complaint to someone of
their own sex if they so wish.

6. Complaints will be handled sensitively and with due respect for the rights of
both the complainant and the accused.

7. Sexual harassment is regarded as gross industrial misconduct and, if proved,
makes the individual liable for instant dismissal. Less severe penalties may be
reserved for minor cases but there will always be a warning that repetition will
result in dismissal.

Bullying

An anti-bullying policy will state that bullying will not be tolerated by the organiza-
tion and that those who persist in bullying their staff will be subject to disciplinary
action, which could be severe in particularly bad cases. The policy will make it clear
that individuals who are being bullied should have the rights to discuss the problem
with a management representative or a member of the HR function, and to make a
complaint. The policy should emphasize that if a complaint is received it will be thor-
oughly investigated.
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Substance abuse

A substance abuse policy could include assurances that:

e Employees identified as having substance abuse problems will be offered advice
and help.

e Any reasonable absence from work necessary to receive treatment will be granted
under the organization’s sickness scheme provided that there is full cooperation
from the employee.

e An opportunity will be given to the employee to discuss the matter once it has
become evident or suspected that work performance is being affected by
substance-related problems.

e The employee has the right to be accompanied by a friend or employee represen-
tative in any such discussion.

e Agencies will be recommended to which the employee can go for help if neces-
sary.

e Employment rights will be safeguarded during any reasonable period of treat-
ment.

Smoking

The smoking policy would define no-smoking rules including where, if at all,
smoking is permitted.

AIDS
An AIDS policy could include the following points:

The risks of infection in most workplaces are negligible.

Where the occupation involves blood contact, as in hospitals, doctors” surgeries
and laboratories, the special precautions advised by the Health and Safety
Commission will be implemented.

Employees who know that they are infected with AIDS will not be obliged to
disclose the fact to the company, but if they do, the fact will remain completely
confidential.

There will be no discrimination against anyone with or at risk of acquiring AIDS.
Employees infected by HIV or suffering from AIDS will be treated no differently
from anyone else suffering a severe illness.
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E-mails

The policy on e-mails could state that the sending or downloading of offensive e-
mails is prohibited, and that those sending or downloading such messages will be
subject to normal disciplinary procedures. They may also prohibit any browsing or
downloading of material not related to the business, although this can be difficult to
enforce. Some companies have always believed that reasonable use of the telephone
is acceptable, and that policy may be extended to e-mails.

If it is decided that employees’ e-mails should be monitored to check on excessive
or unacceptable use, then this should be included in an e-mail policy which would
therefore be part of the contractual arrangements. A policy statement could be
included to the effect that “The company reserves the right to access and monitor all e-
mail messages created, sent, received or stored on the company’s system’.

FORMULATING HR POLICIES

The following steps should be taken to formulate and implement HR policies:

1. Gain understanding of the corporate culture and its core values.

2. Analyse existing policies, written and unwritten. HR policies will exist in any
organization, even if they are implicit rather than expressed formally.

3. Analyse external influences. HR policies are subject to the influence of UK
employment legislation, European Community Employment Regulations, and
the official codes of practice issued by bodies in the UK such as ACAS (Advisory,
Conciliation and Arbitration Service), the EOC (Equal Opportunities
Commission), the CRR (Commission on Racial Relations) and the Health and
Safety Executive. The codes of practice issued by relevant professional institu-
tions, such as the CIPD, should also be consulted.

4. Assess any areas where new policies are needed or existing policies are inade-
quate.

5. Check with managers, preferably starting at the top, on their views about HR
policies and where they think they could be improved.

6. Seek the views of employees about the HR policies, especially the extent to
which they are inherently fair and equitable and are implemented fairly and
consistently. Consider doing this through an attitude survey.

7. Seek the views of union representatives.

8. Analyse the information obtained in the first seven steps and prepare draft
policies.
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9. Consult, discuss and agree policies with management and union representa-
tives.
10. Communicate the policies, with guidance notes on their implementation as
required (although they should be as self-explanatory as possible). Supplement
this communication with training.

IMPLEMENTING HR POLICIES

The aim will be to implement policies fairly and consistently. Line managers have a
key role in doing this. As pointed out by Purcell et al (2003), ‘there is a need for HR
policies to be designed for and focused on front line managers’. It is they who will be
largely responsible for policy implementation. Members of the HR can give guidance,
but it is line managers who are on the spot and have to make decisions about people.
The role of HR is to communicate and interpret the policies, convince line managers
that they are necessary, and provide training and support that will equip managers to
implement them. As Purcell et al emphasize, it is line managers who bring HR poli-
cies to life.
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Competency-based HRM

Competency-based HRM is about using the concept of competency and the results of
competency analysis to inform and improve the processes of performance manage-
ment, recruitment and selection, employee development and employee reward. The
language has dominated much of HR thinking and practice in recent years.

The concept of competency has achieved this degree of prominence because it is
essentially about performance. Mansfield (1999) defines competency as ‘an under-
lying characteristic of a person that results in effective or superior performance’.
Rankin (2002) describes competencies as ‘definitions of skills and behaviours that
organizations expect their staff to practice in their work” and explains that:

Competencies represent the language of performance. They can articulate both the
expected outcomes from an individual’s efforts and the manner in which these activities
are carried out. Because everyone in the organization can learn to speak this language,
competencies provide a common, universally understood means of describing expected
performance in many different contexts.

Competency-based HR is primarily based on the concepts of behavioural and tech-
nical competencies as defined in the first section of this chapter. But it is also associ-
ated with the use of National and Scottish Vocational qualifications (NVQs/SNVQs)
as also examined in the first section. The next five sections of the chapter concentrate
on the application and use of behavioural and technical competencies under the
following headings:



160 = HRM processes

competency frameworks;

reasons for using competencies;

use of competencies;

guidelines on the development of competency frameworks;
keys to success in using competencies.

The final section describes the associated concept of emotional intelligence.

TYPES OF COMPETENCIES

The three types of competencies are behavioural competencies, technical competen-
cies and NVQs and SNVQs.

Behavioural competencies

Behavioural competencies define behavioural expectations, ie the type of behaviour
required to deliver results under such headings as teamworking, communication,
leadership and decision-making. They are sometimes known as ‘soft skills’.
Behavioural competencies are usually set out in a competency framework.

The behavioural competency approach was first advocated by McClelland (1973).
He recommended the use of criterion-referenced assessment. Criterion referencing or
validation is the process of analysing the key aspects of behaviour that differentiate
between effective and less effective performance.

But the leading figure in defining and popularizing the concept of competency in
the USA and elsewhere was Boyatzis (1982). He conducted research that established
that there was no single factor but a range of factors that differentiated successful
from less successful performance. These factors included personal qualities, motives,
experience and behavioural characteristics. Boyatzis defined competency as:
‘capacity that exists in a person that leads to behaviour that meets the job demands
within the parameters of the organizational environment and that, in turn, brings
about desired results’.

The ‘clusters” of competencies he identified were goal and action management,
directing subordinates, human resource management and leadership. He made a
distinction between threshold competencies, which are the basic competencies
required to do a job, and performance competences, which differentiate between high
and low performance.
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Technical competencies

Technical competencies define what people have to know and be able to do (knowl-
edge and skills) to carry out their roles effectively. They are related to either generic
roles (groups of similar jobs), or individual roles (as ‘role-specific competencies’).

The term ‘technical competency’ has been adopted fairly recently to avoid the
confusion that existed between the terms ‘competency’ and ‘competence’. Com-
petency, as mentioned above, is about behaviours, while competence as defined by
Woodruffe (1990) is: ‘A work-related concept which refers to areas of work at which
the person is competent. Competent people at work are those who meet their perfor-
mance expectations.” Competences are sometimes known as ‘hard skills’. The terms
technical competencies and competences are closely related although the latter has a
particular and more limited meaning when applied to NVQs/SNVQs, as discussed
below.

NVQ/SNVQ competences

The concept of competence was conceived in the UK as a fundamental part of the
process of developing standards for NVQs/SNVQs. These specify minimum stan-
dards for the achievement of set tasks and activities expressed in ways that can be
observed and assessed with a view to certification. An element of competence in
NVQ language is a description of something that people in given work areas should
be able to do. They are assessed on being competent or not yet competent. No attempt
is made to assess the degree of competence.

COMPETENCY FRAMEWORKS

A competency framework contains definitions of all the behavioural competencies
used in the whole or part of an organization. It provides the basis for the use of
competencies in such areas as recruitment, employee development and reward. The
2003/4 Competency and Emotional Intelligence survey established that the 49 frame-
works reviewed had a total of 553 competency headings. Presumably, many of these
overlapped. The most common number of competencies was eight.

Competency headings

The competency headings included in the frameworks of 20 per cent or more of the
organizations responding to the survey are shown in Table 11.1. The first seven of
these are used in over 50 per cent of the respondents.
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Table 11.1 Incidence of different competency headings

Competency heading

Summary definition

% used

Team orientation

The ability to work co-operatively and flexibly with other
members of the team with a full understanding of the role to
be played as a team member.

85

Communication

The ability to communicate clearly and persuasively, orally
or in writing.

73

People management

The ability to manage and develop people and gain their
trust and cooperation to achieve results.

67

Customer focus

The exercise of unceasing care in looking after the interests
of external and internal customers to ensure that their wants,
needs and expectations are met or exceeded.

65

Results orientation

The desire to get things done well and the ability to set and
meet challenging goals, create own measures of excellence
and constantly seek ways of improving performance.

59

Problem-solving

The capacity to analyse situations, diagnose problems,
identify the key issues, establish and evaluate alternative
courses of action and produce a logical, practical and
acceptable solution.

57

Planning and
organizing

The ability to decide on courses of action, ensuring that the
resources required to implement the action will be available
and scheduling the programme of work required to achieve
a defined end-result.

51

Technical skills

Possession of the knowledge, understanding and expertise
required to carry out the work effectively.

49

Leadership

The capacity to inspire individuals to give of their best to
achieve a desired result and to maintain effective
relationships with individuals and the team as a whole.

43

Business awareness

The capacity continually to identify and explore business
opportunities, understand the business needs and priorities of
of the organization and constantly to seek methods of
ensuring that the organization becomes more business-like.

37

Decision-making

The capacity to make sound and practical decisions which
deal effectively with the issues and are based on thorough
analysis and diagnosis.

37

Change-orientation

The ability to manage and accept change.

33

continued
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Table 11.1 continued

Developing others | The desire and capacity to foster the development of 33
members of his or her team, providing feedback, support,
encouragement and coaching.

Influence and The ability to convince others to agree on or to take a 33

persuasion course of action.

Initiative The capacity to take action independently and to assume 29
responsibility for one’s actions.

Interpersonal skills | The ability to create and maintain open and constructive 29
relationships with others, to respond helpfully to their
requests and to be sensitive to their needs.

Strategic orientation | The capacity to take a long-term and visionary view of the 29
direction to be followed in the future.

Creativity The ability to originate new practices, concepts and ideas. 26

Information The capacity to originate and use information effectively. 26

management

Quality focus The focus on delivering quality and continuous 24
improvement.

Self-confidence and | Belief in oneself and standing up for one’s own rights. 24

assertiveness

Self-development Managing one’s own learning and development. 22

Managing Managing resources, people, programmes and projects. 20

REASONS FOR USING COMPETENCIES

The two prime reasons for organizations to use competencies, as established by
Miller et al (2001) were first, that the application of competencies to appraisal, training
and other personnel processes will help to increase the performance of employees;
and second, that competencies provide a means of articulating corporate values so
that their requirements can be embodied in HR practices and be readily understood
by individuals and teams within the organization. Other reasons include the use of
competencies as a means of achieving cultural change and of raising skill levels.
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COVERAGE OF COMPETENCIES

The Miller et al research found that employers adopted different approaches to the
parts of the workforce covered by competencies:

e 22 per cent covered the whole workforce with a single set or framework of core
competencies (modified in a further 10 per cent of employers by the incorporation
of additional behavioural competencies for managers and other staff);

e 48 per cent confined competencies to specific work groups, functions or depart-
ments;

e 20 per cent have a core competency framework that covers all staff in respect of
behavioural competencies, alongside sets of technical/functional or departments.

Subsequent research (Rankin, 2002) found that:

e 25 per cent of employers using behavioural competencies had a core framework;
e 19 per cent supplemented the core framework with additional competencies for
single groups such as managers.

The ‘menu’ approach

Rankin notes that 21 per cent of respondents adopted a ‘menu’ approach. This
enables competencies to be selected that are relevant to generic or individual roles.
Approaches vary. Some organizations provide guidelines on the number of compe-
tencies to be selected (eg four to eight) and others combine their core framework with
a menu so that users are required to select the organization-wide core competencies
and add a number of optional ones.

Role-specific competencies

Role-specific competencies are also used by some organizations for generic or indi-
vidual roles. These may be incorporated in a role profile in addition to information
about the key output or result areas of the role. This approach is likely to be adopted
by employers who use competencies in their performance management processes,
but role-specific competencies also provide the basis for person specifications used in
recruitment and for the preparation of individual learning programmes.

Graded competencies

A further, although less common, application of competencies is in graded career or
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job family structures (career or job families consist of jobs in a function or occupation
such as marketing, operations, finance, IT, HR, administration or support services,
which are related through the activities carried out and the basic knowledge and
skills required, but in which the levels of responsibility, knowledge, skill or compe-
tence needed differ). In such families, the successive levels in each family are defined
in terms of competencies as well as the key activities carried out. (Career and job
family structures are described in Chapter 46.)

USE OF COMPETENCIES

The Competency and Emotional Intelligence 2003/4 survey found that 95 per cent of
respondents used behavioural competencies and 66 per cent used technical compe-
tencies. It was noted that because the latter deal with specific activities and tasks they
inevitably result in different sets of competencies for groups of related roles, func-
tions or activities. The top four uses of competencies were:

Performance management — 89 per cent.
Training and development — 85 per cent.
Selection — 85 per cent.

Recruitment — 81 per cent.

LN

Only 35 per cent of organizations link competencies to reward. The ways in which
these competencies are used are described below.

Performance management

Competencies in performance management are used to ensure that performance
reviews do not simply focus on outcomes but also consider the behavioural aspects of
how the work is carried out that determine those outcomes. Performance reviews
conducted on this basis are used to inform personal improvement and development
plans and other learning and development initiatives.

As noted by Competency and Emotional Intelligence (2003/4): ‘Increasingly,
employers are extending their performance management systems to assess not only
objectives but also qualitative aspects of the job.” The alternative approaches are: 1)
the assessment has to be made by reference to the whole set of core competencies in
the framework; or 2) the manager and the individual carry out a joint assessment of
the latter’s performance and agree on the competencies to be assessed, selecting those
most relevant to the role. The joint assessments may be guided by examples known as
‘behavioural indicators’” of how the competency may be demonstrated in the
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employee’s day-to-day work and in some cases the assessment is linked to defined
levels of competency (see Chapter 33 for further details of how this process works).

Learning and development

Role profiles, which are either generic (covering a range of similar jobs) or individual
(role-specific), can include statements of the technical competencies required. These
can be used as the basis for assessing the levels of competency achieved by individ-
uals and so identifying their learning and development needs.

Career family grade structures (see Chapter 46) can define the competencies
required at each level in a career family. These definitions provide a career map
showing the competencies people need to develop in order to progress their career.

Competencies are also used in development centres (see Chapter 40), which help
participants build up their understanding of the competencies they require now and
in the future so that they can plan their own self-directed learning programmes.

Recruitment and selection

The language of competencies is used in many organizations as a basis for the person
specification, which is set out under competency headings as developed through role
analysis. The competencies defined for a role are used as the framework for recruit-
ment and selection.

A competencies approach can help to identify which selection techniques such as
psychological testing are most likely to produce useful evidence. It provides the
information required to conduct a structured interview in which questions can focus
on particular competency areas to establish the extent to which candidates meet the
specification as set out in competency terms.

In assessment centres, competency frameworks are used to define the competency
dimensions that distinguish high performance. This indicates what exercises or simu-
lations are required and the assessment processes that should be used.

Reward management

In the 1990s, when the competency movement came to the fore, the notion of linking
pay to competencies — competency-related pay — emerged. But it has never taken off;
only 8 per cent of the respondents to the e-reward 2004 survey of contingent pay used
it. However, more recently, the concept of contribution-related pay has emerged,
which provides for people to be rewarded according to both the results they achieve
and their level of competence, and the e-reward 2004 survey established that 33 per
cent of respondents had introduced it.
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Another application of competencies in reward management is that of career
family grade and pay structures.

DEVELOPING A COMPETENCY FRAMEWORK

The language used in competency frameworks should be clear and jargon-
free. Without clear language and examples it can be difficult to assess the level of
competency achieved. When defining competencies, especially when they are used
for performance management or competency-related pay, it is essential to ensure
that they can be assessed. They must not be vague or overlap with other competen-
cies and they must specify clearly the sort of behaviour that is expected and the
level of technical or functional skills (competencies) required to meet acceptable stan-
dards. As Rankin (2002) suggests, it is helpful to address the user directly ("'you
will...”) and give clear and brief examples of how the competency needs to be
performed.

Developing a behavioural competency framework that fits the culture and purpose
of the organization and provides a sound basis for a number of key HR processes is
not an undertaking to be taken lightly. It requires a lot of hard work, much of it
concerned with involving staff and communicating with them to achieve under-
standing and buy-in. The steps required are described below.

Step 1. Programme launch

Decide on the purpose of the framework and the HR processes for where it will be
used. Make out a business case for its development, setting out the benefits to the
organization in such areas as improved performance, better selection outcomes, more
focused performance management, employee development and reward processes.
Prepare a project plan that includes an assessment of the resources required and the
costs.

Step 2. Involvement and communication

Involve line managers and employees in the design of the framework (stages 3 and 4)
by setting up a task force. Communicate the objectives of the exercise to staff.

Step 3. Framework design — competency list

First, get the task force to draw up a list of the core competencies and values of the
business — what it should be good at doing and the values it believes should influence
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behaviour. This provides a foundation for an analysis of the competencies required
by people in the organization. The aim is to identify and define the behaviours that
contribute to the achievement of organizational success, and there should be a
powerful link between these people competencies and the organization’s core compe-
tencies (more guidance on defining competencies is provided in Chapter 13).

The production of the list may be done by brainstorming. The list should be
compared with examples of other competency frameworks. The purpose of this
comparison is not to replicate other lists. It is essential to produce a competency
framework that fits and reflects the organization’s own culture, values, core compe-
tencies and operations. But referring to other lists will help to clarify the conclusions
reached in the initial analysis and serve to check that all relevant areas of competency
have been included. When identifying competencies care must be taken to avoid bias
because of sex or race.

Step 4. Framework design - definition of competencies

Care needs to be exercised to ensure that definitions are clear and unambiguous and
that they will serve their intended purpose. If, for example, one of the purposes is to
provide criteria for conducting performance reviews, then it is necessary to be certain
that the way the competency is defined, together with supporting examples, will
enable fair assessments to be made. The following four questions have been
produced by Mirabile (1998) to test the extent to which a competency is valid and can
be used:

1. Can you describe the competency in terms that others understand and agree
with?

2. Can you observe it being demonstrated or failing to be demonstrated?

Can you measure it?

4. Can you influence it in some way, eg by training, coaching or some other method
of development?

W

It is also important at this stage to ensure that definitions are not biased.

Step 5. Define uses of competency framework

Define exactly how it is intended the competency framework should be used,
covering such applications as performance management, recruitment, learning and
development, and reward.
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Step 6. Test the framework

Test the framework by gauging the reactions of a balanced selection of line managers
and other employees to ensure that they understand it and believe that it is relevant
to their roles. Also pilot test the framework in live situations for each of its proposed
applications.

Step 7. Finalize the framework

Amend the framework as necessary following the tests and prepare notes for guid-
ance on how it should be used.

Step 8. Communicate

Let everyone know the outcome of the project — what the framework is, how it will be
used and how people will benefit. Group briefings and any other suitable means
should be used.

Step 9. Train

Give line managers and HR staff training in how to use the framework.

Step 10. Monitor and evaluate

Monitor and evaluate the use of the framework and amend it as required.

DEFINING TECHNICAL COMPETENCIES

Technical competencies are most often produced for generic roles within job families
or functions, although they can be defined for individual roles as ‘role-specific
competencies’. They are not usually part of a behaviour-based competency frame-
work, although of course the two are closely linked when considering and assessing
role demands and requirements. Guidelines on defining technical competencies are
provided in Chapter 13.

KEYS TO SUCCESS IN USING COMPETENCIES

The keys to success in using competencies are:



170 © HRM processes

e frameworks should not be over-complex;

e there should not be too many headings in a framework — seven or eight will often
suffice;

e the language used should be clear and jargon-free;

e competencies must be selected and defined in ways that ensure they can be
assessed by managers — the use of ‘behavioural indicators’ is helpful;

e frameworks should be regularly updated.

EMOTIONAL INTELLIGENCE

Goleman (1995) has defined emotional intelligence as: “The capacity for recognizing
our own feelings and that of others, for motivating ourselves, for managing emotions
well in ourselves as well as others.” The four components of emotional intelligence
are:

1. Self-management — the ability to control or redirect disruptive impulses and
moods and regulate your own behaviour coupled with a propensity to pursue
goals with energy and persistence. The six competencies associated with this
component are self-control, trustworthiness and integrity, initiative, adaptability
— comfort with ambiguity, openness to change and strong desire to achieve.

2. Self-awareness — the ability to recognize and understand your moods, emotions
and drives as well as their effect on others. This is linked to three competencies:
self-confidence, realistic self-assessment and emotional self-awareness.

3. Social awareness — the ability to understand the emotional makeup of other people
and skill in treating people according to their emotional reactions. This is linked
to six competencies: empathy, expertise in building and retaining talent, organi-
zational awareness, cross-cultural sensitivity, valuing diversity and service to
clients and customers.

4. Social skills — proficiency in managing relationships and building networks to get
the desired result from others and reach personal goals, and the ability to find
common ground and build rapport. The five competencies associated with this
component are: leadership, effectiveness in leading change, conflict manage-
ment, influence/communication, and expertise in building and leading teams.

According to Goleman it is not enough to have a high IQ (intelligence quotient);
emotional intelligence is also required.

In 1998 Goleman defined emotional intelligence in a way that encompasses many
of the areas covered by typical competency frameworks. Miller et al (2001) found that
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one-third of employers covered by their survey had consciously included emotional
intelligence-type factors such as interpersonal skills in their frameworks.

Dulewicz and Higgs (1999) have produced a detailed analysis of how the
emotional intelligence elements of self-awareness, emotional management, empathy,
relationships, communication and personal style correspond to competencies such as
sensitivity, flexibility, adaptability, resilience, impact, listening, leadership, persua-
siveness, motivating others, energy, decisiveness and achievement motivation. They
conclude that there are distinct associations between competency modes and
elements of emotional intelligence.

As noted by Miller et al (2001), a quarter of the employers they surveyed have
provided or funded training that is based on emotional intelligence. The most
common areas are in leadership skills, people management skills and teamworking.
The application of emotional intelligence concepts to management development is
dealt with in Chapter 40.
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Knowledge management

Knowledge management is concerned with storing and sharing the wisdom, under-
standing and expertise accumulated in an organization about its processes, tech-
niques and operations. It treats knowledge as a key resource. As Ulrich (1998)
comments, ‘Knowledge has become a direct competitive advantage for companies
selling ideas and relationships.” There is nothing new about knowledge management.
Hansen et al (1999) remark that ‘For hundreds of years, owners of family businesses
have passed on their commercial wisdom to children, master craftsmen have
painstakingly taught their trades to apprentices, and workers have exchanged ideas
and know-how on the job.” But they also remark that, “As the foundation of industri-
alized economies has shifted from natural resources to intellectual assets, executives
have been compelled to examine the knowledge underlying their business and how
that knowledge is used.’

Knowledge management deals as much with people and how they acquire,
exchange and disseminate knowledge as with information technology. That is why it
has become an important area for HR practitioners, who are in a strong position to
exert influence in this aspect of people management. Scarborough et al (1999) believe
that they should have ‘the ability to analyse the different types of knowledge
deployed by the organization... [and] to relate such knowledge to issues of organiza-
tional design, career patterns and employment security.’

The concept of knowledge management is closely associated with intellectual
capital theory as described in Chapter 2 in that it refers to the notions of human, social
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and organizational or structural capital. It is also linked to the concepts of organiza-
tional learning and the learning organization as discussed in Chapter 36. Knowledge
management is considered in this chapter under the following headings:

definition of the process of knowledge management;

the concept of knowledge;

types of knowledge;

the purpose and significance of knowledge management;
approaches to knowledge management;

knowledge management issues;

the contribution of HR to knowledge management.

KNOWLEDGE MANAGEMENT DEFINED

Knowledge management is ‘any process or practice of creating, acquiring, capturing,
sharing and using knowledge, wherever it resides, to enhance learning and perfor-
mance in organizations’ (Scarborough et al, 1999). They suggest that it focuses on the
development of firm-specific knowledge and skills that are the result of organiza-
tional learning processes. Knowledge management is concerned with both stocks and
flows of knowledge. Stocks included expertise and encoded knowledge in computer
systems. Flows represent the ways in which knowledge is transferred from people to
people or from people to a knowledge database. Knowledge management has also
been defined by Tan (2000) as: ‘“The process of systematically and actively managing
and leveraging the stores of knowledge in an organization’.

Knowledge management involves transforming knowledge resources by identi-
fying relevant information and then disseminating it so that learning can take place.
Knowledge management strategies promote the sharing of knowledge by linking
people with people, and by linking them to information so that they learn from docu-
mented experiences.

Knowledge can be stored in databanks and found in presentations, reports,
libraries, policy documents and manuals. It can be moved around the organization
through information systems and by traditional methods such as meetings,
workshops, courses, ‘master classes’, written publications, videos and tapes. The
intranet provides an additional and very effective medium for communicating
knowledge.
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THE CONCEPT OF KNOWLEDGE

A distinction was made by Ryle (1949) between ‘knowing how” and ‘knowing that’.
Knowing how is the ability of a person to perform tasks, and knowing that is holding
pieces of knowledge in one’s mind.

Blackler (1995) notes that ‘Knowledge is multifaceted and complex, being both
situated and abstract, implicit and explicit, distributed and individual, physical and
mental, developing and static, verbal and encoded. He categorizes forms of knowl-
edge as:

e embedded in technologies, rules and organizational procedures;

e encultured as collective understandings, stories, values and beliefs;

e embodied into the practical activity-based competencies and skills of key members
of the organization (ie practical knowledge or ‘know-how’);

e embraced as the conceptual understanding and cognitive skills of key members (ie
conceptual knowledge or ‘know-how’).

Nonaka (1991) suggests that knowledge is held either by individuals or collectively.
In Blackler’s terms, embodied or embraced knowledge is individual and embedded,
and cultural knowledge is collective.

It can be argued (Scarborough and Carter, 2000) that knowledge emerges from the
collective experience of work and is shared between members of a particular group or
community.

It is useful to distinguish between data, information and knowledge:

e data consists of the basic facts — the building blocks for information and knowl-
edge;

e information is data that have been processed in a way which is meaningful to
individuals, it is available to anyone entitled to gain access to it; as Drucker (1988)
wrote, ‘information is data endowed with meaning and purpose’;

e knowledge is information put to productive use; it is personal and often intangible
and it can be elusive — the task of tying it down, encoding it and distributing it is
tricky.

Explicit and tacit knowledge

Nonaka (1991) and Nonaka and Takeuchi (1995) stated that knowledge is either
explicit or tacit. Explicit knowledge can be codified: it is recorded and available,
and is held in databases, in corporate intranets and intellectual property portfolios.
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Tacit knowledge exists in people’s minds. It is difficult to articulate in writing and is
acquired through personal experience. As suggested by Hansen et al (1999), it
includes scientific or technological expertise, operational know-how, insights about
an industry, and business judgement. The main challenge in knowledge management
is how to turn tacit knowledge into explicit knowledge.

THE PURPOSE AND SIGNIFICANCE OF KNOWLEDGE
MANAGEMENT

As explained by Blake (1998), the purpose of knowledge management is to capture a
company’s collective expertise and distribute it to ‘wherever it can achieve the
biggest payoff’. This is in accordance with the resource-based view of the firm which,
as argued by Grant (1991), suggests that the source of competitive advantage lies
within the firm (ie in its people and their knowledge), not in how it positions itself in
the market. Trussler (1998) comments that ‘the capability to gather, lever, and use
knowledge effectively will become a major source of competitive advantage in many
businesses over the next few years’. A successful company is a knowledge-creating
company.

Knowledge management is about getting knowledge from those who have it to
those who need it in order to improve organizational effectiveness. In the information
age, knowledge rather than physical assets or financial resources is the key to
competitiveness. In essence, as pointed out by Mecklenberg et al (1999), ‘Knowledge
management allows companies to capture, apply and generate value from their
employees’ creativity and expertise’.

APPROACHES TO KNOWLEDGE MANAGEMENT

The codification and personalization approaches

Two approaches to knowledge management have been identified by Hansen et al
(1999):

1. The codification strategy — knowledge is carefully codified and stored in databases
where it can be accessed and used easily by anyone in the organization.
Knowledge is explicit and is codified using a “people-to-document’ approach.
This strategy is therefore document driven. Knowledge is extracted from the
person who developed it, made independent of that person and re-used for
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various purposes. It will be stored in some form of electronic repository for
people to use. This allows many people to search for and retrieve codified knowl-
edge without having to contact the person who originally developed it. This
strategy relies largely on information technology to manage databases and also
on the use of the intranet.

2. The personalization strategy — knowledge is closely tied to the person who has
developed it and is shared mainly through direct person-to-person contacts. This
is a ‘person-to-person’ approach which involves sharing tacit knowledge. The
exchange is achieved by creating networks and encouraging face-to-face commu-
nication between individuals and teams by means of informal conferences, work-
shops, brainstorming and one-to-one sessions.

Hansen et al state that the choice of strategy should be contingent on the organization;
what it does, how it does it, and its culture. Thus consultancies such as Ernst &
Young, using knowledge to deal with recurring problems, may rely mainly on codifi-
cation so that recorded solutions to similar problems are easily retrievable. Strategy
consultancy firms such as McKinsey or Bains, however, will rely mainly on a person-
alization strategy to help them to tackle the high-level strategic problems they are
presented with, which demand the provision of creative, analytically rigorous advice.
They need to channel individual expertise, and they find and develop people who are
able to use a person-to-person knowledge-sharing approach effectively. In this sort of
firm, directors or experts can be established who can be approached by consultants
by telephone, e-mail or personal contact.

The research conducted by Hansen et al established that companies which use
knowledge effectively pursue one strategy predominantly and use the second
strategy to support the first. Those who try to excel at both strategies risk failing at
both.

The knowledge-creating company

In the opinion of Nonaka and Takeuchi (1995), a core competitive activity of organi-
zations is knowledge creation — ‘an organic, fluid and socially constructed process in
which different knowledges are blended to produce innovative outcomes that are
predicted or predictable’. Fundamental to knowledge creation is the blending of tacit
and explicit knowledge through processes of socialization (tacit to tacit), externaliza-
tion (tacit to explicit), internalization (explicit to tacit) and combination (explicit to
explicit).
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The resource-based approach

Scarborough and Carter (2000) describe knowledge management as ‘the attempt by
management to actively create, communicate and exploit knowledge as a resource for
the organization’. They suggest that this attempt has technical, social and economic
components:

e In technical terms knowledge management involves centralizing knowledge that
is currently scattered across the organization and codifying tacit forms of knowl-
edge.

e In social and political terms, knowledge management involves collectivizing
knowledge so that it is no longer the exclusive property of individuals or groups.

e In economic terms, knowledge management is a response by organizations to the
need to intensify their creation and exploitation of knowledge.

KNOWLEDGE MANAGEMENT SYSTEMS

A survey of 431 US and European firms by Ruggles (1998) found that the following
systems were used:

e Creating an intranet (47 per cent).

e Creating ‘data warehouses’, large physical databases that hold information from a
wide variety of sources (33 per cent).

e Using decision support systems which combine data analysis and sophisticated
models to support non-routine decision making (33 per cent).

e Using ‘groupware’, information communication technologies such as e-mail or
Lotus Notes discussion bases, to encourage collaboration between people to share
knowledge (33 per cent).

e Creating networks and communities of interest or practice of knowledge workers
to share knowledge (24 per cent).

e Mapping sources of internal expertise by, for example, producing ‘expert yellow
pages’ and directories of communities (18 per cent).

KNOWLEDGE MANAGEMENT ISSUES

The various approaches referred to above do not provide easy answers. The issues
that need to be addressed in developing knowledge management processes are
discussed below.
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The pace of change

One of the main issues in knowledge management is how to keep up with the pace of
change and identify what knowledge needs to be captured and shared.

Relating knowledge management strategy to business strategy

As Hansen et al (1999) show, it is not knowledge per se but the way it is applied to
strategic objectives that is the critical ingredient in competitiveness. They point out
that ‘competitive strategy must drive knowledge management strategy’, and that
managements have to answer the question: ‘How does knowledge that resides in the
company add value for customers?” Mecklenberg et al (1999) argue that organizations
should ‘start with the business value of what they gather. If it doesn’t generate value,
drop it

Technology and people

Technology may be central to companies adopting a codification strategy but for
those following a personalization strategy, IT is best used in a supportive role. As
Hansen et al (1999) comment:

In the codification model, managers need to implement a system that is much like a
traditional library — it must contain a large cache of documents and include search
engines that allow people to find and use the documents they need. In the personaliza-
tion model, it’s more important to have a system that allows people to find other people.

Scarborough et al (1999) suggest that ‘technology should be viewed more as a means
of communication and less as a means of storing knowledge’. Knowledge manage-
ment is more about people than technology. As research by Davenport (1996) estab-
lished, managers get two-thirds of their information from face-to-face or telephone
conversations.

There is a limit to how much tacit knowledge can be codified. In organizations
relying more on tacit than explicit knowledge, a person-to-person approach works
best, and IT can only support this process; it cannot replace it.

The significance of process and social capital and culture

A preoccupation with technology may mean that too little attention is paid to the
processes (social, technological and organizational) through which knowledge
combines and interacts in different ways (Blackler, 1995). The key process is the inter-
actions between people. This constitutes the social capital of an organization, ie the
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‘network of relationships [that] constitute a valuable resource for the conduct of
social affairs’” (Nahpiet and Ghoshal, 1998). Social networks can be particularly
important in ensuring that knowledge is shared. What is also required is another
aspect of social capital: trust. People will not be willing to share knowledge with
those whom they do not trust.

The culture of the company may inhibit knowledge sharing. The norm may be for
people to keep knowledge to themselves as much as they can because ‘knowledge is
power’. An open culture will encourage people to share their ideas and knowledge.

Knowledge workers

Knowledge workers as defined by Drucker (1993) are individuals who have high
levels of education and specialist skills combined with the ability to apply these skills
to identify and solve problems. As Argyris (1991) points out: “The nuts and bolts of
management... increasingly consists of guiding and integrating the autonomous but
interconnected work of highly skilled people.” Knowledge management is about the
management and motivation of knowledge workers who create knowledge and will
be the key players in sharing it.

THE CONTRIBUTION OF HR TO KNOWLEDGE
MANAGEMENT

HR can make an important contribution to knowledge management simply because
knowledge is shared between people; it is not just a matter of capturing explicit
knowledge through the use of information technology. The role of HR is to ensure
that the organization has the intellectual capital it needs. The resource-based view of
the firm emphasizes, in the words of Cappelli and Crocker-Hefter (1996), that
‘distinctive human resource practices help to create unique competencies that differ-
entiate products and services and, in turn, drive competitiveness’.

Ten ways in which HR can contribute

The main ways in which HR can contribute to knowledge management are summa-
rized below and described in more detail in the rest of this section.

1. Help to develop an open culture in which the values and norms emphasize the
importance of sharing knowledge.
2. Promote a climate of commitment and trust.
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3. Advise on the design and development of organizations which facilitate knowl-
edge sharing through networks and communities of practice (groups of people
who share common concerns about aspects of their work), and teamwork.

4. Advise on resourcing policies and provide resourcing services which ensure that
valued employees who can contribute to knowledge creation and sharing are
attracted and retained.

5. Advise on methods of motivating people to share knowledge and rewarding
those who do so.

6. Help in the development of performance management processes which focus on
the development and sharing of knowledge.

7. Develop processes of organizational and individual learning which will
generate and assist in disseminating knowledge.

8. Set up and organize workshops, conferences, seminars and symposia which
enable knowledge to be shared on a person-to-person basis.

9. In conjunction with IT, develop systems for capturing and, as far as possible,
codifying explicit and tacit knowledge.

10. Generally, promote the cause of knowledge management with senior managers
to encourage them to exert leadership and support knowledge management
initiatives.

Culture development

An open culture is one in which as Schein (1985) suggests, people contribute out of a
sense of commitment and solidarity. Relationships are characterized by mutuality
and trust. In such a culture, organizations place a high priority on mutual support,
collaboration and creativity, and on constructive relationships. There is no ‘quick fix’
way in which a closed culture where these priorities do not exist can be converted
into an open culture. Long-established cultures are difficult to change. HR can
encourage management to develop purpose and value statements which spell out
that an important aim of the organization is to achieve competitive advantage by
developing and effectively using unique resources of knowledge and expertise, and
that to achieve the aim, sharing knowledge is core value. Such statements may be
rhetoric but they can be converted into reality through the various processes
described below.

Promote a climate of commitment and trust

Gaining commitment is a matter of trying to get everyone to identify with the
purpose and values of the organization, which will include processes for developing
and sharing knowledge. Commitment can be enhanced by developing a strategy
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which will include the implementation of communication, education and training
programmes, initiatives to increase involvement and ‘ownership’, and the introduc-
tion of performance and reward processes.

Developing a high-trust organization means creating trust between management
and employees as a basis for encouraging trust between individual employees or
groups of employees. People are more likely to trust management if its actions are
fair, equitable, consistent and transparent, and if it keeps its word.

It is difficult although not impossible to develop trust between management and
employees. But it is not possible to make individual employees trust one another, and
such trust is important if knowledge is to be shared. Developing a climate of trust in
the organization helps, otherwise it is a matter of developing social capital in the
sense of putting people into positions where they have to work together, and encour-
aging interaction and networking so that individuals recognize the value of sharing
knowledge because it helps achieve common and accepted aims. This process can be
helped by team-building activities. Trust may also be enhanced if knowledge is
exchanged as a matter of course in forums, conferences etc. Dialogue occurs between
people who want to connect and are given opportunities to do so in a collaborative,
creative and adaptive culture.

Organization design and development

HR can contribute to effective knowledge management by advising on the design of
process-based organizations in which the focus is on horizontal processes that cut
across organizational boundaries. Such organizations rely largely on networking and
cross-functional or inter-disciplinary project teams or task forces, and knowledge-
sharing is an essential part of the operation. Attention is paid to identifying and
encouraging ‘communities of practice” which, as defined by Wenger and Snyder
(2000), are ‘groups of people informally bound together by shared expertise and
a passion for joint enterprise’. They are seen as important because it is within
such communities that much of the organization’s tacit knowledge is created and
shared.

The role definitions that emerge from organization design activities should empha-
size knowledge-sharing as both an accountability (a key result area) and a compe-
tency (an expected mode of behaviour). Thus it can become an accepted part of the
fabric and therefore the culture of the organization.

Organizational development activities can focus on team-building in communities
with an emphasis on processes of interaction, communication and participation. The
aims would be to develop a ‘sharing’ culture.
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Resourcing

HR contributes to enhancing knowledge management processes by advising on how
to attract and retain people with the required skills and abilities, including those who
are likely to exhibit the behaviours needed in a knowledge-sharing culture. This
means devising competency frameworks for recruitment and development purposes
which include knowledge-sharing as a key behaviour. Such a competency could be
defined as ‘The disposition to share knowledge fully and willingly with other
members of the community’. Questions would be asked at the interview stage on the
approach adopted by candidates to sharing knowledge in their present organization.
Other questions along the lines of the one given below could be put to test candidates
on their views:

This organization relies to a considerable extent on achieving success through the devel-
opment of new products and techniques. We believe that it is important to ensure that
the knowledge generated by such developments is spread around the business as widely
as possible to those who might put it to good use. What part do you think you could play
as an individual in this process?

Posing this sort of question at the interview stage helps to define expectations as part
of the psychological contract.

Assessment centres can also include exercises and tests designed to test the dispo-
sition and ability of individuals to share knowledge.

Retaining knowledge workers is a matter of providing a supportive workplace
environment and motivating them through both tangible and intangible rewards as
discussed below.

Motivation

A study by Tampoe (1993) identified four key motivators for knowledge workers:

1. Personal growth — the opportunity for individuals to fully realize their potential.

2. Occupational autonomy — a work environment in which knowledge workers can
achieve the task assigned to them.

3. Task achievement — a sense of accomplishment from producing work that is of
high quality and relevance to the organization.

4.  Money rewards — an income that is a just reward for their contribution to corpo-
rate success and that symbolizes their contribution to that success.

Hansen et al (1999) state that in their ‘codification model’, managers need to develop
a system that encourages people to write down what they know and to get these
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documents into the electronics depository. They believe that real incentives — not just
enticements — are required to get people to take these steps. In companies following
the personalization model, rewards for sharing knowledge directly with other people
may have to be different. Direct financial rewards for contributing to the codification
and sharing of knowledge may often be inappropriate, but this could be a subject for
discussion in a performance review as part of a performance management process.

Performance management

The promotion and development of performance management processes by HR can
make an important contribution to knowledge management, by providing for behav-
ioural expectations which are related to knowledge-sharing to be defined, and
ensuring that actual behaviours are reviewed and, where appropriate, rewarded by
financial or non-financial means. Performance management reviews can identify
weaknesses and development needs in this aspect and initiate personal development
plans which are designed to meet these needs.

One starting point for the process could be the cascading of corporate core values
for knowledge-sharing to individuals, so that they understand what they are
expected to do to support those core values. As mentioned earlier, knowledge-
sharing can be included as an element of a competency framework, and the desired
behaviour would be spelt out and reviewed. For example, positive indicators such as
those listed below could be used as a basis for agreeing competency requirements
and assessing the extent to which they are met. The following are examples of posi-
tive behaviour in meeting competency expectations for knowledge-sharing;

e is eager to share knowledge with colleagues;

e takes positive steps to set up group meetings to exchange relevant information
and knowledge;

e builds networks which provide for knowledge sharing;

e ensures as appropriate that knowledge is captured, codified, recorded and
disseminated through the intranet and/or other means of communication.

Hansen et al mention that at Ernst & Young, consultants are evaluated at performance
reviews along five dimensions, one of which is their ‘contribution to and utilization
of the knowledge asset of the firm’. At Bain, partners are evaluated each year on a
variety of dimensions, including how much direct help they have given colleagues.

In a 360-degree feedback process (see Chapter 34), one of the dimensions for an
assessment by colleagues and direct reports could be the extent to which an indi-
vidual shares knowledge.
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Organizational and individual learning

Organizational learning takes place when people learn collaboratively (Hoyle, 1995).
It involves accumulating, analysing and utilizing knowledge resources which
contribute to the achievement of business objectives. Knowledge management
approaches as described in the chapter can make a major contribution to the enhance-
ment of learning in an organization. Practices associated with creating the right envi-
ronment for sharing knowledge will in particular promote organizational learning by
creating a ‘rich landscape of learning and development opportunities” (Kessels, 1996).

The concept of a learning organization (see Chapter 36) is also relevant. As defined
by Miller and Stewart (1999), one of the characteristics of such an organization is that
‘there are well-defined processes for defining, creating, capturing, sharing and acting
on knowledge’. And Garvin (1993) postulates that learning organizations ‘transfer
knowledge quickly and efficiently throughout the organization by means of formal
training programmes linked to implementation’.

Organizational learning, however, is based on individual learning, and the signifi-
cance of knowledge management and the techniques available to support it can be
learnt in formal training sessions or monitoring programmes designed and facilitated
by the HR function.

Workshops and conferences etc

HR can play an important part in knowledge management by setting up and facili-
tating workshops, conferences, seminars and forums in which members exchange
information and ideas, discuss what they have learnt and agree on what use can be
made of the knowledge they have acquired. Apart from their value in disseminating
knowledge, such gatherings can help to develop an environment in which knowl-
edge-sharing is accepted as a natural and continuing activity.

Working with IT

Knowledge management is neither the preserve of the IT function nor that of HR. The
two functions need to work together. IT ensures that knowledge is recorded and
made acceptable through means such as the intranet. HR collaborates by providing
means for tacit knowledge to be collected and, where feasible, codified.

Promoting the cause

Some organizations such as ICL have appointed a ‘knowledge programme director’
to develop corporate knowledge assets. Others have relied upon IT or business
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teams. But HR can make a major contribution not only in the specific activities
referred to above, but also in generally promoting the cause of knowledge manage-
ment, emphasizing to senior management at every opportunity the importance of
developing a culture in which the significance of knowledge management is recog-
nized.
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Analysing roles, competencies
and skills

Role analysis is a fundamental HR process. It provides the information needed to
produce role profiles and for use in recruitment, learning and development, perfor-
mance management and job evaluation. For reasons given below, the terms ‘role
analysis” and ‘role profile” are rapidly replacing the terms ‘job analysis” and “job
description’. However, role analysis uses basically the same techniques as job
analysis and many features of role profiles are found in more traditional job descrip-
tions. Job analysis is also still used to provide the data for job evaluation, as explained
in Chapter 44.

In this chapter, role analysis is covered first and the chapter continues with descrip-
tions of the associated techniques of competency and skills analysis.

ROLE ANALYSIS

Role analysis defined

Role analysis is the process of finding out what people are expected to achieve when
carrying out their work and the competencies and skills they need to meet these
expectations.
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Role profiles

The result of role analysis is a role profile, which defines the outcomes role holders
are expected to deliver in terms of key result areas or accountabilities. It also lists the
competencies required to perform effectively in the role — what role holders need to
know and be able to do. Profiles can be individual or generic (covering similar roles).

Roles and jobs

If it is used in its strictest sense, the term ‘role” refers to the part people play in their
work — the emphasis is on their behaviour. For example, a role profile may stress the
need for flexibility. In this sense, a role can be distinguished from a job, which consists
of a group of prescribed tasks/activities to be carried out or duties to be performed.

Job analysis defines those tasks or duties in order to produce a job description. This
is usually prescriptive and inflexible. It spells out exactly what job holders are
required to do. It gives people the opportunity to say: ‘It’s not in my job description’,
meaning that they only feel they have to do the tasks listed there.

Increasingly, the practice is to refer to roles, role analysis and role profiles rather
than to jobs, job analysis and job descriptions. The latter are no longer in favour
because they tend to be prescriptive, restrict flexibility and do not focus on outcomes
or the competencies needed to achieve them. Role profiles are preferred because they
are concerned with performance, results, and knowledge and skill requirements and
are therefore in accord with the present-day emphasis on high-performance working,
outcomes and competencies.

Purpose of role analysis

Role analysis aims to produce the following information about a role for use in
recruitment, performance management and learning and development evaluation:

e Opwerall purpose — why the role exists and, in essence, what the role holder is
expected to contribute.

e Organization — to whom the role holder reports and who reports to the role holder.

e Key result areas or accountabilities — what the role holder is required to achieve in
each of the main elements of the role.

e Competency requirements — the specific technical competencies attached to the role;
what the role holder is expected to know and to be able to do.

For job evaluation purposes, the role will also be analysed in terms of the factors used
in the job evaluation scheme.
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Role analysis may be carried out by HR or other trained people acting as role
analysts. But line managers can also carry out role analysis in conjunction with indi-
vidual members of their teams as an important part of their performance manage-
ment responsibilities (see Chapter 33).

Approach to role analysis by specialized role analysts

The essence of role analysis is the application of systematic methods to the collection
of the information required to produce a role profile under the headings set out
above. The steps required to collect this information are:

1. Obtain documents such as the organization structure, existing job descriptions
(treat these with caution, they are likely to be out of date), and procedure or
training manuals that give information about the job.

2. Ask managers for fundamental information concerning the overall purpose of
the role, the key result areas and the technical competencies required.

3. Ask the role holders similar questions about their roles.

The methods that can be used are interviews, questionnaires or observation.

Interviews

To obtain the full flavour of a role, it is best to interview role holders and check
the findings with their managers or team leaders. The aim of the interview is to
obtain all the relevant facts about the role to provide the information required for a
role profile. It is helpful to use a checklist when conducting the interview. Elaborate
checklists are not necessary; they only confuse people. The basic questions to be
answered are:

What is the title of your role?

To whom are you responsible?

Who is responsible to you? (An organization chart is helpful.)

What is the main purpose of your role, ie in overall terms, what are you expected

to do?

5. What are the key activities you have to carry out in your role? Try to group them
under no more than 10 headings.

6. What are the results you are expected to achieve in each of those key activities?

What are you expected to know to be able to carry out your role?

8. What skills should you have to carry out your role?

Ll

N
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The answers to these questions may need to be sorted out — they can often result in a
mass of jumbled information that has to be analysed so that the various activities can
be distinguished and refined to seven or eight key areas.

The advantages of the interviewing method are that it is flexible, can provide in-
depth information and is easy to organize and prepare. It is therefore the most
common approach. But interviewing can be time-consuming, which is why in large
role analysis exercises, questionnaires as described below may be used to provide
advance information about the job. This speeds up the interviewing process or even
replaces the interview altogether, although this means that much of the ‘flavour” of
the job —ie what it is really like — may be lost.

Questionnaire

Questionnaires about their roles can be completed by role holders and approved by
the role holder’s manager or team leader. They are helpful when a large number of
roles have to be covered. They can also save interviewing time by recording purely
factual information and by enabling the analyst to structure questions in advance to
cover areas that need to be explored in greater depth. The simpler the questionnaire
the better. It need only cover the eight questions listed above.

The advantage of questionnaires is that they can produce information quickly and
cheaply for a large number of jobs. But a substantial sample is needed, and the
construction of a questionnaire is a skilled job that should only be carried out on the
basis of some preliminary fieldwork. It is highly advisable to pilot test questionnaires
before launching into a full-scale exercise. The accuracy of the results also depends on
the willingness and ability of job holders to complete questionnaires. Many people
find it difficult to express themselves in writing about their work.

Observation

Observation means studying role holders at work, noting what they do, how they do
it, and how much time it takes. This method is most appropriate for routine adminis-
trative or manual roles, but it is seldom used because of the time it takes.

Role analysis as part of a performance management process

As explained in more detail in Chapter 33, the basis of performance planning and
review processes is provided by a role profile. To develop a role profile it is necessary
for the line manager and the individual to get together and agree the key result areas
and competencies. The questions are similar to those that would be put by a role
analyst, but for line managers can be limited to the following:
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What do you think are the most important things you have to do?

What do you believe you are expected to achieve in each of these areas?

How will you — or anyone else — know whether or not you have achieved them?
What do you have to know and be able to do to perform effectively in these areas?
What knowledge and skills in terms of qualifications, technical and procedural
knowledge, problem-solving, planning and communication skills, etc do role
holders need to carry out the role effectively?

This process requires some skill, which needs to be developed by training followed
by practice. It is an area in which HR specialists can usefully coach and follow-up on
a one-to-one basis after an initial training session.

Role profile content

Role profiles are set out under the following headings:

Role title.

Department.

Responsible to.

Responsible to role holder.

Purpose of the role — defined in one reasonably succinct sentence that defines why
the role exists in terms of the overall contribution the role holder makes.

Key result areas — if at all possible these should be limited to seven or eight,
certainly not more than 10. Each key result area should be defined in a single
sentence beginning with an active verb (eg, identify, develop, support), which
provides a positive indication of what has to be done and eliminates unnecessary
wording. Describe the object of the verb (what is done) as succinctly as possible,
for example: test new systems, post cash to the nominal and sales ledgers,
schedule production, ensure that management accounts are produced, prepare
marketing plans. State briefly the purpose of the activity in terms of outputs or
standards to be achieved, for example: test new systems to ensure they meet
agreed systems specifications, post cash to the nominal and sales ledgers in order
to provide up-to-date and accurate financial information, schedule production in
order to meet output and delivery targets, ensure that management accounts are
produced that provide the required level of information to management and indi-
vidual managers on financial performance against budget and on any variances,
prepare marketing plans that support the achievement of the marketing strategies
of the enterprise, are realistic, and provide clear guidance on the actions to be
taken by the development, production, marketing and sales departments.
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An

Need to know — the knowledge required overall or in specific key result areas of the
business and its competitors and customers, techniques, processes, procedures or
products.

Need to be able to do — the skills required in each area of activity.

Expected behaviour — the behaviours particularly expected of the role holder
(behavioural competencies), which may be extracted from the organization’s
competency framework.

example of a role profile is given in Figure 13.1.

>
>

YYVVYYVY

>

>

>
>

Role title: Database administrator
Department: Information systems

Purpose of role: Responsible for the development and support of databases and their underlying environ-

ment.

Key result areas

> |dentify database requirements for all projects that require data management in order to meet the
needs of internal customers.

> Develop project plans collaboratively with colleagues to deliver against their database needs.

> Support underlying database infrastructure.

> Liaise with system and software providers to obtain product information and support.

> Manage project resources (people and equipment) within predefined budget and criteria, as agreed
with line manager and originating department.

> Allocate work to and supervise contractors on day-to-day basis.

> Ensure security of the underlying database infrastructure through adherence to established protocols

and to develop additional security protocols where needed.

Need to know

Oracle database administration.
Operation of Designer 2000 and oracle forms SQL/PLSQL, Unix administration, shell programming.

Able to:

Analyse and choose between options where the solution is not always obvious.

Develop project plans and organize own workload on a timescale of 1-2 months.

Adapt to rapidly changing needs and priorities without losing sight of overall plans and priorities.
Interpret budgets in order to manage resources effectively within them.

Negotiate with suppliers.

Keep abreast of technical developments and trends, bring these into day-to-day work when feasible
and build them into new project developments.

Behavioural competencies

Aim to get things done well and set and meet challenging goals, create own measures of excellence
and constantly seek ways of improving performance.

Analyse information from range of sources and develop effective solutions/recommendations.
Communicate clearly and persuasively, orally or in writing, dealing with technical issues in a non-
technical manner.

Work participatively on projects with technical and non-technical colleagues.

Develop positive relationships with colleagues as the supplier of an internal service.

Figure 13.1 Example of a role profile
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COMPETENCY ANALYSIS

Competency analysis uses behavioural analysis to establish the behavioural dimen-
sions that affect role performance and produce competency frameworks. Functional
analysis or a version of it can be used to define technical competencies.

Analysing behavioural competencies

There are six approaches to behavioural competency analysis. In ascending order of
complexity these are:

expert opinion;

structured interview;
workshops;
critical-incident technique;
repertory grid analysis;

job competency assessment.

A e

Expert opinion

The basic, crudest and least satisfactory method is for an ‘expert” member of the HR
department, possibly in discussion with other ‘experts” from the same department, to
draw up a list from their own understanding of ‘what counts’ coupled with an
analysis of other published lists, such as those given in Chapter 11.

This is unsatisfactory because the likelihood of the competencies being appro-
priate, realistic and measurable in the absence of detailed analysis, is fairly remote.
The list tends to be bland and, because line managers and job holders have not been
involved, unacceptable.

Structured interview

This method begins with a list of competencies drawn up by ‘experts’ and pro-
ceeds by subjecting a number of role holders to a structured interview. The inter-
viewer starts by identifying the key result areas of the role and goes on to analyse the
behavioural characteristics that distinguish performers at different levels of compe-
tence.

The basic question is: “‘What are the positive or negative indicators of behaviour
that are conducive or non-conducive to achieving high levels of performance?” These
may be analysed under such headings as:
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personal drive (achievement motivation);
impact on results;

analytical power;

strategic thinking;

creative thinking (ability to innovate);
decisiveness;

commercial judgement;

team management and leadership;
interpersonal relationships;

ability to communicate;

ability to adapt and cope with change and pressure;
ability to plan and control projects.

In each area instances will be sought which illustrate effective or less effective behav-
iour.

One of the problems with this approach is that it relies too much on the ability of
the expert to draw out information from interviewees. It is also undesirable to use a
deductive approach, which pre-empts the analysis with a prepared list of competency
headings. It is far better to do this by means of an inductive approach that starts from
specific types of behaviour and then groups them under competence headings. This
can be done in a workshop by analysing positive and negative indicators to gain an
understanding of the competence dimensions of an occupation or job, as described
below.

Workshops

Workshops bring a group of people together who have ‘expert’” knowledge or experi-
ence of the role — managers and role holders as appropriate — with a facilitator,
usually but not necessarily a member of the HR department or an outside consultant.

The members of the workshop begin by getting agreement to the overall purpose
of the role and its key result areas. They then develop examples of effective and less
effective behaviour for each area, which are recorded on flipcharts. For example, one
of the key result areas for a divisional HR director might be human resource plan-
ning, defined as: Prepares forecasts of human resource requirements and plans for the acqui-
sition, retention and effective utilization of employees, which ensure that the company’s needs
for people are met.

The positive indicators for this competence area could include:

e seeks involvement in business strategy formulation;
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e contributes to business planning by taking a strategic view of longer-term human
resource issues that are likely to affect business strategy;

e networks with senior management colleagues to understand and respond to the
human resource planning issues they raise;

e suggests practical ways to improve the use of human resources, for example the
introduction of annual hours.

Negative indicators could include:

e takes a narrow view of HR planning — does not seem to be interested in or under-
stand the wider business context;

e lacks the determination to overcome problems and deliver forecasts;

e fails to anticipate skills shortages, for example unable to meet the multiskilling
requirements implicit in the new computer integrated manufacturing system;

e does not seem to talk the same language as line management colleagues — fails to
understand their requirements;

e slow in responding to requests for help.

When the positive and negative indicators have been agreed the next step is to distil
the competency dimensions that can be inferred from the lists. In this example they
could be:

strategic capability;
business understanding;
achievement motivation;
interpersonal skills;
communication skills;
consultancy skills.

These dimensions might also be reflected in the analysis of other areas of competency
so that, progressively, a picture of the competencies is built up that is linked to actual
behaviour in the workplace.

The facilitator’s job is to prompt, help the group to analyse its findings and assist
generally in the production of a set of competence dimensions that can be illustrated
by behaviour-based examples. The facilitator may have some ideas about the sort of
headings that may emerge from this process, but should not try to influence the
group to come to a conclusion that it has not worked out for itself, albeit with some
assistance from the facilitator.

Workshops can use the critical incident or repertory grid techniques, as described
below.
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Critical-incident technique

The critical-incident technique is a means of eliciting data about effective or less effec-
tive behaviour that is related to examples of actual events — critical incidents. The
technique is used with groups of job holders and/or their managers or other ‘experts’
(sometimes, less effectively, with individuals) as follows:

Explain what the technique is and what it is used for, ie, ‘to assess what consti-
tutes good or poor performance by analysing events that have been observed to
have a noticeably successful or unsuccessful outcome, thus providing more
factual and “real” information than by simply listing tasks and guessing perfor-
mance requirements’.

Agree and list the key result in the role to be analysed. To save time, the analyst
can establish these prior to the meeting but it is necessary to ensure that they are
agreed provisionally by the group, which can be told that the list may well be
amended in the light of the forthcoming analysis.

Take each area of the role in turn and ask the group for examples of critical inci-
dents. If, for instance, one of the job responsibilities is dealing with customers, the
following request could be made: ‘I want you to tell me about a particular occa-
sion at work which involved you — or that you observed — in dealing with a
customer. Think about what the circumstances were, for example who took part,
what the customer asked for, what you or the other member of the staff did and
what the outcome was.’

Collect information about the critical incident under the following headings:
what the circumstances were; what the individual did; the outcome of what the
individual did.

Record this information on a flipchart.

Continue this process for each key result area.

Refer to the flipchart and analyse each incident by obtaining ratings of the
recorded behaviour on a scale such as 1 for least effective to 5 for most effective.
Discuss these ratings to get initial definitions of effective and ineffective perfor-
mance for each of the key result areas.

Refine these definitions as necessary after the meeting — it can be difficult to get a
group to produce finished definitions.

Produce the final analysis, which can list the competencies required and include
performance indicators or standards of performance for each key result area.

Repertory grid

Like the critical incident technique, the repertory grid can be used to identify the
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dimensions that distinguish good from poor standards of performance. The tech-
nique is based on Kelly’s (1955) personal construct theory. Personal constructs are the
ways in which we view the world. They are personal because they are highly indi-
vidual and they influence the way we behave or view other people’s behaviour. The
aspects of the role to which these ‘constructs’ or judgements apply are called
‘elements’.

To elicit judgements, a group of people are asked to concentrate on certain
elements, which are the tasks carried out by role holders, and develop constructs
about these elements. This enables them to define the qualities that indicate the essen-
tial requirements for successful performance.

The procedure followed by the analyst is known as the ‘triadic method of elicita-
tion” (a sort of three-card trick) and involves the following steps:

1. Identify the tasks or elements of the role to be subjected to repertory grid
analysis. This is done by one of the other forms of job analysis, eg interviewing.

2. List the tasks on cards.

3. Draw three cards at random from the pack and ask the members of the group to
nominate which of the three tasks is the odd one out from the point of view of the
qualities and characteristics needed to perform it.

4. Probe to obtain more specific definitions of these qualities or characteristics in the
form of expected behaviour. If, for example, a characteristic has been described as
the “ability to plan and organize’, ask questions such as: “What sort of behaviour
or actions indicate that someone is planning effectively?” or, ‘How can we tell if
someone is not organizing his or her work particularly well?’

5. Draw three more cards from the pack and repeat steps 3 and 4.

6. Repeat this process until all the cards have been analysed and there do not
appear to be any more constructs left to be identified.

7. List the constructs and ask the group members to rate each task on every quality,
using a six or seven point scale.

8. Collect and analyse the scores in order to assess their relative importance. This
can be done statistically, as described by Markham (1987).

Like the critical-incident technique, repertory grid analysis helps people to articulate
their views by reference to specific examples. An additional advantage is that the
repertory grid makes it easier for them to identify the behavioural characteristics or
competencies required in a job by limiting the area of comparison through the triadic
technique.

Although a full statistical analysis of the outcome of a repertory grid exercise is
helpful, the most important results that can be obtained are the descriptions of what
constitute good or poor performance in each element of the job.
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Both the repertory grid and the critical incident techniques require a skilled analyst
who can probe and draw out the descriptions of job characteristics. They are quite
detailed and time-consuming, but even if the full process is not followed, much of the
methodology is of use in a less elaborate approach to competency analysis.

Choice of approach

Workshops are probably the best approach. They get people involved and do not rely
on ‘expert’ opinion. Critical incident or repertory grid techniques are more sophisti-
cated but they take more time and expertise to run.

Analysing technical competencies (functional analysis)

The approach to the definition of technical competencies differs from that used for
behavioural competencies. As technical competencies are in effect competences, a
functional analysis process can be used. This methodology was originally developed
by Mansfield and Mitchell (1986) and Fine (1988). In essence, functional analysis
focuses on the outcomes of work performance. Note that the analysis is not simply
concerned with outputs in the form of quantifiable results but deals with the broader
results that have to be achieved by role holders. An outcome could be a satisfied
customer, a more highly motivated subordinate or a better-functioning team.
Functional analysis deals with processes such as developing staff, providing feedback
and monitoring performance as well as tasks. As described by Miller et al (2001) it
starts with an analysis of the roles fulfilled by an individual in order to arrive at a
description of the separate components or ‘units” of performance that make up that
role. The resulting units consist of performance criteria, described in terms of
outcomes, and a description of the knowledge and skill requirements that underpin
successful performance.

Functional analysis is the method used to define competence-based standards for
NVQs/SNVQs.

SKILLS ANALYSIS

Skills analysis determines the skills required to achieve an acceptable standard of
performance. It is mainly used for technical, craft, manual and office jobs to provide
the basis for devising learning and training programmes. Skills analysis starts from a
broad job analysis but goes into details of not only what job holders have to do but
also the particular abilities and skills they need to do it. Skills analysis techniques are
described below.
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Job breakdown

The job breakdown technique analyses a job into separate operations, processes, or
tasks, which can be used as the elements of an instruction sequence. A job breakdown
analysis is recorded in a standard format of three columns:

1. The stage column in which the different steps in the job are described — most semi-
skilled jobs can easily be broken down into their constituent parts.

2. The instruction column in which a note is made against each step of how the task
should be done. This, in effect, describes what has to be learnt by the trainee.

3. The key points column in which any special points such as quality standards or
safety instructions are noted against each step so that they can be emphasized to
a trainee learning the job.

Manual skills analysis

Manual skills analysis is a technique developed from work study. It isolates for
instructional purposes the skills and knowledge employed by experienced workers
in performing tasks that require manual dexterity. It is used to analyse short-cycle,
repetitive operations such as assembly tasks and other similar factory work.

The hand, finger and other body movements of experienced operatives are
observed and recorded in detail as they carry out their work. The analysis concen-
trates on the tricky parts of the job which, while presenting no difficulty to the expe-
rienced operative, have to be analysed in depth before they can be taught to trainees.
Not only are the hand movements recorded, but particulars are also noted of the cues
(visual and other senses) that the operative absorbs when performing the tasks.
Explanatory comments are added when necessary.

Task analysis

Task analysis is a systematic analysis of the behaviour required to carry out a task
with a view to identifying areas of difficulty and the appropriate training techniques
and learning aids necessary for successful instruction. It can be used for all types of
jobs but is specifically relevant to administrative tasks.

The analytical approach used in task analysis is similar to those adopted in the job
breakdown and manual skills analysis techniques. The results of the analysis are
usually recorded in a standard format of four columns as follows:

1. Task — a brief description of each element.
2. Level of importance — the relative significance of each task to the successful perfor-
mance of the role.
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3. Degree of difficulty — the level of skill or knowledge required to perform each
task.
4. Training method — the instructional techniques, practice and experience required.

Faults analysis

Faults analysis is the process of analysing the typical faults that occur when per-
forming a task, especially the more costly faults. It is carried out when the incidence
of faults is high. A study is made of the job and, by questioning workers and team
leaders, the most commonly occurring faults are identified. A faults specification is
then produced, which provides trainees with information on what faults can be
made, how they can be recognized, what causes them, what effect they have, who is
responsible for them, what action the trainees should take when a particular fault
occurs, and how a fault can be prevented from recurring.

Job learning analysis

Job learning analysis, as described by Pearn and Kandola (1993), concentrates on the
inputs and process rather than the content of the job. It analyses nine learning skills
that contribute to satisfactory performance. A learning skill is one used to increase
other skills or knowledge and represents broad categories of job behaviour that need
to be learnt. The learning skills are the following:

1. physical skills requiring practice and repetition to get right;
complex procedures or sequences of activity that are memorized or followed
with the aid of written material such as manuals;

3. non-verbal information such as sight, sound, smell, taste and touch, which is
used to check, assess or discriminate, and which usually takes practice to get
right;

4. memorizing facts or information;

5. ordering, prioritizing and planning, which refer to the degree to which a role
holder has any responsibility for and flexibility in determining the way a partic-
ular activity is performed;

6. looking ahead and anticipating;

7. diagnosing, analysing and problem-solving, with or without help;

8. interpreting or using written manuals and other sources of information such as
diagrams or charts;

9. adapting to new ideas and systems.
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In conducting a job learning analysis interview, the interviewer obtains information
on the main aims and principal activities of the job and then, using question cards for
each of the nine learning skills, analyses each activity in more depth, recording
responses and obtaining as many examples as possible under each heading.



Part 11l

Work and employment

This part of the handbook is concerned with the factors affecting employment in
organizations. It explores the nature of work, the employment relationship and the
important concept of the psychological contract.
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The nature of work

In this chapter the nature of work is explored — what it is, the various theories about
work, the organizational factors that affect it and attitudes towards work.

WHAT IS WORK?

Work is the exertion of effort and the application of knowledge and skills to achieve a
purpose. Most people work to earn a living — to make money. But they also work
because of the other satisfactions it brings, such as doing something worthwhile, a
sense of achievement, prestige, recognition, the opportunity to use and develop abili-
ties, the scope to exercise power, and companionship. Within organizations, the
nature of the work carried out by individuals and what they feel about it are
governed by the employment relationship as discussed in Chapter 15 and the psycho-
logical contract as considered in Chapter 16.

In this chapter the various theories of work are summarized in the first section. The
following sections deal with the organizational factors that affect work such as the
‘lean” and ‘flexible’ organization, changes in the pattern of working, unemployment,
careers and attitudes to work.
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THEORIES ABOUT WORK

The theories about work described in this section consist of labour process theory,
agency theory and exchange theory. The concept of the pluralist and unitarist frame
of reference is also considered.

Labour process theory

Labour process theory was originally formulated by Karl Marx (translated in 1976).
His thesis was that surplus is appropriated from labour by paying it less than the
value it adds to the labour process. Capitalists therefore design the labour process to
secure the extraction of surplus value. The human capacity to produce is subordi-
nated to the exploitative demands of the capitalist, which is an alien power
confronting the worker who becomes a ‘crippled monstrosity by furthering his skill
as if in a forcing house through the suppression of a whole world of productive drives
and inclinations’.

Considerably later, a version of labour process theory was set out by Braverman
(1974). His view was that the application of modern management techniques, in
combination with mechanization and automation, secures the real subordination of
labour and de-skilling of work in the office as well as the shop-floor. He stated that
the removal of all forms of control from the worker is ‘the ideal towards which
management tends, and in pursuit of which it uses every productive innovation
shaped by science’. He saw this as essentially the application of ‘Taylorism’ (ie £ W
Taylor’s concept of scientific management, meaning the use of systematic observation
and measurement, task specialism and, in effect, the reduction of workers to the level
of efficiently functioning machines).

Braverman’s notion of labour process theory has been criticized as being simplistic
by subsequent commentators such as Littler and Salaman (1982) who argue that there
are numerous determinants in the control of the labour process. And Friedman (1977)
believes that Braverman'’s version neglects the diverse and sophisticated character of
management control as it responds not only to technological advances but also to
changes in the degree and intensity of worker resistance and new product and labour
market conditions. Storey (1995) has commented that ‘the labour process band-
wagon... is now holed and patched beyond repair’.

But more recent commentators such as Newton and Findlay (1996) believe that
labour process theory explains how managements have at their disposal a range
of mechanisms through which control is exercised: ‘Job performance and its assess-
ment is at the heart of the labour process.” Managements, according to Newton
and Findlay, are constantly seeking ways to improve the effectiveness of control
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mechanisms to achieve compliance. They ‘try to squeeze the last drop of surplus
value’ out of their labour.

Agency theory

Agency or principal agent theory indicates that principals (owners and managers)
have to develop ways of monitoring and controlling the activities of their agents
(staff). Agency theory suggests that principals may have problems in ensuring that
agents do what they are told. It is necessary to clear up ambiguities by setting objec-
tives and monitoring performance to ensure that objectives are achieved.

Agency theory has been criticized by Gomez-Mejia and Balkin (1992) as ‘manageri-
alist’. As Armstrong (1996) wrote: ‘It looks at the employment relationship purely
from management’s point of view and regards employees as objects to be motivated
by the carrot and stick. It is a dismal theory, which suggests that people cannot be
trusted.’

Exchange theory

Exchange theory sets out to explain organizational behaviour in terms of the rewards
and costs incurred in the interaction between employers and employees. There are
four concepts:

e Rewards — payoffs that satisfy needs emerging from the interactions between indi-
viduals and their organizations.

e Costs — fatigue, stress, anxiety, punishments and the value of rewards that people
have lost because of lack of opportunity.

e Outcomes — rewards minus costs: if positive, the interaction yields a “profit’ and
this is satisfactory as long as it exceeds the minimum level of expectation.

e Level of comparisons — people evaluate the outcome of an interaction against the
profit they are foregoing elsewhere.

Unitary and pluralist frames of reference

One of the often expressed aims of human resource management is to increase the
commitment of people to the organization by getting them to share its views and
values and integrate their own work objectives with those of the organization. This
concept adopts a unitary frame of reference; in other words, as expressed by Gennard
and Judge (1997), organizations are assumed to be ‘harmonious and integrated, all
employees sharing the organisational goals and working as members of one team’.
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Alternatively, the pluralist perspective as expressed by Cyert and March (1963) sees
organizations as coalitions of interest groups and recognizes the legitimacy of
different interests and values. Organizational development programmes, which,
amongst other things, aim to increase commitment and teamwork, adopt a unitary
framework. But it can be argued that this is a managerialist assumption and that the
legitimate interests of the other members of a pluralist society — the stakeholders —
will have their own interests, which should be respected.

ORGANIZATIONAL FACTORS AFFECTING WORK

The nature of work changes as organizations change in response to new demands
and environmental pressures. Business-process engineering, downsizing and delay-
ering all have significant effects on the type of work carried out, on feelings of secu-
rity and on the career opportunities available in organizations. Three of the most
important factors — the ‘lean” organization, the changing role of the process worker
and the flexible firm — are discussed below.

The lean organization

The term ‘lean production” was popularized by Womack and Jones (1970) in The
Machine That Changed the World. But the drive for leaner methods of working was
confined initially to the car industry. In the classic case of Toyota, one of the pioneers
of lean production, or more loosely, ‘world class manufacturing’, seven forms of
waste were identified, which had to be eliminated. These were overproduction,
waiting, transporting, over-processing, inventories, moving, and making defective
parts or products. Lean production aims to add value by minimizing waste in
terms of materials, time, space and people. Production systems associated with lean-
ness include just-in-time, supply chain management, material resources planning
and zero defects/right first time. Business process re-engineering programmes often
accompany drives for leaner methods of working and total quality management
approaches are used to support drives for greater levels of customer satisfaction and
service.

The concept of ‘leanness” has since been extended to non-manufacturing organiza-
tions. This can often be number driven and is implemented by means of a reduction
in headcounts (downsizing) and a reduction in the number of levels of management
and supervision (delayering). But there is no standard model of what a lean organi-
zation looks like. According to the report on the research conducted by the Institute
of Personnel and Development (IPD) on lean and responsive organizations (IPD,
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1998b), firms select from a menu the methods that meet their particular business
needs. These include, other than delayering or the negative approach of downsizing,
positive steps such as:

team-based work organizations;

shop-floor empowerment and problem-solving practices;

quality built in, not inspected in;

emphasis on horizontal business processes rather than vertical structures;
partnership relationships with suppliers;

cross-functional management and development teams;

responsiveness to customer demand;

human resource management policies aimed at high motivation and commitment
and including communication programmes and participation in decision-
making.

The IPD report emphasizes that qualitative change through people is a major feature
of lean working but that the issue is not just that of launching change. The key
requirement is to sustain it. The report also noted that HR practitioners can play a
number of important roles in the process of managing change. These include that of
supporter, interpreter, champion, monitor, resourcer, and anticipator of potential
problems.

A question posed by Purcell et al (1998) was: “Are lean organizations usually mean
organizations?” But they commented that the IPD research did not indicate that leaner
methods of work have positive implications for employees. The evidence suggested
that the impact on people is often negative, particularly when restructuring means
downsizing and re-engineering. Employees work longer hours, stress rises, career
opportunities are reduced and morale and motivation fall. They also made the point
that it is clear that many initiatives fail because they do not take into account the
people implications, and that the first and most significant barrier was middle
management resistance.

The changing role of the process worker

A report published on a research project into process working by the Institute of
Employment Studies (Giles et al 1997) revealed that management structures designed
in response to technological advances and competitive pressures are transforming the
role of process workers.

Increasing automation and the application of new technologies to the production
process mean that low-skilled manual jobs continue to disappear, and that process
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workers are becoming progressively less involved in manual operating tasks. Instead,
they are being given more responsibility for the processes they work on, while being
expected to become more customer and business oriented and, in many cases, to
carry out simple engineering and maintenance tasks.

The flexible firm

The concept of the ‘flexible firm” was originated by Atkinson (1984) who claimed that
there is a growing trend for firms to seek various forms of structural and operational
flexibility. The three kinds of flexibility areas follow:

e Functional flexibility is sought so that employees can be redeployed quickly and
smoothly between activities and tasks. Functional flexibility may require multi-
skilling — craft workers who possess and can apply a number of skills covering,
for example, both mechanical and electrical engineering, or manufacturing and
maintenance activities.

e Numerical flexibility is sought so that the number of employees can be quickly and
easily increased or decreased in line with even short-term changes in the level of
demand for labour.

e Financial flexibility provides for pay levels to reflect the state of supply and
demand in the external labour market and also means the use of flexible pay
systems that facilitate either functional or numerical flexibility.

The new structure in the flexible firm involves the break-up of the labour force
into increasingly peripheral, and therefore numerically flexible, groups of workers
clustered around a numerically stable core group that will conduct the organization’s
key, firm-specific activities. At the core, the focus is on functional flexibility. Shifting
to the periphery, numerical flexibility becomes more important. As the market grows,
the periphery expands to take up slack; as growth slows, the periphery contracts.
At the core, only tasks and responsibilities change; the workers here are insulated
from medium-term fluctuations in the market and can therefore enjoy job security,
whereas those in the periphery are exposed to them.

CHANGING PATTERNS OF WORK

The most important developments over the past decade have been a consider-
able increase in the use of part-timers, a marked propensity for organizations to
subcontract work and to outsource services, and a greater requirement for specialists
(knowledge workers) and professionals in organizations. Teleworking has increased
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(working at home with a computer terminal link to the firm) and call centre work has
expanded.

Under the pressures to be competitive and to achieve ‘cost leadership’, organiza-
tions are not only ‘downsizing’ but are also engaging people on short-term contracts
and make no pretence that they are there to provide careers. They want specific
contributions to achieving organizational goals now and, so far as people are
concerned, they may let the future take care of itself, believing that they can purchase
the talent required as and when necessary. This may be short-sighted, but it is the
way many businesses now operate.

When preparing and implementing human resource plans, HR practitioners need
to be aware of these factors and trends within the context of their internal
and external environments. A further factor that affects the way in which the
labour market operates, and therefore human resource planning decisions, is unem-
ployment.

In general there is far less security in employment today, and the old tradition of
the life-long career is no longer so much in evidence. Employers are less likely to be
committed to their employees. At the same time, employees tend to be less
committed to their employers and more committed to their careers, which they may
perceive are likely to progress better if they change jobs rather than remain with their
present employer. They are concerned with their employability, and are determined
to extract as much value as possible from their present employment to provide for
their future elsewhere.

The Economic and Social Research Council and the Tomorrow Project (2005)
reported that, today, more than 5 million people, almost a fifth of employees,
spend some time working at home or on the move. The report predicts the rise of the
‘mobile worker’, moving — laptop and mobile in tow — between office, home, airport
lounge or motorway service station as the needs of a job demand. As stated in the
report:

Individuals at work will not necessarily see themselves as working from home. They
could equally be working from the office. But they will be on the move from place to
place... There will be a shift from personalized space to personalized time and the
boundaries between work and leisure time will be less distinct.

The report says that managers will have to find new ways to control these mobile
workers, possibly based on capturing workers’ hearts and minds to create a culture of
hard work even at a distance.
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UNEMPLOYMENT

Economists are unable to agree on the causes of or cures for unemployment (or
anything else, it seems). The essence of the Keynesian explanation is that firms
demand too little labour because individuals demand too few goods. The classical
view was that unemployment was voluntary and could be cleared by natural market
forces. The neo-classical theory is that there is a natural rate of unemployment, which
reflects a given rate of technology, individual preferences and endowments. With
flexible wages in a competitive labour market, wages adjust to clear the market and
any unemployment that remains is voluntary. The latter view was that held by Milton
Friedman and strongly influenced government policy in the early 1980s, but without
success. There is, of course, no simple explanation of unemployment and no simple
solution.

ATTITUDES TO WORK

The IPD research into employee motivation and the psychological contract (Guest
et al, 1996; Guest and Conway, 1997) obtained the following responses from the
people they surveyed:

e Work remains a central interest in the lives of most people.

e If they won the lottery, 39 per cent would quit work, but most of the others would
continue working.

e Asked to cite the three most important things they look for in a job, 70 per cent of
respondents cited pay, 62 per cent wanted interesting and varied work and only
22 per cent were looking for job security.

e 35 per cent claimed that they were putting in so much effort that they could not
work any harder and a further 34 per cent claimed they were working very hard.

JOB-RELATED WELL-BEING

The 2004 Workplace Employee Relations Survey (WERS, 2005) covering 700,000
workplaces and 22.5 million employees surveyed 21,624 employees in workplaces
employing more than 10 people on how they felt at work. The results are summarized
in Table 14.1.

This does not present an unduly gloomy picture. The percentage of people feeling
either tense or calm some, more or all of the time was much the same. An equal
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Table 14.1 Feelings at work (WERS, 2005)
The job All of the Most of the Some of the Occasionally | Never %
makes you time % time % time % %
feel:
Tense 4 15 42 27 12
Calm 3 30 29 27 11
Relaxed 2 10 35 32 21
Worried 2 10 35 32 21
Uneasy 2 8 28 33 29
Content 5 33 30 22 1

number of people were never relaxed or worried, and rather more were never uneasy.
Sixty-nine per cent were content all, most or part of the time. The WERS survey also
revealed that job-related well-being was higher in small organizations and work-
places than in large ones, higher among union members, fell with increased educa-
tion and is U-shaped with regard to age (ie higher amongst younger and older

employees than amongst the middle-aged).
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The employment relationship

This chapter explores the nature of the employment relationship and the creation of a
climate of trust within that relationship.

THE EMPLOYMENT RELATIONSHIP DEFINED

The term employment relationship describes the interconnections that exist between
employers and employees in the workplace. These may be formal, eg contracts of
employment, procedural agreements. Or they may be informal, in the shape of the
psychological contract, which expresses certain assumptions and expectations about
what managers and employer have to offer and are willing to deliver (Kessler and
Undy, 1996). They can have an individual dimension, which refers to individual
contracts and expectations, or a collective dimension, which refers to relationships
between management and trade unions, staff associations or members of joint consul-
tative bodies such as works councils.

NATURE OF THE EMPLOYMENT RELATIONSHIP

The dimensions of the employment relationship as described by Kessler and Undy
(1996) are shown in Figure 15.1.
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Parties

o Managers
o Employees
e Employees’

representatives
Operation Substance
o Level Individual:
® Process | The employment relationship (¢——— | ® job
o Style e reward
e career
® communications
e culture
Collective
Structure
e Formal
rules/procedures
o Informal
understandings,
expectations

Figure 15.1 Dimensions of the employment relationship

(Source: S Kessler and R Undy, The New Employment Relationship: Examining the psychological
contract, Institute of Personnel and Development, London, 1996)

The parties are managers, employees and employee representatives. The ‘substance’
incorporates the job, reward and career of individuals and the communications and
culture of the organization as it affects them. It can also include collective agreements
and joint employee relations machinery (works councils and the like). The formal
dimensions include rules and procedures, and the informal aspect covers under-
standing, expectations and assumptions. Finally, the employment relationship exists
at different levels in the organization (management to employees generally, and
managers to individual employees and their representatives or groups of people).
The operation of the relationship will also be affected by processes such as communi-
cations and consultation, and by the management style prevailing throughout the
organization or adopted by individual managers.
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BASIS OF THE EMPLOYMENT RELATIONSHIP

The starting point of the employment relationship is an undertaking by an employee
to provide skill and effort to the employer in return for which the employer provides
the employee with a salary or a wage. Initially the relationship is founded on a legal
contract. This may be a written contract but the absence of such a contract does not
mean that no contractual relationship exists. Employers and employees still have
certain implied legal rights and obligations. The employer’s obligations include the
duty to pay salary or wages, to provide a safe workplace, to act in good faith towards
the employee and not to act in such a way as to undermine the trust and confidence
of the employment relationship. The employee has corresponding obligations, which
include obedience, competence, honesty and loyalty.

An important factor to remember about the employment relationship is that, gener-
ally, it is the employer who has the power to dictate the contractual terms unless they
have been fixed by collective bargaining. Individuals, except when they are much in
demand, have little scope to vary the terms of the contract imposed upon them by
employers.

DEFINING THE EMPLOYMENT RELATIONSHIP

Two types of contracts defining the employment relationship have been distin-
guished by Macneil (1985) and Rousseau and Wade-Benzoni (1994):

e Transactional contracts have well-described terms of exchange, which are usually
expressed financially. They are of limited duration, with specified performance
requirements.

e Relational contracts are less well defined with more abstract terms and refer to an
open-ended membership of the organization. Performance requirements attached
to this continuing membership are incomplete or ambiguous.

However, the employment relationships can also be expressed in terms of a psycholog-
ical contract, which, according to Guzzo and Noonan (1994), has both transactional
and relational qualities. The concept of a psychological contract expresses the view
that at its most basic level the employment relationship consists of a unique combina-
tion of beliefs held by an individual and his or her employer about what they expect
of one another. This concept is discussed in more detail in Chapter 16.
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SIGNIFICANCE OF THE EMPLOYMENT RELATIONSHIP
CONCEPT

The concept of the employment relationship is significant to HR specialists because it
governs much of what organizations need to be aware of in developing and applying
HR processes, policies and procedures. These need to be considered in terms of what
they will or will not contribute to furthering a productive and rewarding employ-
ment relationship between all the parties concerned.

CHANGES IN THE EMPLOYMENT RELATIONSHIP

As noted by Gallie ef al (1998) in their analysis of the outcome of their ‘employment in
Britain” research programme, while there have been shifts in the ways in which
people are employed: ‘The evidence for a major change in the nature of the employ-
ment relationship was much less convincing.” But they did note the following charac-
teristics of employment as revealed by the survey:

e New forms of management, often based explicitly or implicitly on HRM princi-
ples and emphasizing individual contracts rather than collective bargaining.

e There was some increase in task discretion but there was no evidence of a signifi-
cant decline in managerial control; indeed, in some important respects control
was intensified.

e Supervisory activity was still important.

e Integrative forms of management policy were centred on non-manual employees.

e The great majority of employees continued to attach a high level of importance to
the intrinsically motivating aspects of work.

e The higher the level of skill, the more people were involved with their work.

e The raising of skill levels and the granting of increased discretion to employers
are key factors in improving the quality of work experience.

e High levels of commitment to the organization can reduce absenteeism and
labour turnover but there was no evidence that organizational commitment
‘added anything over and above other organizational and task characteristics
with regard to the quality of work performance’.

MANAGING THE EMPLOYMENT RELATIONSHIP

The dynamic and often nebulous nature of the employment relationship increases the
difficulty of managing it. The problem is compounded because of the multiplicity of
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factors that influence the contract: the culture of the organization; the prevailing
management style; the values, espoused and practised, of top management; the exis-
tence or non-existence of a climate of trust; day-to-day interactions between
employees and line managers; and the HR policies and practices of the business.

The latter are particularly important. The nature of the employment relationship
is strongly influenced by HR actions. These cover all aspects of HR management.
But how people are treated in such areas as recruitment, performance reviews,
promotion, career development, reward, involvement and participation, grievance
handling, disciplinary procedures and redundancy will be particularly important.
How people are required to carry out their work (including flexibility and
multi-skilling), how performance expectations are expressed and communicated,
how work is organized and how people are managed will also make a signifi-
cant impact on the employment relationship. HR specialists can contribute to the
development of a positive and productive employment relationship in the following
ways:

e during recruitment interviews — presenting the unfavourable as well as the
favourable aspects of a job in a ‘realistic job preview’;

e in induction programmes — communicating to new starters the organization’s
personnel policies and procedures and its core values, indicating to them the stan-
dards of performance expected in such areas as quality and customer service, and
spelling out requirements for flexibility;

e by issuing and updating employee handbooks that reinforce the messages delivered
in induction programmes;

e Dby encouraging the development of performance management processes that ensure
that performance expectations are agreed and reviewed regularly;

e by encouraging the use of personal development plans that spell out how continuous
improvement of performance can be achieved, mainly by self-managed learning;

e by using learning and development programmes to underpin core values and define
performance expectations;

e Dby ensuring through manager and team leader training that managers and team
leaders understand their role in managing the employment relationship through
such processes as performance management and team leadership;

e Dby encouraging the maximum amount of contact between managers and team
leaders and their team members to achieve mutual understanding of expectations
and to provide a means of two-way communications;

e Dby adopting a general policy of transparency — ensuring that in all matters that
affect them, employees know what is happening, why it is happening and the
impact it will make on their employment, development and prospects;
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e by developing HR procedures covering grievance handling, discipline, equal
opportunities, promotion and redundancy and ensuring that they are imple-
mented fairly and consistently;

e developing and communicating HR policies covering the major areas of employ-
ment, development, reward and employee relations;

e by ensuring that the reward system is developed and managed to achieve equity,
fairness and consistency in all aspects of pay and benefits;

e generally, by advising on employee relations procedures, processes and issues that
further good collective relationships.

These approaches to managing the employment relationship cover all aspects of
people management. It is important to remember, however, that this is a continuous
process. The effective management of the relationship means ensuring that values are
upheld and that a transparent, consistent and fair approach is adopted in dealing
with all aspects of employment.

TRUST AND THE EMPLOYMENT RELATIONSHIP

The IPD suggested in its statement People Make the Difference (1994) that building trust
is the only basis upon which commitment can be generated. The IPD commented
that: ‘In too many organizations inconsistency between what is said and what is done
undermines trust, generates employee cynicism and provides evidence of contradic-
tions in management thinking.’

It has also been suggested by Herriot et al (1998) that trust should be regarded as
social capital — the fund of goodwill in any social group that enables people within it
to collaborate with one another. Thompson (1998) sees trust as a ‘unique human
resource capability that helps the organization fulfil its competitive advantage’ — a
core competency that leads to high business performance. Thus there is a business
need to develop a climate of trust, as there is a business need to introduce effective
pay-for-contribution processes, which are built on trust.

The meaning of trust

Trust, as defined by the Oxford English Dictionary, is a firm belief that a person may
be relied on. An alternative definition has been provided by Shaw (1997) to the effect
that trust is the ‘belief that those on whom we depend will meet our expectations of
them’. These expectations are dependent on ‘our assessment of another’s responsi-
bility to meet our needs’.
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A climate of trust

A high-trust organization has been described by Fox (1973) as follows:

Organizational participants share certain ends or values; bear towards each other a
diffuse sense of long-term obligations; offer each other spontaneous support without
narrowly calculating the cost or anticipating any short-term reciprocation; communicate
honestly and freely; are ready to repose their fortunes in each other’s hands; and
give each other the benefit of any doubt that may arise with respect to goodwill or
motivation.

This ideal state may seldom, if ever, be attained, but it does represent a picture of an
effective organization in which, as Thompson (1998) notes, trust ‘is an outcome of
good management’.

When do employees trust management?

Management is more likely to be trusted by employees when the latter:

e Dbelieve that the management means what it says;

e observe that management does what it says it is going to do — suiting the action to
the word;

e know from experience that management, in the words of David Guest (Guest and
Conway, 1998), ‘delivers the deal — it keeps its word and fulfils its side of the
bargain’;

e feel they are treated fairly, equitable and consistently.

Developing a high-trust organization

As Thompson (1998) comments, a number of writers have generally concluded that
trust is ‘not something that can, or should, be directly managed’. He cites Sako (1994)
who wrote that: “Trust is a cultural norm which can rarely be created intentionally
because attempts to create trust in a calculative manner would destroy the effective
basis of trust.’

It may not be possible to ‘manage’ trust but, as Thompson argues, trust is an
outcome of good management. It is created and maintained by managerial behaviour
and by the development of better mutual understanding of expectations — employers
of employees, and employees of employers. But Herriot et al (1998) point out that
issues of trust are not in the end to do with managing people or processes, but are
more about relationships and mutual support through change.
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Clearly, the sort of behaviour that is most likely to engender trust is when manage-
ment is honest with people, keeps its word (delivers the deal) and practises what it
preaches. Organizations that espouse core values (‘people are our greatest asset’) and
then proceed to ignore them will be low-trust organizations.

More specifically, trust will be developed if management acts fairly, equitably and
consistently, if a policy of transparency is implemented, if intentions and the reasons
for proposals or decisions are communicated both to employees generally and to
individuals, if there is full involvement in developing HR processes, and if mutual
expectations are agreed through performance management.

Failure to meet these criteria, wholly or in part, is perhaps the main reason
why so many performance-related pay schemes have not lived up to expectations.
The starting point is to understand and apply the principles of distributive and
procedural justice.

Justice

To treat people justly is to deal with them fairly and equitably. Leventhal
(1980), following Adams (1965), distinguished between distributive and procedural
justice.

Distributive justice refers to how rewards are distributed. People will feel that they
have been treated justly in this respect if they believe that rewards have been distrib-
uted in accordance with their contributions, that they receive what was promised to
them and that they get what they need.

Procedural justice refers to the ways in which managerial decisions are made and
HR procedures are managed. People will feel that they have been treated justly if
management’s decisions and procedures are fair, consistent, transparent, non-
discriminatory and properly consider the views and needs of employees.

Renewing trust

As suggested by Herriot et al (1998), if trust is lost, a four-step programme is required
for its renewal:

1. admission by top management that it has paid insufficient attention in the past to
employees’ diverse needs;

2. alimited process of contracting whereby a particular transition to a different way
of working for a group of employees is done in a form that takes individual
needs into account;
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establishing ‘knowledge-based” trust, which is based not on a specific transac-
tional deal but on a developing perception of trustworthiness;

achieving trust based on identification in which each party empathizes with each
other’s needs and therefore takes them on board themselves (although this final
state is seldom reached in practice).
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The psychological contract

The employment relationship, as described in Chapter 15, is a fundamental feature of
all aspects of people management. At its most basic level, the employment relation-
ship consists of a unique combination of beliefs held by an individual and his or her
employer about what they expect of one another. This is the psychological contract,
and to manage the employment relationship effectively it is necessary to understand
what the psychological contract is, how it is formed and its significance.

THE PSYCHOLOGICAL CONTRACT DEFINED

Fundamentally, the psychological contract expresses the combination of beliefs held
by an individual and his or her employer about what they expect of one another. It
can be described as the set of reciprocal but unarticulated expectations that exist
between individual employees and their employers. As defined by Schein (1965):
‘The notion of a psychological contract implies that there is an unwritten set of expec-
tations operating at all times between every member of an organization and the
various managers and others in that organization.”

This definition was amplified by Rousseau and Wade-Benzoni (1994) who stated
that:
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Psychological contracts refer to beliefs that individuals hold regarding promises made,
accepted and relied upon between themselves and another. (In the case of organiza-
tions, these parties include an employee, client, manager, and/or organization as a
whole.) Because psychological contracts represent how people interpret promises and
commitments, both parties in the same employment relationship (employer and
employee) can have different views regarding specific terms.

Sparrow (1999b) defined the psychological contract as:

an open-ended agreement about what the individual and the organization expect to give
and receive in return from the employment relationship... psychological contracts
represent a dynamic and reciprocal deal... New expectations are added over time as
perceptions about the employer's commitment evolve. These unwritten individual
contracts are therefore concerned with the social and emotional aspects of the exchange
between employer and employee.

Within organizations, as Katz and Kahn (1966) pointed out, every role is basically
a set of behavioural expectations. These expectations are often implicit — they are
not defined in the employment contract. Basic models of motivation such as
expectancy theory (Vroom, 1964) and operant conditioning (Skinner, 1974) maintain
that employees behave in ways they expect will produce positive outcomes. But
they do not necessarily know what to expect. As Rousseau and Greller (1994)
comment:

The ideal contract in employment would detail expectations of both employee and
employer. Typical contracts, however, are incomplete due to bounded rationality, which
limits individual information seeking, and to a changing organizational environment
that makes it impossible to specify all conditions up front. Both employee and employer
are left to fill up the blanks.

The notion of bounded rationality expresses the belief that while people often try to
act rationally, the extent to which they do so is limited by their emotional reactions to
the situation they are in.

Employees may expect to be treated fairly as human beings, to be provided with
work that uses their abilities, to be rewarded equitably in accordance with their
contribution, to be able to display competence, to have opportunities for further
growth, to know what is expected of them and to be given feedback (preferably posi-
tive) on how they are doing. Employers may expect employees to do their best on
behalf of the organization — ‘to put themselves out for the company’ — to be fully
committed to its values, to be compliant and loyal, and to enhance the image of the
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organization with its customers and suppliers. Sometimes these assumptions are
justified — often they are not. Mutual misunderstandings can cause friction and stress
and lead to recriminations and poor performance, or to a termination of the employ-
ment relationship.

To summarize, in the words of Guest and Conway (1998), the psychological
contract lacks many of the characteristics of the formal contract: ‘It is not generally
written down, it is somewhat blurred at the edges, and it cannot be enforced in a
court or tribunal.” They believe that: “The psychological contract is best seen as a
metaphor; a word or phrase borrowed from another context which helps us make
sense of our experience. The psychological contract is a way of interpreting the state
of the employment relationship and helping to plot significant changes.’

THE SIGNIFICANCE OF THE PSYCHOLOGICAL
CONTRACT

As suggested by Spindler (1994): ‘A psychological contract creates emotions and atti-
tudes which form and control behaviour.” The significance of the psychological
contract was further explained by Sims (1994) as follows: ‘A balanced psychological
contract is necessary for a continuing, harmonious relationship between the
employee and the organization. However, the violation of the psychological contract
can signal to the participants that the parties no longer share (or never shared) a
common set of values or goals.’

The concept highlights the fact that employee/employer expectations take the
form of unarticulated assumptions. Disappointments on the part of management as
well as employees may therefore be inevitable. These disappointments can, however,
be alleviated if managements appreciate that one of their key roles is to manage
expectations, which means clarifying what they believe employees should achieve,
the competencies they should possess and the values they should uphold. And this is
a matter not just of articulating and stipulating these requirements but of discussing
and agreeing them with individuals and teams.

The psychological contract governs the continuing development of the employ-
ment relationship, which is constantly evolving over time. But how the contract
is developing and the impact it makes may not be fully understood by any of the
parties involved. Spindler (1994) comments that: ‘In a psychological contract the
rights and obligations of the parties have not been articulated, much less agreed to.
The parties do not express their expectations and, in fact, may be quite incapable of
doing so.’
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People who have no clear idea about what they expect may, if such unexpressed
expectations have not been fulfilled, have no clear idea why they have been disap-
pointed. But they will be aware that something does not feel right. And a company
staffed by ‘cheated” individuals who expect more than they get is heading for trouble.

The importance of the psychological contract was emphasized by Schein (1965)
who suggested that the extent to which people work effectively and are committed to
the organization depends on:

e the degree to which their own expectations of what the organization will provide
to them and what they owe the organization in return match that organization’s
expectations of what it will give and get in return;

e the nature of what is actually to be exchanged (assuming there is some agreement) —
money in exchange for time at work; social need satisfaction and security in
exchange for hard work and loyalty; opportunities for self-actualization and chal-
lenging work in exchange for high productivity, high-quality work, and creative
effort in the service of organizational goals; or various combinations of these and
other things.

The research conducted by Guest and Conway (2002) led to the conclusion that “The
management of the psychological contract as Schalk and Rousseau (2001) suggest, is
a core task of management and acknowledged as such by many senior HR and
employment relations managers, and shows that it has a positive association with a
range of outcomes within the employment relationship and is a useful way of concep-
tualising that relationship.’

THE NATURE OF THE PSYCHOLOGICAL CONTRACT

A psychological contract is a system of beliefs that may not have been articulated. It
encompasses the actions employees believe are expected of them and what response
they expect in return from their employer. As described by Guest et al (1996): ‘It is
concerned with assumptions, expectations, promises and mutual obligations.” It
creates attitudes and emotions that form and govern behaviour. A psychological
contract is implicit. It is also dynamic — it develops over time as experience accumu-
lates, employment conditions change and employees re-evaluate their expectations.
The psychological contract may provide some indication of the answers to the two
fundamental employment relationship questions that individuals pose: ‘What can
I reasonably expect from the organization?” and ‘What should I reasonably be
expected to contribute in return?” But it is unlikely that the psychological contract
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and therefore the employment relationship will ever be fully understood by either
party.

The aspects of the employment relationship covered by the psychological contract
will include, from the employee’s point of view:

how they are treated in terms of fairness, equity and consistency;
security of employment;

scope to demonstrate competence;

career expectations and the opportunity to develop skills;
involvement and influence;

trust in the management of the organization to keep their promises;
safe working environment.

From the employer’s point of view, the psychological contract covers such aspects of
the employment relationship as:

competence;
effort;
compliance;
commitment;
loyalty.

As Guest et al (1996) point out:

While employees may want what they have always wanted — security, a career, fair
rewards, interesting work and so on — employers no longer feel able or obliged to
provide these. Instead, they have been demanding more of their employees in terms of
greater input and tolerance of uncertainty and change, while providing less in return, in
particular less security and more limited career prospects.

An operational model of the psychological contract

An operational model of the psychological contract as formulated by Guest et al
(1996) suggests that the core of the contract can be measured in terms of fairness of
treatment, trust, and the extent to which the explicit deal or contract is perceived to be
delivered. The full model is illustrated in Figure 16.1.

HOW PSYCHOLOGICAL CONTRACTS DEVELOP

Psychological contracts are not developed by means of a single transaction. There are
many contract makers who exert influence over the whole duration of an employee’s
involvement with an organization. As Spindler (1994) comments:
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Causes Content Consequences
Organizational Fairness Organizational
culture citizenship
HRM policy Organizational
and practice Trust commitment
Experience s > Motivation
Expectations Satisfaction
The delivery of the deal and well-being
Alternatives

Figure 16.1 A model of the psychological contract

(Source: D Guest, N Conway, R Briner and M Dickman, The State of the Psychological Contract in
Employment: Issues in people management, Institute of Personnel and Development, London,
1996)

Every day we create relationships by means other than formal contracts... As individuals
form relationships they necessarily bring their accumulated experience and developed
personalities with them. In ways unknown to them, what they expect from the relation-
ship reflects the sum total of their conscious and unconscious learning to date.

The problem with psychological contracts is that employees are often unclear about
what they want from the organization or what they can contribute to it. Some
employees are equally unclear about what they expect from their employees.

Because of these factors, and because a psychological contract is essentially
implicit, it is likely to develop in an unplanned way with unforeseen consequences.
Anything that management does or is perceived as doing that affects the interests of
employees will modify the psychological contract. Similarly the actual or perceived
behaviour of employees, individually or collectively, will affect an employer’s
concept of the contract.
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THE CHANGING NATURE OF THE PSYCHOLOGICAL
CONTRACT

Many commentators have delivered warnings about changes to the psychological
contract that are not all advantageous to employees. And the nature of the psycho-
logical contract is changing in many organizations in response to changes in their
external and internal environments. This is largely because of the impact of global
competition and the effect this has had on how businesses operate, including moves
into ‘lean” forms of operation.

The psychological contract has not been an issue in the past because usually it did
not change much. This is no longer the case because:

e Dbusiness organizations are neither stable nor long-lived — uncertainty prevails, job
security is no longer on offer by employers who are less anxious to maintain a
stable workforce — as Mirvis and Hall (1994) point out, organizations are making
continued employment explicitly contingent on the fit between people’s compe-
tences and business needs;

e flexibility, adaptability and speed of response are all-important and individual
roles may be subject to constant change — continuity and predictability are no
longer available for employees;

e leaner organizations mean that careers may mainly develop laterally — expecta-
tions that progress will be made by promotion through the hierarchy are no
longer so valid;

e leaner organizations may make greater demands on employees and are less likely
to tolerate people who no longer precisely fit their requirements.

But, more positively, some organizations are realizing that steps have to be taken to
increase mutuality and to provide scope for lateral career development and improve-
ment in knowledge and skills through opportunities for learning. They recognize that
because they can no longer guarantee long-term employment they have the responsi-
bility to help people to continue to develop their careers if they have to move on. In
other words they take steps to improve employability. Even those that have fully
embraced the ‘core—periphery’ concept may recognize that they still need to obtain
the commitment of their core employees and pay attention to their continuous devel-
opment, although in most organizations the emphasis is likely to be on self-
development.

Kissler (1994) summed up the differences between old and new employment
contracts as follows:
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old

Relationship is pre-
determined and imposed

You are who you work
for and what you do

Loyalty is defined by
performance

Leaving is treason

Employees who do what
they are told will work
until retirement

The following ways in which psychological contracts are changing have been

suggested by Hiltrop (1995):

From

Imposed relationship (compliance,
command and control)

Permanent employment
relationship

Focus on promotion

Finite job duties
Meet job requirements

Emphasis on job security
and loyalty to company

Training provided by
organization

New

Relationship is mutual
and negotiated

You are defined by multiple
roles, many external to the
organization

Loyalty is defined by
output and quality

People and skills only
needed when required

Long-term employment
is unlikely; expect and
prepare for multiple
relationships

To

Mutual relationship

(commitment, participation and

involvement)

Variable employment
relationship — people and
skills only obtained or
retained when required

Focus on lateral career
development

Multiple roles
Add value

Emphasis on employability
and loyalty to own career
and skills

Opportunities for self-
managed learning
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Hiltrop suggests that a new psychological contract is emerging — one that is more
situational and short term and which assumes that each party is much less dependent
on the other for survival and growth. He believes that in its most naked form, the new
contract could be defined as follows:

There is no job security. The employee will be employed as long as he or she adds value
to the organization, and is personally responsible for finding new ways to add value. In
return, the employee has the right to demand interesting and important work, has the
freedom and resources to perform it well, receives pay that reflects his or her contribu-
tion, and gets the experience and training needed to be employable here or elsewhere.

But this could hardly be called a balanced contract. To what extent do employees in
general have ‘the right to demand interesting and important work’? Employers still
call the shots, except when dealing with the special cases of people who are much in
demand and in short supply. In Britain, as Mant (1996) pointed out, ‘people often
really are regarded as merely “resources” to be acquired or divested according to
short-term economic circumstances’. It is the employer who has the power to dictate
contractual terms unless they have been fixed by collective bargaining. Individuals,
except when they are highly sought after, have little scope to vary the terms of the
contract imposed upon them by employers.

Perhaps one of the most important trends in the employment relationship as
expressed by the psychological contract is that employees are now being required to
bear risks that were previously carried by the organization. As Elliott (1996) notes:
‘The most profound change in the labour market over the past two decades has been
the massive shift in power from employee to employer. This has not only meant that
workers have had their rights eroded, but also that much of the risk involved in a
business has been shifted from capital to labour.

THE STATE OF THE PSYCHOLOGICAL CONTRACT

But the dire warnings about the state of the psychological contract referred to above
were not borne out by three research projects commissioned by the Institute of
Personnel and Development. The research conducted by Guest et al (1996) established
that the psychological contract (defined in terms of workers’ judgements of fairness,
trust and organizational delivery of ‘the deal’) was in better shape than many pundits
suggest. A follow-up survey (Guest and Conway, 1997) found that a very high
proportion of employees (90 per cent) believe that on balance they are fairly treated
by their employers and 79 per cent say they trust management ‘a lot” or ‘somewhat’ to
keep its promises. Job security is not a major concern — 86 per cent feel very or fairly
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secure in their jobs. A majority (62 per cent) believe that management and workers are
on the same side and only 18 per cent disagree. However, job satisfaction was only
moderate (38 per cent express high satisfaction, but 22 per cent express low satisfac-
tion), although commitment to the organization was high (49 per cent felt ‘a lot’ and
36 per cent ‘some’ loyalty to their organization).

A turther survey (Guest and Conway, 1998) established that:

e there had been no significant changes in attitudes and behaviour since the
previous survey;

e workers continue to believe that they are fairly treated — 67 per cent report fair
treatment by management and 64 per cent say that they get a fair day’s pay for a
fair day’s work;

e the number of progressive HRM practices in place is the key determinant of
whether workers believe they are fairly treated, because they exert a major influ-
ence on work attitudes;

e people report that home is for relaxation, work is for challenge;

e feelings of security remain high — 88 per cent felt very or fairly secure in their
jobs;

e people still expect a career — 60 per cent believe that their employer has made a
career promise and of these, 65 per cent think that management has largely kept
its promise (these feelings are more prevalent amongst younger workers).

The overall conclusion of the researchers in 1998 was that ‘the psychological contract
is very healthy’. On the whole, management is seen as fair, trustworthy and likely to
keep its promises. The key influences on a healthy psychological contract are the use
of progressive human resource practices, scope for direct participation at work and
working in a smaller organization.

DEVELOPING AND MAINTAINING A POSITIVE
PSYCHOLOGICAL CONTRACT

As Guest et al (1996) point out: ‘A positive psychological contract is worth taking seri-
ously because it is strongly linked to higher commitment to the organization, higher
employee satisfaction and better employment relations. Again this reinforces the
benefits of pursuing a set of progressive HRM practices.” They also emphasize the
importance of a high-involvement climate and suggest in particular that HRM prac-
tices such as the provision of opportunities for learning, training and development,
focus on job security, promotion and careers, minimizing status differentials, fair
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reward systems and comprehensive communication and involvement processes will
all contribute to a positive psychological contract.

Steps taken to manage the employment relationship as specified in Chapter 15 will
also help to form a positive psychological contract. These include:

e defining expectations during recruitment and induction programmes;

e communicating and agreeing expectations as part of the continuing dialogue
implicit in good performance management practices;

e adopting a policy of transparency on company policies and procedures and on
management’s proposals and decisions as they affect people;

e generally treating people as stakeholders, relying on consensus and cooperation
rather than control and coercion.

STATE OF THE PSYCHOLOGICAL CONTRACT 2004

The 2004 Workplace Employee Relations Survey (WERS, 2005) covering 700,000
workplaces and 22.5 million employees, surveyed 21,624 employees in workplaces
employing more than 10 people about their level of job satisfaction. The results are
shown in Table 16.1.

Table 16.1 Job satisfaction (WERS, 2005)

Very Satisfied Neither Dissatisfied | Very

satisfied % % % dissatisfied

% %
Sense of achievement 18 52 19 8 3
Scope for using initiative | 20 52 19 8 3
Influence over job 12 15 28 11 3
Training 1 40 26 16 7
Pay 4 31 26 28 13
Job security 13 50 22 11 5
Work itself 17 55 19 7 3
Involvement in 8 30 39 17 6
decision-making
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The only area in which there was more dissatisfaction than satisfaction was pay. A
higher proportion than might have been expected (72 per cent) were satisfied or very
satisfied with the work itself, and equally high percentages were satisfied with regard
to having a sense of achievement and scope for using initiative.

People will feel that they have been treated justly if management’s decisions and
procedures are fair, consistent, transparent and non-discriminatory, and properly
consider the views and needs of employees.



Part IV

Organizational
behaviour

People perform their roles within complex systems called organizations. The study of
organizational behaviour is concerned with how people within organizations act,
individually or in groups, and how organizations function, in terms of their structure
and processes. All managers and HR specialists are in the business of influencing
behaviour in directions that will meet business needs. An understanding of organiza-
tional processes and skills in the analysis and diagnosis of patterns of organizational
behaviour are therefore important. As Nadler and Tushman (1980) have said:

The manager needs to be able to understand the patterns of behaviour that are
observed to predict in what direction behaviour will move (particularly in the light
of managerial action), and to use this knowledge to control behaviour over the
course of time. Effective managerial action requires that the manager be able to
diagnose the system he or she is working in.

The purpose of this part of the book is to outline a basic set of concepts and to provide
analytical tools which will enable HR specialists to diagnose organizational behaviour
and to take appropriate actions. This purpose is achieved by initially (Chapter 17)
providing a general analysis of the characteristics of individuals at work. The concepts
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of individual motivation, job satisfaction, commitment and job engagement are then
explored in Chapters 18 and 19 before reviewing generally in Chapter 20 the ways in
which organizations function — formal and informal structures —and how people work

together in groups. The cultural factors that affect organizational behaviour are then
examined in Chapter 21.



17

Characteristics of people

To manage people effectively, it is necessary to understand the factors that affect how
people behave at work. This means taking into account the fundamental characteris-
tics of people as examined in this chapter under the following headings:

e individual differences — as affected by people’s abilities, intelligence, personality,
background and culture, gender and race;

attitudes — causes and manifestations;

influences on behaviour — personality and attitudes;

attribution theory — how we make judgements about people;

orientation — the approaches people adopt to work;

roles — the parts people play in carrying out their work.

INDIVIDUAL DIFFERENCES

The management of people would be much easier if everyone were the same, but
they are, of course, different because of their ability, intelligence, personality, back-
ground and culture (the environment in which they were brought up), as discussed
below. Gender, race and disability are additional factors to be taken into account.
Importantly, the needs and wants of individuals will also differ, often fundamentally,
and this affects their motivation, as described in the next chapter.
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The headings under which personal characteristics can vary have been classified
by Mischel (1981) as follows:

e competencies — abilities and skills;

e constructs — the conceptual framework which governs how people perceive their
environment;

e expectations — what people have learned to expect about their own and others’
behaviour;

e uvalues — what people believe to be important;

e self-requlatory plans — the goals people set themselves and the plans they make to
achieve them.

Environmental or situational variables include the type of work individuals carry
out; the culture, climate and management style in the organization, the social group
within which individuals work; and the ‘reference groups’ that individuals use for
comparative purposes (eg comparing conditions of work between one category of
employee and another).

Ability
Ability is the quality that makes an action possible. Abilities have been analysed by
Burt (1954) and Vernon (1961). They classified them into two major groups:

e V.ed - standing for verbal, numerical, memory and reasoning abilities;

e K:m - standing for spatial and mechanical abilities, as well as perceptual
(memory) and motor skills relating to physical operations such as eye/hand coor-
dination and mental dexterity.

They also suggested that overriding these abilities there is a ‘g’ or general intelligence
factor which accounts for most variations in performance.
Alternative classifications have been produced by

e Thurstone (1940) — spatial ability, perceptual speed, numerical ability, verbal
meaning, memory, verbal fluency and inductive reasoning;

e Gagne (1977) - intellectual skills, cognitive (understanding and learning) skills,
verbal and motor skills;

o Argyle (1989) — judgement, creativity and social skills.



Characteristics of people = 241

Intelligence

Intelligence has been defined as:

e ‘the capacity to solve problems, apply principles, make inferences and perceive
relationships’ (Argyle, 1989);

e ’‘the capacity for abstract thinking and reasoning with a range of different
contents and media’ (Toplis et al 1991);

e ‘the capacity to process information” (Makin et al, 1996);

e ’‘what is measured by intelligence tests” (Wright and Taylor, 1970).

The last, tautological definition is not facetious. As an operational definition, it can be
related to the specific aspects of reasoning, inference, cognition (ie knowing,
conceiving) and perception (ie understanding, recognition) that intelligence tests
attempt to measure.

General intelligence, as noted above, consists of a number of mental abilities that
enable a person to succeed at a wide variety of intellectual tasks that use the faculties
of knowing and reasoning. The mathematical technique of factor analysis has been
used to identify the constituents of intelligence, such as Thurstone’s (1940) multiple
factors listed above. But there is no general agreement among psychologists as to
what these factors are or, indeed, whether there is such a thing as general intelligence.

An alternative approach to the analysis of intelligence was put forward by Guilford
(1967), who distinguished five types of mental operation: thinking, remembering,
divergent production (problem-solving which leads to unexpected and original solu-
tions), convergent production (problem-solving which leads to the one, correct solu-
tion) and evaluating.

Personality
Definition

As defined by Toplis et al (1991), the term personality is all-embracing in terms of the
individual’s behaviour and the way it is organized and coordinated when he or she
interacts with the environment. Personality can be described in terms of traits or

types.

The trait concept of personality

Personality can be defined as the relatively stable and enduring aspects of individuals
that distinguish them from other people. This is the ‘trait’ concept, traits being predis-
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positions to behave in certain ways in a variety of different situations. The assump-
tion that people are consistent in the ways they express these traits is the basis for
making predictions about their future behaviour. We all attribute traits to people in
an attempt to understand why they behave in the way they do. As Chell (1987)
says: "This cognitive process gives a sense of order to what might otherwise appear to
be senseless uncoordinated behaviours. Traits may therefore be thought of as classifi-
cation systems, used by individuals to understand other people’s and their own
behaviour.’

The so-called big five personality traits as defined by Deary and Matthews (1993)
are:

e neuroticism — anxiety, depression, hostility, self-consciousness, impulsiveness,
vulnerability;

e extraversion — warmth, gregariousness, assertiveness, activity, excitement seeking,
positive emotions;

e openness — feelings, actions, ideas, values;

e agreeableness — trust, straightforwardness, altruism, compliance, modesty, tender-
mindedness;

e conscientiousness — competence, order, dutifulness, achievement-striving, self-
discipline, deliberation.

A widely used instrument for assessing traits is Cattell’s (1963) 16PF test. But the trait
theory of personality has been attacked by people such as Mischel (1981), Chell (1985)
and Harre (1979). The main criticisms have been as follows:

e People do not necessarily express the same trait across different situations or even
the same trait in the same situation. Different people may exhibit consistency in
some traits and considerable variability in others.

e C(lassical trait theory as formulated by Cattell (1963) assumes that the manifesta-
tion of trait behaviour is independent of the situations and the persons with
whom the individual is interacting — this assumption is questionable, given that
trait behaviour usually manifests itself in response to specific situations.

e Trait attributions are a product of language — they are devices for speaking about
people and are not generally described in terms of behaviour.

Type theories of personality

Type theory identifies a number of types of personality that can be used to categorize
people and may form the basis of a personality test. The types may be linked to
descriptions of various traits.
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One of the most widely used type theories is that of Jung (1923). He identified four
major preferences of people:

e relating to other people — extraversion or introversion;

e gathering information — sensing (dealing with facts that can be objectively veri-
fied) or intuitive (generating information through insight);

e using information — thinking (emphasizing logical analysis as the basis for deci-
sion-making) or feeling (making decisions based on internal values and beliefs);

e making decisions — perceiving (collecting all the relevant information before
making a decision) or judging (resolving the issue without waiting for a large
quantity of data).

This theory of personality forms the basis of personality tests such as the Myers-
Briggs Types Indicator.

Eysenck (1953) identified three personality traits: extroversion/introversion,
neuroticism and psychoticism, and classified people as stable or unstable extroverts
or introverts. For example, a stable introvert is passive, careful, controlled and
thoughtful, while a stable extrovert is lively, outgoing, responsive and sociable.

As Makin et al (1996) comment, studies using types to predict work-related behav-
iours are less common and may be difficult to interpret: ‘In general it would be fair to
say that their level of predictability is similar to that for trait measures.’

The influence of background

Individual differences may be a function of people’s background, which will include
the environment and culture in which they have been brought up and now exist.
Levinson (1978) suggested that ‘individual life structure” is shaped by three types of
external event:

e the socio-cultural environment;

the roles they play and the relationships they have;

e the opportunities and constraints that enable or inhibit them to express and
develop their personality.

Ditferences arising from gender, race or disability

It is futile, dangerous and invidious to make assumptions about inherent differences
between people because of their sex, race or degree of disability. If there are differ-
ences in behaviour at work, these are more likely to arise from environmental and
cultural factors than from differences in fundamental personal characteristics. The
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work environment undoubtedly influences feelings and behaviour for each of these
categories. Research cited by Arnold et al (1991) established that working women
as a whole ‘experienced more daily stress, marital dissatisfaction, and ageing worries,
and were less likely to show overt anger than either housewives or men’. Ethnic
minorities may find that the selection process is biased against them, promotion
prospects are low and that they are subject to other overt or subtle forms of discrimi-
nation. The behaviour of people with disabilities can also be affected by the fact
that they are not given equal opportunities. There is, of course, legislation against
discrimination in each of those areas but this cannot prevent the more covert forms of
prejudice.

ATTITUDES

An attitude can broadly be defined as a settled mode of thinking. Attitudes are evalu-
ative. As described by Makin et al (1996), ‘Any attitude contains an assessment of
whether the object to which it refers is liked or disliked.” Attitudes are developed
through experience but they are less stable than traits and can change as new experi-
ences are gained or influences absorbed. Within organizations they are affected by
cultural factors (values and norms), the behaviour of management (management
style), policies such as those concerned with pay, recognition, promotion and the
quality of working life, and the influence of the ‘reference group’ (the group with
whom people identify).

INFLUENCES ON BEHAVIOUR AT WORK

Factors affecting behaviour

Behaviour at work is dependent on both the personal characteristics of individuals
(personality and attitudes) and the situation in which they are working. These factors
interact, and this theory of behaviour is sometimes called interactionism. It is because
of this process of interaction and because there are so many variables in personal
characteristics and situations that behaviour is difficult to analyse and predict. It is
generally assumed that attitudes determine behaviour, but there is not such a direct
link as most people suppose. As Arnold et al (1991) comment, research evidence has
shown that: ‘People’s avowed feelings and beliefs about someone or something
seemed only loosely related to how they behaved towards it.”

Behaviour will be influenced by the perceptions of individuals about the situation
they are in. The term psychological climate has been coined by James and Sells (1981) to
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describe how people’s perceptions of the situation give it psychological significance
and meaning. They suggested that the key environmental variables are:

e role characteristics such as role ambiguity and conflict (see the last section in this
chapter);

job characteristics such as autonomy and challenge;

leader behaviours, including goal emphasis and work facilitation;

work group characteristics, including cooperation and friendliness;
organizational policies that directly affect individuals, such as the reward system.

ATTRIBUTION THEORY — HOW WE MAKE JUDGEMENTS
ABOUT PEOPLE

The ways in which we perceive and make judgements about people at work are
explained by attribution theory, which concerns the assignment of causes to events.
We make an attribution when we perceive and describe other people’s actions and try
to discover why they behaved in the way they did. We can also make attributions
about our own behaviour. Heider (1958) has pointed out that: ‘In everyday life we
form ideas about other people and about social situations. We interpret other people’s
actions and we predict what they will do under certain circumstances.’

In attributing causes to people’s actions we distinguish between what is in the
person’s power to achieve and the effect of environmental influence. A personal
cause, whether someone does well or badly, may, for example, be the amount of effort
displayed, while a situational cause may be the extreme difficulty of the task. Kelley
(1967) has suggested that there are four criteria that we apply to decide whether
behaviour is attributable to personal rather than external (situational) causes:

e distinctiveness — the behaviour can be distinguished from the behaviour of other
people in similar situations;

e consensus — if other people agree that the behaviour is governed by some personal
characteristic;

e consistency over time — whether the behaviour is repeated;

e consistency over modality (ie the manner in which things are done) — whether or not
the behaviour is repeated in different situations.

Attribution theory is also concerned with the way in which people attribute success
or failure to themselves. Research by Weiner (1974) and others has indicated that
when people with high achievement needs have been successful, they ascribe this to
internal factors such as ability and effort. High achievers tend to attribute failure to
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lack of effort and not lack of ability. Low achievers tend not to link success with effort
but to ascribe their failures to lack of ability.

ORIENTATION TO WORK

Orientation theory examines the factors that are instrumental, ie serve as a means, in
directing people’s choices about work. An orientation is a central organizing prin-
ciple that underlies people’s attempts to make sense of their lives. In relation to work,
as defined by Guest (1984): “An orientation is a persisting tendency to seek certain
goals and rewards from work which exists independently of the nature of the work
and the work content.” The orientation approach stresses the role of the social envi-
ronment factor as a key factor affecting motivation.

Orientation theory is primarily developed from fieldwork carried out by sociolo-
gists rather than from laboratory work conducted by psychologists. Goldthorpe et al
(1968) studied skilled and semi-skilled workers in Luton, and, in their findings, they
stressed the importance of instrumental orientation, that is, a view of work as a
means to an end, a context in which to earn money to purchase goods and leisure.
According to Goldthorpe, the ‘affluent” worker interviewed by the research team
valued work largely for extrinsic reasons.

In their research carried out with blue-collar workers in Peterborough, Blackburn
and Mann (1979) found a wider range of orientations. They suggested that different
ones could come into play with varying degrees of force in different situations. The
fact that workers, in practice, had little choice about what they did contributed to this
diversity — their orientations were affected by the choice or lack of choice presented to
them and this meant that they might be forced to accept alternative orientations.

But Blackburn and Mann confirmed that pay was a key preference area, the top
preferences being:

pay;

security;

workmates;

intrinsic job satisfaction;
autonomy.

SAEIRC

They commented that: “An obsession with wages clearly emerged... A concern to
minimize unpleasant work was also widespread.” Surprisingly, perhaps, they also
revealed that the most persistent preference of all was for outside work, ‘a fairly clear
desire for a combination of fresh air and freedom’.
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ROLES

When faced with any situation, eg carrying out a job, people have to enact a role in
order to manage that situation. This is sometimes called the ‘situation-act model’. As
described by Chell (1985), the model indicates that: “The person must act within situ-
ations: situations are rule-governed and how a person behaves is often prescribed by
these socially acquired rules. The person thus adopts a suitable role in order to
perform effectively within the situation.”

At work, the term role describes the part to be played by individuals in fulfilling
their job requirements. Roles therefore indicate the specific forms of behaviour
required to carry out a particular task or the group of tasks contained in a position or
job. Work role profiles primarily define the requirements in terms of the ways tasks
are carried out rather than the tasks themselves. They may refer to broad aspects of
behaviour, especially with regard to working with others and styles of management.
A distinction can therefore be made between a job description, which simply lists the
main tasks an individual has to carry out, and a role profile, which is more concerned
with the behavioural aspects of the work and the outcomes the individual in the role
is expected to achieve. The concept of a role emphasizes the fact that people at work
are, in a sense, always acting a part; they are not simply reciting the lines but inter-
preting them in terms of their own perceptions of how they should behave in relation
to the context in which they work, especially with regard to their interactions with
other people and their discretionary behaviour.

Role theory, as formulated by Katz and Kahn (1966) states that the role individuals
occupy at work — and elsewhere — exists in relation to other people — their role set.
These people have expectations about the individuals” role, and if they live up to
these expectations they will have successfully performed the role. Performance in a
role is a product of the situation individuals are in (the organizational context and the
direction or influence exercised from above or elsewhere in the organization) and
their own skills, competences, attitudes and personality. Situational factors are
important, but the role individuals perform can both shape and reflect their personal-
ities. Stress and inadequate performance result when roles are ambiguous, incompat-
ible, or in conflict with one another.

Role ambiguity

When individuals are unclear about what their role is, what is expected of them,
or how they are getting on, they may become insecure or lose confidence in
themselves.
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Role incompatibility

Stress and poor performance may be caused by roles having incompatible elements,
as when there is a clash between what other people expect from the role and what
individuals believe is expected of them.

Role conflict

Role conflict results when, even if roles are clearly defined and there is no incompati-
bility between expectations, individuals have to carry out two antagonistic roles. For
example, conflict can exist between the roles of individuals at work and their roles at
home.

IMPLICATIONS FOR HR SPECIALISTS

The main implications for HR specialists of the factors that affect individuals at work
are as follows:

e Individual differences — when designing jobs, preparing learning programmes,
assessing and counselling staff, developing reward systems and dealing with
grievances and disciplinary problems, it is necessary to remember that all people
are different. This may seem obvious but it is remarkable how many people
ignore it. What fulfils one person may not fulfil another. Abilities, aptitudes and
intelligence differ widely and particular care needs to be taken in fitting the right
people into the right jobs and giving them the right training. Personalities and
attitudes also differ. It is important to focus on how to manage diversity as
described in Chapter 57. This should take account of individual differences,
which will include any issues arising from the employment of women, people
from different ethnic groups, those with disabilities and older people.

e Personalities should not be judged simplistically in terms of stereotyped traits.
People are complex and they change, and account has to be taken of this. The
problem for HR specialists and managers in general is that, while they have to
accept and understand these differences and take full account of them, they have
ultimately to proceed on the basis of fitting them to the requirements of the situa-
tion, which are essentially what the organization needs to achieve. There is
always a limit to the extent to which an organization, which relies on collective
effort to achieve its goals, can adjust itself to the specific needs of individuals. But
the organization has to appreciate that the pressures it makes on people can result
in stress and therefore become counter-productive.
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e Judgements about people (attribution theory) — we all ascribe motives to other
people and attempt to establish the causes of their behaviour. We must be careful,
however, not to make simplistic judgements about causality (ie what has moti-
vated someone’s behaviour) — for ourselves as well as in respect of others — espe-
cially when we are assessing performance.

e Orientation theory — the significance of orientation theory is that it stresses the
importance of the effect of environmental factors on the motivation to work.

e Role theory — role theory helps us to understand the need to clarify with individ-
uals what is expected of them in behavioural and outcome terms and to ensure
when designing roles that they do not contain any incompatible elements. We
must also be aware of the potential for role conflict so that steps can be taken to
minimize stress.
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Motivation

All organizations are concerned with what should be done to achieve sustained high
levels of performance through people. This means giving close attention to how
individuals can best be motivated through such means as incentives, rewards, leader-
ship and, importantly, the work they do and the organization context within which
they carry out that work. The aim is to develop motivation processes and a work
environment that will help to ensure that individuals deliver results in accordance
with the expectations of management.

Motivation theory examines the process of motivation. It explains why people at
work behave in the way they do in terms of their efforts and the directions they are
taking. It describes what organizations can do to encourage people to apply their
efforts and abilities in ways that will further the achievement of the organization’s
goals as well as satisfying their own needs. It is also concerned with job satisfaction —
the factors that create it and its impact on performance.

In understanding and applying motivation theory, the aim is to obtain added value
through people in the sense that the value of their output exceeds the cost of gener-
ating it. This can be achieved through discretionary effort. In most if not all roles there
is scope for individuals to decide how much effort they want to exert. They can do
just enough to get away with it, or they can throw themselves into their work and
deliver added value. Discretionary effort can be a key component in organizational
performance.
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Unfortunately, approaches to motivation are too often underpinned by simplistic
assumptions about how it works. The process of motivation is much more complex
than many people believe. People have different needs, establish different goals to
satisfy those needs and take different actions to achieve those goals. It is wrong to
assume that one approach to motivation fits all. That is why the assumptions under-
lying belief in the virtues of performance-related pay as a means of providing a moti-
vational incentive are simplistic. Motivational practices are most likely to function
effectively if they are based on proper understanding of what is involved. This
chapter therefore covers the following:

the process of motivation;

the various theories of motivation which explain and amplify the basic process;
the practical implications of motivation theory;

job satisfaction.

THE PROCESS OF MOTIVATION

What is motivation? A motive is a reason for doing something. Motivation is
concerned with the factors that influence people to behave in certain ways. The three
components of motivation as listed by Arnold et al (1991) are:

e direction — what a person is trying to do;
e cffort —how hard a person is trying;
e persistence — how long a person keeps on trying.

Motivating other people is about getting them to move in the direction you want
them to go in order to achieve a result. Motivating yourself is about setting the direc-
tion independently and then taking a course of action which will ensure that you get
there. Motivation can be described as goal-directed behaviour. People are motivated
when they expect that a course of action is likely to lead to the attainment of a goal
and a valued reward — one that satisfies their needs.

Well-motivated people are those with clearly defined goals who take action that
they expect will achieve those goals. Such people may be self-motivated, and as long
as this means they are going in the right direction to achieve what they are there to
achieve, then this is the best form of motivation. Most people, however, need to be
motivated to a greater or lesser degree. The organization as a whole can provide the
context within which high levels of motivation can be achieved by providing incen-
tives and rewards, satisfying work, and opportunities for learning and growth. But
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managers still have a major part to play in using their motivating skills to get people
to give of their best, and to make good use of the motivational processes provided by
the organization. To do this it is necessary to understand the process of motivation —
how it works and the different types of motivation that exist.

A needs-related model of the process of motivation is shown in Figure 18.1. This
suggests that motivation is initiated by the conscious or unconscious recognition of
unsatisfied needs. These needs create wants, which are desires to achieve or obtain
something. Goals are then established which it is believed will satisfy these needs and
wants and a behaviour pathway is selected which it is expected will achieve the goal.
If the goal is achieved, the need will be satisfied and the behaviour is likely to be
repeated the next time a similar need emerges. If the goal is not achieved, the same
action is less likely to be repeated. This process of repeating successful behaviour or
actions is called reinforcement or the law of effect (Hull, 1951). It has, however, been
criticised by Allport (1954) as ignoring the influence of expectations and therefore
constituting ‘hedonism of the past’.

establish
goal
need tal_<e
action
attain
goal

Figure 18.1 The process of motivation

TYPES OF MOTIVATION

Motivation at work can take place in two ways. First, people can motivate themselves
by seeking, finding and carrying out work (or being given work) that satisfies their
needs or at least leads them to expect that their goals will be achieved. Secondly,
people can be motivated by management through such methods as pay, promotion,
praise, etc.
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There are two types of motivation as originally identified by Herzberg et al (1957):

e Intrinsic motivation — the self-generated factors that influence people to behave in
a particular way or to move in a particular direction. These factors include
responsibility (feeling that the work is important and having control over one’s
own resources), autonomy (freedom to act), scope to use and develop skills and
abilities, interesting and challenging work and opportunities for advancement.

e [Extrinsic motivation — what is done to or for people to motivate them. This includes
rewards, such as increased pay, praise, or promotion, and punishments, such as
disciplinary action, withholding pay, or criticism.

Extrinsic motivators can have an immediate and powerful effect, but it will not neces-
sarily last long. The intrinsic motivators, which are concerned with the ‘quality of
working life’ (a phrase and movement that emerged from this concept), are likely to
have a deeper and longer-term effect because they are inherent in individuals and not
imposed from outside.

MOTIVATION THEORY

Approaches to motivation are underpinned by motivation theory. The most influen-
tial theories are classified as follows:

e Instrumentality theory, which states that rewards or punishments (carrots or sticks)
serve as the means of ensuring that people behave or act in desired ways.

e Content theory, which focuses on the content of motivation. It states that motiva-
tion is essentially about taking action to satisfy needs, and identifies the main
needs that influence behaviour. Needs theory was originated by Maslow (1954),
and in their two-factor model, Herzberg et al (1957) listed needs which they
termed ‘satisfiers’.

e Process theory, which focuses on the psychological processes which affect motiva-
tion, by reference to expectations (Vroom, 1964), goals (Latham and Locke, 1979)
and perceptions of equity (Adams, 1965).

These are summarized in Table 18.1 on page 256.

INSTRUMENTALITY THEORY

‘Instrumentality” is the belief that if we do one thing it will lead to another. In its
crudest form, instrumentality theory states that people only work for money.
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The theory emerged in the second half of the nineteenth century with its emphasis
on the need to rationalize work and on economic outcomes. It assumes that a person
will be motivated to work if rewards and penalties are tied directly to his or
her performance, thus the awards are contingent upon effective performance.
Instrumentality theory has its roots in Taylorism, ie the scientific management
methods of F W Taylor (1911), who wrote: ‘It is impossible, through any long period
of time, to get workmen to work much harder than the average men around them
unless they are assured a large and permanent increase in their pay.’

This theory is based on the principle of reinforcement as influenced by Skinner’s
(1974) concept of conditioning — the theory that people can be ‘conditioned’ to act in
certain ways if they are rewarded for behaving as required. It is also called the law of
effect. Motivation using this approach has been, and still is, widely adopted and can
be successful in some circumstances. But it is based exclusively on a system of
external controls and fails to recognize a number of other human needs. It also fails to
appreciate the fact that the formal control system can be seriously affected by the
informal relationship existing between workers.

CONTENT (NEEDS) THEORY

The basis of this theory is the belief that the content of motivation consists of needs.
An unsatisfied need creates tension and a state of disequilibrium. To restore the
balance, a goal that will satisfy the need is identified, and a behaviour pathway that
will lead to the achievement of the goal is selected. All behaviour is therefore moti-
vated by unsatisfied needs.

Not all needs are equally important for a person at any one time — some may
provide a much more powerful drive towards a goal than others, depending on the
individual’s background and present situation. Complexity is further increased
because there is no simple relationship between needs and goals. The same need can
be satisfied by a number of different goals and the stronger the need and the longer
its duration, the broader the range of possible goals. At the same time, one goal may
satisfy a number of needs — a new car provides transport as well as an opportunity to
impress the neighbours.

Needs theory was developed originally by Maslow (1954), who postulated the
concept of a hierarchy of needs which he believed were fundamental to the person-
ality. Herzberg et al’s (1957) two-factor model (see page 262) cannot strictly be classi-
fied as needs theory but he did identify a number of fundamental needs.
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Table 18.1 Summary of motivation theories

Category Type Theorist(s)| Summary of theory Implications
Instrumentality | Taylorism | Taylor If we do one thing it Basis of crude attempts
leads to another. People | to motivate people by
will be motivated to incentives. Often used
work if rewards and as the implied rationale
punishments are for performance-
directly related to related pay although
their performance this is seldom an
effective motivator
Content Hierarchy |Maslow | A hierarchy of five Focuses attention
(needs) of needs needs exist: on the various needs
theory physiological, that motivate people
safety, social, and the notion that
esteem, self-fulfilment. a satisfied need is no
Needs at a higher longer a motivator.
level only emerge The concept of a
when a lower need hierarchy has no
is satisfied practical significance
Two-factor Satisfiers/ | Herzberg | Two groups of factors Identifies a number of
model dissatisfiers affect job satisfaction: fundamental needs,

(1) those intrinsic to
the job (intrinsic
motivators or

satisfiers) such as
achievement,
recognition, the work
itself, responsibility
and growth; (2) those
extrinsic to the job
(extrinsic motivators or
hygiene factors) such as
pay and working
conditions

ie achievement,
recognition,
advancement,
autonomy and the
work itself. Strongly
influences approaches
to job design (job
enrichment). Drew
attention to the
concept of intrinsic
and extrinsic motivation
and the fact that
intrinsic motivation
mainly derived from the
work itself will have a
longer-lasting effect.
Therefore underpins
the proposition that
reward systems should
provide for both
financial and non-
financial rewards

continued
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Process/ Expectancy | Vroom, Motivation and The key theory
cognitive theory Porter and | performance are informing approaches
theory Lawler influenced by: (1) the to rewards, ie that
perceived link there must be a link
between effort and between effort and
performance, (2) the reward (line of sight),
perceived link the reward should be
between performance achievable and
and outcomes, and should be
(3) the significance worthwhile
(valence) of the
outcome to the person.
Effort (motivation)
depends on the
likelihood that rewards
will follow effort and
that the reward is
worthwhile
Goal Latham Motivation and Provides the rationale
theory and Locke | performance will for performance
improve if people have management
difficult but agreed goals | processes, goal
and receive feedback setting and feedback
Equity Adams People are better Need to develop
theory motivated if treated equitable reward and
equitably employment practices

In addition, Alderfer (1972) developed his ERG theory, which refers to the need for
existence, relatedness and growth. Maslow’s theory has been most influential.

Maslow’s hierarchy of needs

The most famous classification of needs is the one formulated by Maslow (1954). He
suggested that there are five major need categories which apply to people in general,
starting from the fundamental physiological needs and leading through a hierarchy
of safety, social and esteem needs to the need for self-fulfilment, the highest need of
all. Maslow’s hierarchy is as follows:

1. Physiological — the need for oxygen, food, water and sex.
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2. Safety — the need for protection against danger and the deprivation of physiolog-
ical needs.

3. Social — the need for love, affection and acceptance as belonging to a group.

4. Esteem — the need to have a stable, firmly based, high evaluation of oneself (self-
esteem) and to have the respect of others (prestige). These needs may be classi-
fied into two subsidiary sets: first, the desire for achievement, for adequacy, for
confidence in the face of the world, and for independence and freedom, and,
second, the desire for reputation or status defined as respect or esteem from other
people, and manifested by recognition, attention, importance, or appreciation.

5. Self-fulfilment (self-actualization) — the need to develop potentialities and skills, to
become what one believes one is capable of becoming.

Maslow’s theory of motivation states that when a lower need is satisfied, the next
highest becomes dominant and the individual’s attention is turned to satisfying
this higher need. The need for self-fulfilment, however, can never be satisfied. He
said that ‘man is a wanting animal’; only an unsatisfied need can motivate behaviour
and the dominant need is the prime motivator of behaviour. Psychological develop-
ment takes place as people move up the hierarchy of needs, but this is not necessarily
a straightforward progression. The lower needs still exist, even if temporarily
dormant as motivators, and individuals constantly return to previously satisfied
needs.

One of the implications of Maslow’s theory is that the higher-order needs for
esteem and self-fulfilment provide the greatest impetus to motivation — they grow in
strength when they are satisfied, while the lower needs decline in strength on satis-
faction. But the jobs people do will not necessarily satisfy their needs, especially
when they are routine or deskilled.

Maslow’s needs hierarchy has an intuitive appeal and has been very influential.
But it has not been verified by empirical research and it has been criticized for its
apparent rigidity — different people may have different priorities and it is difficult to
accept that people’s needs progress steadily up the hierarchy. In fact, Maslow himself
expressed doubts about the validity of a strictly ordered hierarchy.

PROCESS THEORY

In process theory, the emphasis is on the psychological processes or forces that affect
motivation, as well as on basic needs. It is also known as cognitive theory because it is
concerned with people’s perceptions of their working environment and the ways in
which they interpret and understand it. According to Guest (1992a), process theory
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provides a much more relevant approach to motivation than the theories of Maslow
and Herzberg, which, he suggests, have been shown by extensive research to be
wrong.

Process or cognitive theory can certainly be more useful to managers than needs
theory because it provides more realistic guidance on motivation techniques. The
processes are:

e expectations (expectancy theory);
e goal achievement (goal theory);
e feelings about equity (equity theory).

Expectancy theory

The concept of expectancy was originally contained in the valency—instrumen-
tality—expectancy (VIE) theory which was formulated by Vroom (1964). Valency
stands for value, instrumentality is the belief that if we do one thing it will lead to
another, and expectancy is the probability that action or effort will lead to an out-
come. This concept of expectancy was defined in more detail by Vroom as follows:

Where an individual chooses between alternatives which involve uncertain outcomes, it
seems clear that his behaviour is affected not only by his preferences among these
outcomes but also by the degree to which he believes these outcomes to be possible. An
expectancy is defined as a momentary belief concerning the likelihood that a particular
act will be followed by a particular outcome. Expectancies may be described in terms of
their strength. Maximal strength is indicated by subjective certainty that the act will be
followed by the outcome, while minimal (or zero) strength is indicated by subjective
certainty that the act will not be followed by the outcome.

The strength of expectations may be based on past experiences (reinforcement), but
individuals are frequently presented with new situations — a change in job, payment
system, or working conditions imposed by management — where past experience is
not an adequate guide to the implications of the change. In these circumstances, moti-
vation may be reduced.

Motivation is only likely when a clearly perceived and usable relationship exists
between performance and outcome, and the outcome is seen as a means of satisfying
needs. This explains why extrinsic financial motivation — for example, an incentive or
bonus scheme — works only if the link between effort and reward is clear (in the
words of Lawler (1990) there is a ‘line of sight’) and the value of the reward is worth
the effort. It also explains why intrinsic motivation arising from the work itself can be
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more powerful than extrinsic motivation. Intrinsic motivation outcomes are more
under the control of individuals, who can place greater reliance on their past experi-
ences to indicate the extent to which positive and advantageous results are likely to
be obtained by their behaviour.

This theory was developed by Porter and Lawler (1968) into a model, illustrated in
Figure 18.2, which follows Vroom’s ideas by suggesting that there are two factors
determining the effort people put into their jobs:

1. the value of the rewards to individuals in so far as they satisfy their needs for
security, social esteem, autonomy, and self-actualization;

2. the probability that rewards depend on effort, as perceived by individuals — in
other words, their expectations about the relationships between effort and
reward.

Thus, the greater the value of a set of awards and the higher the probability that
receiving each of these rewards depends upon effort, the greater the effort that will be
put forth in a given situation.

But, as Porter and Lawler emphasize, mere effort is not enough. It has to be effec-
tive effort if it is to produce the desired performance. The two variables additional to
effort which affect task achievement are:

e ability — individual characteristics such as intelligence, manual skills, know-how;

e role perceptions — what the individual wants to do or thinks he or she is required to
do. These are good from the viewpoint of the organization if they correspond
with what it thinks the individual ought to be doing. They are poor if the views of
the individual and the organization do not coincide.

Value of rewards Abilities

Y

i

Effort Performance

Y
\

Y

Probability that
reward depends Role expectations
upon effort

Figure 18.2 Motivation model (Porter and Lawler, 1968)
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Goal theory

Goal theory as developed by Latham and Locke (1979) states that motivation
and performance are higher when individuals are set specific goals, when goals
are difficult but accepted, and when there is a feedback on performance. Participation
in goal setting is important as a means of getting agreement to the setting of
higher goals. Difficult goals must be agreed and their achievement reinforced by
guidance and advice. Finally, feedback is vital in maintaining motivation, particularly
towards the achievement of even higher goals.

Erez and Zidon (1984) emphasized the need for acceptance of and commitment to
goals. They found that, as long as they are agreed, demanding goals lead to better
performance than easy ones. Erez (1977) also emphasized the importance of feed-
back. As Robertson et al (1992) point out:

Goals inform individuals to achieve particular levels of performance, in order for them
to direct and evaluate their actions; while performance feedback allows the individual
to track how well he or she has been doing in relation to the goal, so that, if necessary,
adjustments in effort, direction or possibly task strategies can be made.

Goal theory is in line with the 1960s concept of management by objectives. The latter
approach, however, often failed because it was tackled bureaucratically without
gaining the real support of those involved and, importantly, without ensuring that
managers were aware of the significance of the processes of agreement, reinforcement
and feedback, and were skilled in practising them.

Goal theory, however, plays a key part in the performance management process
which was evolved from the largely discredited management-by-objectives
approach. Performance management is dealt with in Part VII.

Equity theory

Equity theory is concerned with the perceptions people have about how they are
being treated compared with others. To be dealt with equitably is to be treated fairly
in comparison with another group of people (a reference group) or a relevant other
person. Equity involves feelings and perceptions and is always a comparative
process. It is not synonymous with equality, which means treating everyone the same,
since this would be inequitable if they deserve to be treated differently.

Equity theory states, in effect, that people will be better motivated if they are
treated equitably and demotivated if they are treated inequitably. It explains only one
aspect of the process of motivation and job satisfaction, although it may be significant
in terms of morale.
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As suggested by Adams (1965), there are two forms of equity: distributive equity,
which is concerned with the fairness with which people feel they are rewarded in
accordance with their contribution and in comparison with others; and procedural
equity, or procedural justice, which is concerned with the perceptions employees
have about the fairness with which procedures in such areas as performance
appraisal, promotion and discipline are being operated.

Interpersonal factors are closely linked to feelings about procedural fairness. Five
factors that contribute to perceptions of procedural fairness have been identified by
Tyler and Bies (1990). These are:

adequate considerations of an employee’s viewpoint;

suppression of personal bias towards the employee;

applying criteria consistently across employees;

providing early feedback to employees concerning the outcome of decisions;
providing employees with an adequate explanation of the decision made.

SHEIRC .

HERZBERG’S TWO-FACTOR MODEL

The two-factor model of satisfiers and dissatisfiers was developed by Herzberg et al
(1957) following an investigation into the sources of job satisfaction and dissatisfac-
tion of accountants and engineers. It was assumed that people have the capacity to
report accurately the conditions that made them satisfied and dissatisfied with their
jobs. Accordingly, the subjects were asked to tell their interviewers about the times
during which they felt exceptionally good and exceptionally bad about their jobs and
how long their feelings persisted. It was found that the accounts of ‘good’ periods
most frequently concerned the content of the job, particularly achievement, recogni-
tion, advancement, autonomy, responsibility, and the work itself. On the other hand,
accounts of ‘bad’ periods most frequently concerned the context of the job. Company
policy and administration, supervision, salary and working conditions more
frequently appeared in these accounts than in those told about ‘good” periods. The
main implications of this research, according to Herzberg, are that:

The wants of employees divide into two groups. One group revolves around the need to
develop in one’s occupation as a source of personal growth. The second group operates
as an essential base to the first and is associated with fair treatment in compensation,
supervision, working conditions and administrative practices. The fulfilment of the
needs of the second group does not motivate the individual to high levels of job satis-
faction and to extra performance on the job. All we can expect from satisfying this
second group of needs is the prevention of dissatisfaction and poor job performance.
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These groups form the two factors in Herzberg’s model: one consists of the satisfiers
or motivators, because they are seen to be effective in motivating the individual to
superior performance and effort. The other consists of the dissatisfiers, which essen-
tially describe the environment and serve primarily to prevent job dissatisfaction,
while having little effect on positive job attitudes. The latter were named the hygiene
factors in the medical use of the term, meaning preventive and environmental.

Reservations about Herzberg’s theory

Herzberg’s two-factor model has been attacked. The research method has been criti-
cized because no attempt was made to measure the relationship between satisfaction
and performance. It has been suggested that the two-factor nature of the theory is an
inevitable result of the questioning method used by the interviewers. It has also been
suggested that wide and unwarranted inferences have been drawn from small and
specialized samples and that there is no evidence to suggest that the satisfiers do
improve productivity.

In spite of these criticisms (or perhaps because of them, as they are all from acade-
mics), the Herzberg theory continues to thrive; partly because for the layman it is
easy to understand and seems to be based on ‘real-life” rather than academic abstrac-
tion, and partly because it fits in well with the highly respected ideas of Maslow
(1954) and McGregor (1960) in its emphasis on the positive value of the intrinsic moti-
vating factors. It is also in accord with a fundamental belief in the dignity of labour
and the Protestant ethic — that work is good in itself. As a result, Herzberg had
immense influence on the job enrichment movement, which sought to design jobs in
a way that would maximize the opportunities to obtain intrinsic satisfaction from
work and thus improve the quality of working life. His emphasis on the distinction
between intrinsic and extrinsic motivation is also important.

THE RELATIONSHIP BETWEEN MOTIVATION, JOB
SATISFACTION AND MONEY

The basic requirements for job satisfaction may include comparatively higher pay,
an equitable payment system, real opportunities for promotion, considerate and
participative management, a reasonable degree of social interaction at work, inter-
esting and varied tasks and a high degree of autonomy: control over work pace
and work methods. The degree of satisfaction obtained by individuals, however,
depends largely upon their own needs and expectations, and the working environ-
ment.
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JOB SATISFACTION

The term ‘job satisfaction’ refers to the attitudes and feelings people have about their
work. Positive and favourable attitudes towards the job indicate job satisfaction.
Negative and unfavourable attitudes towards the job indicate job dissatisfaction.

Morale is often defined as being equivalent to job satisfaction. Thus Guion (1958)
defines morale as ‘the extent to which an individual’s needs are satisfied and the
extent to which the individual perceives that satisfaction as stemming from his (sic)
total work situation’. Other definitions stress the group aspects of morale. Gilmer
(1961) suggests that morale ‘is a feeling of being accepted by and belonging to a
group of employees through adherence to common goals’. He distinguishes between
morale as a group variable, related to the degree to which group members feel
attracted to their group and desire to remain a member of it, and job attitude as an
individual variable related to the feelings employees have about their job.

Factors affecting job satisfaction

The level of job satisfaction is affected by intrinsic and extrinsic motivating factors,
the quality of supervision, social relationships with the work group and the degree to
which individuals succeed or fail in their work. Purcell et al (2003) believe that discre-
tionary behaviour which helps the firm to be successful is most likely to happen
when employees are well motivated and feel committed to the organization and
when the job gives them high levels of satisfaction. Their research found that the key
factors affecting job satisfaction were career opportunities, job influence, teamwork
and job challenge.

Job satistaction and performance

It is a commonly held and a seemingly not unreasonable belief that an increase in job
satisfaction will result in improved performance. But research has not established any
strongly positive connection between satisfaction and performance. A review of the
extensive literature on this subject by Brayfield and Crockett (1955) concluded that
there was little evidence of any simple or appreciable relationship between employee
attitudes and their performance. An updated review of their analysis by Vroom (1964)
covered 20 studies, in each of which one or more measures of job satisfaction or
employee attitudes was correlated with one or more criteria of performance. The
median correlation of all these studies was 0.14, which is not high enough to suggest
a marked relationship between satisfaction and performance. Brayfield and Crockett
concluded that:
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Productivity is seldom a goal in itself but a means to goal attainment. Therefore we
might expect high satisfaction and high productivity to occur together when productivity
is perceived as a path to certain important goals and when these goals are achieved.
Under such conditions, satisfaction and productivity might be unrelated or even nega-
tively related.

It can be argued that it is not job satisfaction that produces high performance but high
performance that produces job satisfaction, and that a satisfied worker is not neces-
sarily a productive worker and a high producer is not necessarily a satisfied worker.
People are motivated to achieve certain goals and will be satisfied if they achieve
these goals through improved performance. They may be even more satisfied if they
are then rewarded by extrinsic recognition or an intrinsic sense of achievement. This
suggests that performance improvements can be achieved by giving people the
opportunity to perform, ensuring that they have the knowledge and skill required to
perform, and rewarding them by financial or non-financial means when they do
perform. It can also be argued that some people may be complacently satisfied with
their job and will not be inspired to work harder or better. They may find other ways
to satisfy their needs.

Measuring job satisfaction

The level of job satisfaction can be measured by the use of attitude surveys. There are
four methods of conducting them:

1. By the use of structured questionnaires. These can be issued to all or a sample of
employees. The questionnaires may be standardized ones, such as the Brayfield
and Rothe Index of Job Satisfaction, or they may be developed specially for the
organization. The advantage of using standardized questionnaires is that they
have been thoroughly tested and in many cases norms are available against
which results can be compared. Benchmarking can be carried out with other
organizations, possibly using the services provided by the Saratoga Institute.
Additional questions especially relevant to the company can be added to the
standard list. A tailor-made questionnaire can be used to highlight particular
issues, but it may be advisable to obtain professional help from an experienced
psychologist, who can carry out the skilled work of drafting and pilot-testing the
questionnaire and interpreting the results. Questionnaires have the advantage of
being relatively cheap to administer and analyse, especially when there are large
numbers involved. An example of a questionnaire is given in the Appendix.

2. By the use of interviews. These may be ‘open-ended’ or depth interviews in which
the discussion is allowed to range quite freely. Or they may be semi-structured in
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that there is a checklist of points to be covered, although the aim of the inter-
viewer should be to allow discussion to flow around the points so that the frank
and open views of the individual are obtained. Alternatively, and more rarely,
interviews can be highly structured so that they become no more than the spoken
application of a questionnaire. Individual interviews are to be preferred because
they are more likely to be revealing, but they are expensive and time-consuming
and not so easy to analyse. Discussions through ‘focus groups’ (ie groups of
employees convened to focus their attention on particular issues) are a quicker
way of reaching a large number of people, but the results are not so easy to quan-
tify and some people may have difficulty in expressing their views in public.

3. Bya combination of questionnaire and interview. This is the ideal approach because it
combines the quantitative data from the questionnaire with the qualitative data
from the interviews. It is always advisable to accompany questionnaires with
some depth interviews, even if time permits only a limited sample. An alterna-
tive approach is to administer the questionnaire to a group of people and then
discuss the reactions to each question with the group. This ensures that a quanti-
fied analysis is possible but enables the group, or at least some members of it, to
express their feelings more fully.

4. By the use of focus groups. A focus group is a representative sample of employees
whose attitudes and opinions are sought on issues concerning the organization
and their work. The essential features of a focus group are that it is structured,
informed, constructive and confidential.

Assessing results

It is an interesting fact that when people are asked directly if they are satisfied with
their job, many will say that on the whole they are. This can be regardless of the work
being done and in spite of strongly held grievances. The possible reason for this
phenomenon is that while most people are willing to admit to having grievances — in
fact, if invited to complain, they will complain — they may be reluctant to admit, even
to themselves, to being dissatisfied with a job that they have no immediate intention
of leaving. Many employees have become reconciled to their work, even if they do
not like some aspects of it, and have no real desire to do anything else. So they are, in
a sense, satisfied enough to continue, even if they have complaints. Finally, many
people are satisfied with their job overall, although they may grumble about some
aspects of it.

Overall measures of satisfaction do not, therefore, always reveal anything really
interesting. It is more important to look at particular aspects of satisfaction or dissat-
isfaction to decide whether or not anything needs to be done. In these circumstances,
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the questionnaire will indicate only a line to be followed up. It will not provide the
answers, hence the advantage of individual meetings or focus group discussions to
explore in depth any issue raised.

MOTIVATION AND MONEY

Money, in the form of pay or some other sort of remuneration, is the most obvious
extrinsic reward. Money provides the carrot that most people want.

Doubts have been cast by Herzberg et al (1957) on the effectiveness of money
because, they claimed, while the lack of it can cause dissatisfaction, its provision does
not result in lasting satisfaction. There is something in this, especially for people on
fixed salaries or rates of pay who do not benefit directly from an incentive scheme.
They may feel good when they get an increase; apart from the extra money;, it is a
highly tangible form of recognition and an effective means of helping people to feel
that they are valued. But this feeling of euphoria can rapidly die away. Other dissatis-
factions from Herzberg’s list of hygiene factors, such as working conditions or the
quality of management, can loom larger in some people’s minds when they fail to get
the satisfaction they need from the work itself. However, it must be re-emphasized
that different people have different needs and wants and Herzberg’'s two-factor
theory has not been validated. Some will be much more motivated by money than
others. What cannot be assumed is that money motivates everyone in the sameway
and to the same extent. Thus it is naive to think that the introduction of a
performance-related pay (PRP) scheme will miraculously transform everyone over-
night into well-motivated, high-performing individuals.

Nevertheless, money provides the means to achieve a number of different ends. It
is a powerful force because it is linked directly or indirectly to the satisfaction of
many needs. It clearly satisfies basic needs for survival and security, if it is coming in
regularly. It can also satisfy the need for self-esteem (as noted above, it is a visible
mark of appreciation) and status — money can set you in a grade apart from your
fellows and can buy you things they cannot to build up your prestige. Money satisfies
the less desirable but still prevalent drives of acquisitiveness and cupidity.

Money may in itself have no intrinsic meaning, but it acquires significant moti-
vating power because it comes to symbolize so many intangible goals. It acts as a
symbol in different ways for different people, and for the same person at different
times. As noted by Goldthorpe et al (1968) from their research into the ‘affluent
worker’, pay is the dominant factor in the choice of employer and considerations of
pay seem most powerful in binding people to their present job.

Do financial incentives motivate people? The answer is yes, for those people who
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are strongly motivated by money and whose expectations that they will receive a
financial reward are high. But less confident employees may not respond to incen-
tives that they do not expect to achieve. It can also be argued that extrinsic rewards
may erode intrinsic interest — people who work just for money could find their tasks
less pleasurable and may not, therefore, do them so well. What we do know is that a
multiplicity of factors are involved in performance improvements and many of those
factors are interdependent.

Money can therefore provide positive motivation in the right circumstances, not
only because people need and want money but also because it serves as a highly
tangible means of recognition. It can also be argued that money may be an important
factor in attracting people to organizations and is one of the factors that will influence
their retention. But badly designed and managed pay systems can demotivate.
Another researcher in this area was Jaques (1961), who emphasized the need for such
systems to be perceived as being fair and equitable. In other words, the reward
should be clearly related to effort or level of responsibility and people should not
receive less money than they deserve compared with their fellow workers. Jaques
called this the ‘felt-fair” principle.

MOTIVATION STRATEGIES

The factors that affect motivational strategies and the contribution that HR can make
to achieving higher levels of motivation are summarized in Table 18.2.
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Table 18.2 Motivation strategies

Factors affecting motivation strategies The HR contribution

e The complexity of the process of e Avoid the trap of developing or supporting
motivation means that simplistic strategies that offer prescriptions for motivation
approaches based on instrumentality based on a simplistic view of the process or
theory are unlikely to be successful fail to recognize individual differences

® People are more likely to be motivated | @ Encourage the development of performance

if they work in an environment in management processes which provide
which they are valued for what opportunities to agree expectations and give
they are and what they do. This positive feedback on accomplishments
means paying attention to the basic e Develop reward systems which provide
need for recognition opportunities for both financial and non-

financial rewards to recognize achievements.
Bear in mind, however, that financial rewards
systems are not necessarily appropriate and the
lessons of expectancy, goal and equity theory
need to be taken into account in designing and
operating them

® The need for work which provides e Advise on processes for the design of jobs
people with the means to achieve which take account of the factors affecting the
their goals, a reasonable degree of motivation to work, providing for job enrichment
autonomy, and scope for the use of in the shape of variety, decision-making
skills and competencies should be responsibility and as much control as possible
recognized in carrying out the work

® The need for the opportunity to grow | @ Provide facilities and opportunities for learning
by developing abilities and careers. through such means as personal development
planning processes as well as more formal
training

e Develop career planning processes

e The cultural environment of the e Advise on the development of a culture which
organization in the shape of its values supports processes of valuing and rewarding
and norms will influence the impact employees

of any attempts to motivate people
by direct or indirect means

e Motivation will be enhanced by e Devise competency frameworks which focus
leadership which sets the direction, on leadership qualities and the behaviours
encourages and stimulates expected of managers and team leaders
achievement, and provides support e Ensure that leadership potential is identified
to employees in their efforts to reach through performance management and
goals and improve their performance assessment centres
generally e Provide guidance and training to develop

leadership qualities
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Organizational commitment and
engagement

In this chapter the topics of organizational commitment and job engagement are
examined. They are important because independently or in association with one
another, they can significantly affect organizational performance. But there is some
confusion about their respective meanings, and the chapter starts by examining these.

THE CONCEPTS OF COMMITMENT AND ENGAGEMENT

Commitment and engagement are closely related concepts. In fact, some people use
the terms interchangeably or refer to engagement as an alternative, more up-to-date
and, maybe, a more sophisticated term for commitment. The various definitions
available of commitment and engagement do not help. The Oxford English Dictionary
states that someone is committed when they are morally dedicated (to doctrine or
cause), while someone is engaged when they are employed busily.

The meaning of organizational commitment

As defined by Porter et al (1974), commitment refers to attachment and loyalty. It is
the relative strength of the individual’s identification with, and involvement in, a
particular organization. It consists of three factors:
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1. A strong desire to remain a member of the organization.
A strong belief in, and acceptance of, the values and goals of the organization.
3. Areadiness to exert considerable effort on behalf of the organization.

An alternative, although closely related, definition of commitment emphasizes the
importance of behaviour in creating commitment. As Salancik (1977) put it:
‘Commitment is a state of being in which an individual becomes bound by his (sic)
actions to beliefs that sustain his activities and his own involvement.” Three features
of behaviour are important in binding individuals to their acts: the visibility of the
acts, the extent to which the outcomes are irrevocable, and the degree to which the
person undertakes the action voluntarily. Commitment, according to Salancik, can be
increased and harnessed ‘to obtain support for organizational ends and interests’
through such ploys as participation in decisions about actions.

The meaning of engagement
As defined by Chiumento (2004):

Engagement is a positive, two-way, relationship between an employee and their organi-
zation. Both parties are aware of their own and the other’s needs, and the way they
support each other to fulfil those needs. Engaged employees and organizations will go
the extra mile for each other because they see the mutual benefit of investing in their
relationship.

The Royal Bank of Scotland (2005) defines engagement as the state of emotional and
intellectual commitment to the group and lists its components as satisfaction (how
much I like working here), commitment (how much I want to be here) and perfor-
mance (how much I want to and actually do in achieving results).

The Hay Group, as reported by Thompson (2002), refers to their concept of
‘engaged performance” which is “about understanding why working for a particular
organization is attractive to different kinds of individuals... And which looks at the
hearts and mind reasons why people work for you’.

The Institute of Employment Studies (Bevan et al, 1997) defines engagement as: ‘A
positive attitude held by the employee towards the organization and its values. An
engaged employee is aware of business context, and works closely with colleagues to
improve performance within the job for the benefit of the organization.’

These all overlap with the traditional definition of commitment as being concerned
with attachment to the organization. There is no reason why this should not be the
case — the two concepts are after all closely connected — but there is some value in
distinguishing between commitment to the organization and commitment to the job,
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and treating the former as organizational commitment and the latter as job engage-
ment.

Many people are more committed to their work than the organization that provides
the work, for example researchers in universities or research establishments. Others
take a transient view of their organization as a stepping stone in their career that
provides them with the sort of experience they want but to which they feel no partic-
ular loyalty. If the organization wants people in the latter categories to work harder
and better, it may well want to focus on the work they provide and opportunities for
development they offer and place less emphasis on organizational commitment. If
the organization wants to concentrate more on retention, loyalty and people putting
themselves out for the organization rather than themselves, then policies to encour-
age commitment come to the fore. Best of all, it is recognized that both commitment
and engagement need attention but that different approaches may be necessary
although they can be mutually supportive — increased commitment to the organiza-
tion can produce higher levels of job engagement; more job engagement can increase
commitment to the organization. The rest of this chapter is devoted to exploring both
concepts.

ORGANIZATIONAL COMMITMENT

The concept of organizational commitment plays an important part in HRM philos-
ophy. As Guest (1987) has suggested, HRM policies are designed to ‘maximise orga-
nizational integration, employee commitment, flexibility and quality of work’. The
next five sections of this chapter consider the meaning and significance of organiza-
tional commitment, the problems associated with the concept, factors affecting
commitment, developing a commitment strategy, and measuring commitment.
Organizational commitment is the relative strength of the individual’s identifica-
tion with, and involvement in, a particular organization. It consists of three factors:

e astrong desire to remain a member of the organization;
e astrong belief in, and acceptance of, the values and goals of the organization;
e areadiness to exert considerable effort on behalf of the organization.

An alternative, although closely related, definition of commitment emphasizes the
importance of behaviour in creating commitment. As Salancik (1977) put it,
‘Commitment is a state of being in which an individual becomes bound by his actions
to beliefs that sustain his activities and his own involvement.” Three features of
behaviour are important in binding individuals to their acts: the visibility of the acts,
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the extent to which the outcomes are irrevocable, and the degree to which the person
undertakes the action voluntarily. Commitment, according to Salancik, can be
increased and harnessed ‘to obtain support for organizational ends and interests’
through such ploys as participation in decisions about actions.

The significance of organizational commitment

There have been two schools of thought about commitment. One, the ‘from control to
commitment’ school, was led by Walton (1985a and b), who saw commitment
strategy as a more rewarding approach to human resource management, in contrast
to the traditional control strategy. The other, ‘Japanese/excellence” school, is repre-
sented by writers such as Pascale and Athos (1981) and Peters and Waterman (1982),
who looked at the Japanese model and related the achievement of excellence to
getting the wholehearted commitment of the workforce to the organization.

From control to commitment

The importance of commitment was highlighted by Walton (1985a and b). His theme
was that improved performance would result if the organization moved away from
the traditional control-oriented approach to workforce management, which relies
upon establishing order, exercising control and ‘achieving efficiency in the applica-
tion of the workforce’. He proposed that this approach should be replaced by a
commitment strategy. Workers respond best — and most creatively — not when they
are tightly controlled by management, placed in narrowly defined jobs, and treated
like an unwelcome necessity, but instead when they are given broader responsibili-
ties, encouraged to contribute and helped to achieve satisfaction in their work.
Walton (1985b) suggested that in the new commitment-based approach:

Jobs are designed to be broader than before, to combine planning and implementation,
and to include efforts to upgrade operations, not just to maintain them. Individual
responsibilities are expected to change as conditions change, and teams, not individ-
uals, often are the organizational units accountable for performance. With management
hierarchies relatively flat and differences in status minimized, control and lateral coordi-
nation depend on shared goals. And expertise rather than formal position determines
influence.

Put like this, a commitment strategy may sound idealistic but does not appear to be a
crude attempt to manipulate people to accept management’s values and goals, as
some have suggested. In fact, Walton does not describe it as being instrumental in this
manner. His prescription is for a broad HRM approach to the ways in which people
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are treated, jobs are designed and organizations are managed. He believes that the
aim should be to develop ‘mutuality’, a state that exists when management and
employees are interdependent and both benefit from this interdependency.

The Japanese/excellence school

Attempts made to explain the secret of Japanese business success in the 1970s by such
writers as Ouchi (1981) and Pascale and Athos (1981) led to the theory that the best
way to motivate people is to get their full commitment to the values of the organiza-
tion by leadership and involvement. This might be called the ‘hearts and minds’
approach to motivation, and among other things it popularized such devices as
quality circles.

The baton was taken up by Peters and Waterman (1982) and their imitators later in
the 1980s. This approach to excellence was summed up by Peters and Austin (1985)
when they wrote, again somewhat idealistically, “Trust people and treat them like
adults, enthuse them by lively and imaginative leadership, develop and demonstrate
an obsession for quality, make them feel they own the business, and your workforce
will respond with total commitment.’

Problems with the concept of commitment

A number of commentators have raised questions about the concept of commitment.
These relate to three main problem areas: first, its unitary frame of reference; second,
commitment as an inhibitor of flexibility; and third, whether high commitment does
in practice result in improved organizational performance.

Unitary frame of reference

A comment frequently made about the concept of commitment is that it is too
simplistic in adopting a unitary frame of reference; in other words, it assumes unreal-
istically that an organization consists of people with shared interests. It has been
suggested by people like Cyert and March (1963), Mangham (1979) and Mintzberg
(1983a) that an organization is really a coalition of interest groups, where political
processes are an inevitable part of everyday life. The pluralistic perspective recog-
nizes the legitimacy of different interests and values, and therefore asks the question
‘Commitment to what?” Thus, as Coopey and Hartley (1991) put it, ‘commitment is
not an all-or-nothing affair (though many managers might like it to be) but a question
of multiple or competing commitments for the individual’.

Legge (1989) also raises this question in her discussion of strong culture as a key
requirement of HRM through ‘a shared set of managerially sanctioned values’.
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However, values concerned with performance, quality, service, equal opportunity
and innovation are not necessarily wrong because they are managerial values. But
it is not unreasonable to believe that pursuing a value such as innovation could
work against the interests of employees by, for example, resulting in redundancies.
And it would be quite reasonable for any employee, encouraged to behave in
accordance with a value supported by management, to ask ‘What’s in it for me?’ It
can also be argued that the imposition of management’s values on employees
without their having any part to play in discussing and agreeing them is a form of
coercion.

Commitment and flexibility

It was pointed out by Coopey and Hartley (1991) that ‘The problem for a unitarist
notion of organizational commitment is that it fosters a conformist approach
which not only fails to reflect organizational reality, but can be narrowing and
limiting for the organization.” They argue that if employees are expected and encour-
aged to commit themselves tightly to a single set of values and goals they will not be
able to cope with the ambiguities and uncertainties that are endemic in organiza-
tional life in times of change. Conformity to ‘imposed’ values will inhibit creative
problem solving, and high commitment to present courses of action will increase
both resistance to change and the stress that invariably occurs when change takes
place.

If commitment is related to tightly defined plans then this will become a real
problem. To avoid it, the emphasis should be on overall strategic directions. These
would be communicated to employees with the proviso that changing circumstances
will require their amendment. In the meantime, however, everyone can at least be
informed in general terms where the organization is heading and, more specifically,
the part they are expected to play in helping the organization to get there. And if they
can be involved in the decision making processes on matters that affect them (which
include management’s values for performance, quality and customer service), so
much the better.

Values need not necessarily be restrictive. They can be defined in ways that allow
for freedom of choice within broad guidelines. In fact, the values themselves can refer
to such processes as flexibility, innovation and responsiveness to change. Thus, far
from inhibiting creative problem solving, they can encourage it.

The impact of high commitment

A Dbelief in the positive value of commitment has been confidently expressed by
Walton (1985b): ‘Underlying all these (human resource) policies is a management



Organizational commitment and engagement = 277

philosophy, often embedded in a published statement, that acknowledges the legiti-
mate claims of a company’s multiple stakeholders — owners, employees, customers
and the public. At the centre of this philosophy is a belief that eliciting employee
commitment will lead to enhanced performance. The evidence shows this belief to be
well founded.” However, a review by Guest (1991) of the mainly North American
literature, reinforced by the limited UK research available, led him to the conclusion
that ‘High organizational commitment is associated with lower labour turnover and
absence, but there is no clear link to performance.”

It is probably wise not to expect too much from commitment as a means of making
a direct and immediate impact on performance. It is not the same as motivation.
Commitment is a wider concept, and tends to be more stable over a period of time
and less responsive to transitory aspects of an employee’s job, hence the importance
of the concept of job engagement, which is immediate. It is possible to be dissatisfied
with a particular feature of a job while retaining a reasonably high level of commit-
ment to the organization as a whole.

In relating commitment to motivation it is useful to distinguish, as do Buchanan
and Huczynski (1985), three perspectives:

e The goals towards which people aim. From this perspective, goals such as the
good of the company, or effective performance at work, may provide a degree of
motivation for some employees, who could be regarded as committed in so far as
they feel they own the goals.

e The process by which goals and objectives at work are selected, which is quite
distinct from the way in which commitment arises within individuals.

e The social process of motivating others to perform effectively. From this view-
point, strategies aimed at increasing motivation also affect commitment. It may be
true to say that, where commitment is present, motivation is likely to be strong,
particularly if a long term view is taken of effective performance.

It is reasonable to believe that strong commitment to work is likely to result in consci-
entious and self-directed application to do the job, regular attendance, nominal
supervision and a high level of effort. Commitment to the organization will certainly
be related to the intention to stay — in other words, loyalty to the company.

Factors affecting commitment

Kochan and Dyer (1993) have indicated that the factors affecting the level of commit-
ment in what they call mutual commitment firms are as follows:
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e Strategic level:

— supportive business strategies;

— top management value commitment;

— effective voice for HR in strategy making and governance.
e Functional (human resource policy) level:

— staffing based on employment stabilization;

— investment in training and development;

— contingent compensation that reinforces cooperation, participation and

contribution.

e Workplace level:

— selection based on high standards’

— broad task design and teamwork’

— employee involvement in problem solving’

— climate of cooperation and trust.

The research carried out by Purcell et al (2003) established that the key policy and
practice factors influencing levels of commitment were:

received training last year;

are satisfied with career opportunities;

are satisfied with the performance appraisal system;

think managers are good in people management (leadership);
find their work challenging;

think their form helps them achieve a work-life balance;

are satisfied with communication or company performance.

Developing a commitment strategy

A commitment strategy will be based on the high commitment model described in
Chapter 7. It will aim to develop commitment using, as appropriate, approaches such
as those described below. When formulating the strategy, account should be taken of
the reservations expressed earlier in this chapter, and too much should not be
expected from it. The aim will be to increase identification with the organization,
develop feelings of loyalty among its employees, provide a context within which
motivation and therefore performance will increase, and reduce employee turnover.

Steps to create commitment will be concerned with both strategic goals and values.
They may include initiatives to increase involvement and ‘ownership’, communica-
tion, leadership development, developing a sense of excitement in the job, and devel-
oping various HR policy and practice initiatives.
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Developing ownership

A sense of belonging is enhanced if there is a feeling of ‘ownership” among
employees, not just in the literal sense of owning shares (although this can help) but
in the sense of believing they are genuinely accepted by management as key stake-
holders in the organization. This concept of ‘ownership’ extends to participating in
decisions on new developments and changes in working practices that affect the indi-
viduals concerned. They should be involved in making those decisions, and feel that
their ideas have been listened to and that they have contributed to the outcome.

Communication programmes

It may seem to be strikingly obvious that commitment will only be gained if people
understand what they are expected to commit to, but managements too often fail to
pay sufficient attention to delivering the message in terms that recognize that the
frame of reference for those who receive it is likely to be quite different from their
own. Management’s expectations will not necessarily coincide with those of
employees. Pluralism prevails. And in delivering the message, the use of different
and complementary channels of communication such as newsletters, briefing groups,
videos and notice boards is often neglected.

Leadership development

Commitment is enhanced if managers can gain the confidence and respect of their
teams, and development programmes to improve the quality of leadership should
form an important part of any strategy for increasing commitment. Management
training can also be focused on increasing the competence of managers in specific
areas of their responsibility for gaining commitment, such as performance manage-
ment.

INFLUENCES ON COMMITMENT AND EMPLOYEE
SATISFACTION

An IRS survey (IRS, 2004) established that the following were the top five influences
on employee satisfaction and commitment and employee satisfaction:

1. Relationship with manager — 63 per cent.
2. Relationship with colleagues — 60 per cent.
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3.
4.
5.

Quality of line management — 62 per cent.
Recognition of contribution — 56 per cent.
Leadership: visibility and confidence — 55 per cent.

The survey also obtained examples from organizations of what they were doing to
increase commitment:

Bacardi-Martini — focus groups, team briefings, consultation with union, joint
consultative committee, attitude surveys, road shows.

Eversheds — ‘have your say’ communication sessions involving all employees,
key business discussions.

Lefarge Cement — joint partnership training courses with managers and trade
union representatives, regular business updates, bonus scheme linked to jointly
agreed performance indicators, team development workshops.

North Herts District Council — introduction of staff consultation forums, new
policies for complaints resolution and dignity at work.

West Bromwich Building Society — various focus groups, social club, away-days
by department.

Yorkshire Water — active and comprehensive communications, involvement in
business planning, face-to-face meetings with directors, consultation on change,
celebration of business success, rewards and recognition.

Developing HR practices that enhance organizational commitment

The policies and practices that may contribute to the increase of commitment are
training, career planning, performance management, work-life balance policies and
job design.

The HR function can play a major part in developing a high commitment organiza-

tion. The ten steps it can take are:

Advise on methods of communicating the values and aims of management and
the achievements of the organization, so that employees are more likely to iden-
tify with it as one they are proud to work for.

Emphasize to management that commitment is a two-way process; employees
cannot be expected to be committed to the organization unless management
demonstrates that it is committed to them and recognizes their contribution as
stakeholders.

Impress on management the need to develop a climate of trust by being honest
with people, treating them fairly, justly and consistently, keeping its word, and
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showing willingness to listen to the comments and suggestions made by
employees during processes of consultation and participation.

Develop a positive psychological contract (see Chapter 16) by treating people as
stakeholders, relying on consensus and cooperation rather than control and coer-
cion, and focusing on the provision of opportunities for learning, development
and career progression.

Advise on and assist in the establishment of partnership agreements with trade
unions which emphasize unity of purpose, common approaches to working
together and the importance of giving employees a voice in matters that concern
them.

Recommend and take part in the achievement of single status for all employees
(often included in a partnership agreement) so that there is no longer an “us and
them’ culture.

Encourage management to declare a policy of employment security, and ensure
that steps are taken to avoid involuntary redundancies.

Develop performance management processes that provide for the alignment of
organizational and individual objectives.

Advise on means of increasing employee identification with the company
through rewards related to organizational performance (profit sharing or gain-
sharing) or employee share ownership schemes.

Develop ‘job engagement’ (identification of employees with the job they are
doing) through job design processes that aim to create higher levels of job satis-
faction (job enrichment).

ENGAGEMENT

Engagement takes place when people are committed to their work. They are inter-
ested, indeed excited, about what they do. Job engagement can exist even when
individuals are not committed to the organization, except in so far as it gives them the
opportunity and scope to perform and to develop their skills and potential. They may
be more attached to the type of work they carry out than to the organization that
provides that work, especially if they are knowledge workers.

Enhancing job engagement starts with job design or ‘role development’ as

discussed in Chapter 23. This will focus on the provision of:

interest and challenge — the degree to which the work is interesting in itself and
creates demanding goals to people;

variety — the extent to which the activities in the job call for a selection of skills and
abilities;



282  Organizational behaviour

e autonomy — the freedom and independence the job holder has, including discre-
tion to make decisions, exercise choice, schedule the work and decide on the
procedures to carry it out, and the job holder’s personal responsibility for

outcomes;

e task identity — the degree to which the job requires completion of a whole and

identifiable piece of work;

e task significance — the extent to which the job contributes to a significant end result

and has a substantial impact on the lives and work of other people.

All these factors are affected by the organization structure, the system of work and
the quality of leadership. The latter is vital. The degree to which jobs provide variety,
autonomy, task identity and task significance depends more on the way in which job
holders are managed and led than any formal process of job design. Managers and
team leaders often have considerable discretion on how they allocate work, and the
extent to which they delegate. They can provide feedback that recognizes the contri-

bution of people, and they can spell out the significance of the work they do.

The Hay Group has developed a model for what they call ‘engaged performance’,

which is made up of six elements, and is summarized in Table 19.1.

Table 19.1 The Hay Group model of engaged performance

1 Inspiration/values
reputation of organization
organizational values and behaviours
quality of leadership
risk sharing
recognition
communication

4 Tangible rewards
competitive pay
good benefits
incentives for higher performance
ownership potential
recognition awards
fairness of reward

2 Quality of work
perception of the value of the work
challenge/interest
opportunities for achievement
freedom and autonomy
workload
quality of work relationship

5  Work-life balance
supportive environment
recognition of life cycle needs/flexibility
security of income
social support

3 Enabling environment
physical environment
tools and equipment
job training (current position)
information and processes
safety/personal security

6 Future growth/opportunity
learning and development beyond
current job
career advancement opportunities
performance improvement and
feedback
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How organizations function

BASIC CONSIDERATIONS

The two factors that determine how an organization functions in relation to its
internal and external environment are its structure and the processes that operate
within it. Organizations are also affected by the culture they develop, that is, the
values and norms that affect behaviour (see Chapter 21).

Much has been written to explain how organizations function and the first part of
this chapter summarizes the various theories of organization. These theories provide
the background to the last three sections of the chapter which deal with organization
structure, types of organizations and organizational processes.

ORGANIZATION THEORIES

The classical school

The classical or scientific management school, as represented by Fayol (1916), Taylor
(1911) and Urwick (1947), believed in control, order and formality. Organizations
need to minimize the opportunity for unfortunate and uncontrollable informal rela-
tions, leaving room only for the formal ones.
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The bureaucratic model

The bureaucratic model of organization as described by Perrow (1980) is a way of
expressing how organizations function as machines and can therefore be associated
with some of the ideas generated by the classical school. It is based on the work of
Max Weber (1946) who coined the term ‘bureaucracy’ as a label for a type of formal
organization in which impersonality and rationality are developed to the highest
degree. Bureaucracy, as he conceived it, was the most efficient form of organization
because it is coldly logical and because personalized relationships and non-rational,
emotional considerations do not get in its way.

The human relations school

The classical, and by implication, the bureaucratic model were first challenged by
Barnard (1938). He emphasized the importance of the informal organization — the
network of informal roles and relationships which, for better or worse, strongly
influences the way the formal structure operates. He wrote: ‘Formal organizations
come out of and are necessary to informal organizations: but when formal organiza-
tions come into operation, they create and require informal organizations.” More
recently, Child (1977) has pointed out that it is misleading to talk about a clear
distinction between the formal and the informal organization. Formality and infor-
mality can be designed into structure.

Roethlisberger and Dickson (1939) reported on the Hawthorne studies — which
highlighted the importance of informal groups and decent, humane leadership.

The behavioural science school

In the 1960s the focus shifted completely to the behaviour of people in organizations.
Behavioural scientists such as Argyris (1957), Herzberg et al (1957), McGregor (1960)
and Likert (1961) adopted a humanistic point of view which is concerned with what
people can contribute and how they can best be motivated.

e Argyris believed that individuals should be given the opportunity to feel that they
have a high degree of control over setting their own goals and over defining the
paths to these goals.

e Herzberg suggested that improvements in organization design must centre on the
individual job as the positive source of motivation. If individuals feel that the job
is stretching them, they will be moved to perform it well.

e McGregor developed his theory of integration (theory Y) which emphasizes the
importance of recognizing the needs of both the organization and the individual
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and creating conditions that will reconcile these needs so that members of the
organization can work together for its success and share in its rewards.

e Likert stated that effective organizations function by means of supportive relation-
ships which, if fostered, will build and maintain people’s sense of personal worth
and importance.

The concepts of these and other behavioural scientists provided the impetus for the
organization development (OD) movement as described in Chapter 22.

The systems school

Another important insight into how organizations function was provided by Miller
and Rice (1967) who stated that organizations should be treated as open systems
which are continually dependent upon and influenced by their environments. The
basic characteristic of the enterprise as an open system is that it transforms inputs
into outputs within its environment.

As Katz and Kahn (1966) wrote: ‘Systems theory is basically concerned with prob-
lems of relationship, of structure and of interdependence.” As a result, there is a
considerable emphasis on the concept of transactions across boundaries — between
the system and its environment and between the different parts of the system. This
open and dynamic approach avoided the error of the classical, bureaucratic and
human relations theorists, who thought of organizations as closed systems and
analysed their problems with reference to their internal structures and processes of
interaction, without taking account either of external influences and the changes they
impose or of the technology in the organization.

The socio-technical model

The concept of the organization as a system was extended by the Tavistock Institute
researchers into the socio-technical model of organizations. The basic principle of this
model is that in any system of organization, technical or task aspects are interrelated
with the human or social aspects. The emphasis is on interrelationships between, on
the one hand, the technical processes of transformation carried out within the
organization, and, on the other, the organization of work groups and the manage-
ment structures of the enterprise. This approach avoided the humanistic generaliza-
tions of the behavioural scientists without falling into the trap of treating the
organization as a machine.
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The contingency school

The contingency school consists of writers such as Burns and Stalker (1961),
Woodward (1965) and Lawrence and Lorsch (1976) who have analysed a variety of
organizations and concluded that their structures and methods of operation are a
function of the circumstances in which they exist. They do not subscribe to the view
that there is one best way of designing an organization or that simplistic classifica-
tions of organizations as formal or informal, bureaucratic or non-bureaucratic are
helpful. They are against those who see organizations as mutually opposed social
systems (what Burns and Stalker refer to as the ‘Manichean world of the Hawthorne
studies’) that set up formal against informal organizations. They disagree with
those who impose rigid principles of organization irrespective of the technology or
environmental conditions.

More recent contributions to understanding how organizations
function

Kotter (1995) developed the following overall framework for examining organiza-
tions:

e key organizational processes — the major information gathering, communication,
decision-making, matter/energy transporting and matter/energy converting
actions of the organization’s employees and machines;

e external environment — an organization’s ‘task” environment includes suppliers,
markets and competitors; the wider environment includes factors such as public
attitudes, economic and political systems, laws etc;

e employees and other tangible assets — people, plant, and equipment;

e formal organizational requirements — systems designed to regulate the actions of
employees (and machines);

e the social system — culture (values and norms) and relationships between
employees in terms of power, affiliation and trust;

e technology — the major techniques people use while engaged in organizational
processes and that are programmed into machines;

e the dominant coalition — the objectives, strategies, personal characteristics and
internal relationships of those who oversee the organization as a whole and
control its basic policy making.
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Mintzberg (1983b) analysed organizations into five broad types or configurations:

e simple structures, which are dominated by the top of the organization with central-
ized decision making;

e machine bureaucracy, which is characterized by the standardization of work
processes and the extensive reliance on systems;

e professional bureaucracy, where the standardization of skills provides the prime
coordinating mechanism;

e divisionalized structures, in which authority is drawn down from the top and activ-
ities are grouped together into units which are then managed according to their
standardized outputs;

e adhocracies, where power is decentralized selectively to constellations of work that
are free to coordinate within and between themselves by mutual adjustments.

Drucker (1988) points out that organizations have established, through the develop-
ment of new technology and the extended use of knowledge workers, ‘that
whole layers of management neither make decisions nor lead. Instead, their main,
if not their only, function, is to serve as relays — human boosters for the faint,
unfocused signals that pass for communications in the traditional pre-information
organization’.

Pascale (1990) believes that the new organizational paradigm functions as
follows:

e from the image of organizations as machines, with the emphasis on concrete
strategy, structure and systems, to the idea of organizations as organisms, with the
emphasis on the ‘soft’ dimensions - style, staff and shared values;

e from a hierarchical model, with step-by-step problem solving, to a network model,
with parallel nodes of intelligence which surround problems until they are elimi-
nated;

e from the status-driven view that managers think and workers do as they are told,
to a view of managers as ‘facilitators’, with workers empowered to initiate
improvements and change;

e from an emphasis on ‘vertical tasks” within functional units, o an emphasis on
‘horizontal tasks” and collaboration across units;

e fromafocus on ‘content’ and the prescribed use of specific tools and techniques, to
a focus on “process’ and a holistic synthesis of techniques;

e from the military model to a commitment model.

Handy (1989) describes two types of organization: the ‘shamrock’ and the federal.
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The shamrock organization consists of three elements: 1) the core workers (the
central leaf of the shamrock) — professionals, technicians and managers; 2) the
contractual fringe — contract workers; and 3) the flexible labour force consisting of
temporary staff.

The federal organization takes the process of decentralization one stage further by
establishing every key operational, manufacturing or service provision activity as a
distinct, federated unit.

ORGANIZATION STRUCTURE

Each of the members of the various schools was, in effect, commenting on the factors
affecting organization structure as considered below.

Organization structure defined

All organizations have some form of more or less formalized structure which has
been defined by Child (1977) as comprising ‘all the tangible and regularly occurring
features which help to shape their members’ behaviour’. Structures incorporate a
network of roles and relationships and are there to help in the process of ensuring
that collective effort is explicitly organized to achieve specified ends.

Organizations vary in their complexity, but it is always necessary to divide the
overall management task into a variety of activities, to allocate these activities to the
different parts of the organization and to establish means of controlling, coordinating
and integrating them.

The structure of an organization can be regarded as a framework for getting things
done. It consists of units, functions, divisions, departments and formally constituted
work teams into which activities related to particular processes, projects, products,
markets, customers, geographical areas or professional disciplines are grouped
together. The structure indicates who is accountable for directing, coordinating and
carrying out these activities and defines management hierarchies — the ‘chain of
command’ — thus spelling out, broadly, who is responsible to whom for what at each
level in the organization.

Organization charts

Structures are usually described in the form of an organization chart. This places
individuals in boxes that denote their job and their position in the hierarchy and
traces the direct lines of authority (command and control) through the management
hierarchies.
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Organization charts are vertical in their nature and therefore misrepresent reality.
They do not give any indication of the horizontal and diagonal relationships that
exist within the framework between people in different units or departments, and
do not recognize the fact that within any one hierarchy, commands and control infor-
mation do not travel all the way down and up the structure as the chart implies. In
practice, information jumps (especially computer-generated information) and
managers or team leaders will interact with people at levels below those immediately
beneath them.

Organization charts have their uses as means of defining — simplistically — who
does what and hierarchical lines of authority. But even if backed up by organization
manuals (which no one reads and which are, in any case, out of date as soon as they
are produced), they cannot convey how the organization really works. They may, for
example, lead to definitions of jobs — what people are expected to do — but they
cannot convey the roles these people carry out in the organization; the parts they play
in interacting with others and the ways in which, like actors, they interpret the parts
they are given.

TYPES OF ORGANIZATION

The basic types of organization are described below.

Line and staff

The line and staff organization was the type favoured by the classical theorists.
Although the term is not so much used today, except when referring to line managers,
it still describes many structures. The line hierarchy in the structure consists of func-
tions and managers who are directly concerned in achieving the primary purposes of
the organization, for example manufacturing and selling or directing the organiza-
tion as a whole. ‘Staff’ in functions such as finance, personnel and engineering
provide services to the line to enable them to get on with their job.

Divisionalized organizations

The process of divisionalization, as first described by Sloan (1963) on the basis of
his experience in running General Motors, involves structuring the organization
into separate divisions, each concerned with discrete manufacturing, sales, dis-
tribution or service functions, or with serving a particular market. At group head-
quarters, functional departments may exist in such areas as finance, planning,
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personnel, legal and engineering to provide services to the divisions and, impor-
tantly, to exercise a degree of functional control over their activities. The amount of
control exercised will depend on the extent to which the organization has decided to
decentralize authority to strategic business units positioned close to the markets they
serve.

Decentralized organizations

Some organizations, especially conglomerates, decentralize most of their activities
and retain only a skeleton headquarters staff to deal with financial control matters,
strategic planning, legal issues and sometimes, but not always, personnel issues,
especially those concerned with senior management on an across the group basis
(recruitment, development and remuneration).

Matrix organizations

Matrix organizations are project based. Development, design or construction projects
will be controlled by project directors or managers, or, in the case of a consultancy,
assignments will be conducted by project leaders. Project managers will have no
permanent staff except, possibly, some administrative/secretarial support. They will
draw the members of their project teams from discipline groups, each of which will
be headed up by a director or manager who is responsible on a continuing basis for
resourcing the group, developing and managing its members and ensuring that they
are assigned as fully as possible to project teams. These individuals are assigned to a
project team and they will be responsible to the team leader for delivering the
required results, but they will continue to be accountable generally to the head of
their discipline for their overall performance and contribution.

Flexible organizations

Flexible organizations may conform broadly to the Mintzberg (1983b) category of an
adhocracy in the sense that they are capable of adapting quickly to new demands and
operate fluidly. They may be organized along the lines of Handy’s (1989) ‘shamrock’
with core workers carrying out the fundamental and continuing activities of the orga-
nization and contract workers and temporary staff being employed as required. This
is also called a core-periphery organization. An organization may adopt a policy of
numerical flexibility, which means that the number of employees can be quickly
increased or decreased in line with changes in activity levels. The different types of
flexibility as defined by Atkinson (1984) are described in Chapter 14.
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The process-based organization

A process-based organization is one in which the focus is on horizontal processes that
cut across organizational boundaries. Traditional organization structures consist of a
range of functions operating semi-independently and each with its own, usually
extended, management hierarchy. Functions acted as vertical ‘chimneys” with bound-
aries between what they did and what happened next door. Continuity of work
between functions and the coordination of activities were prejudiced. Attention was
focused on vertical relationships and authority-based management — the ‘command
and control” structure. Horizontal processes received relatively little attention. It was,
for example, not recognized that meeting the needs of customers by systems of order
processing could only be carried out satisfactorily if the flow of work from sales
through manufacturing to distribution was treated as a continuous process and not as
three distinct parcels of activity. Another horizontal process that drew attention to the
need to reconsider how organizations should be structured was total quality. This is
not a top-down system. It cuts across the boundaries separating organizational units
to ensure that quality is built into the organization’s products and services. Business
process re-engineering exercises have also demonstrated the need for
businesses to integrate functionally separated tasks into unified horizontal work
processes.
The result, as indicated by Ghoshal and Bartlett (1993), has been that:

... managers are beginning to deal with their organizations in different ways. Rather than
seeing them as a hierarchy of static roles, they think of them as a portfolio of dynamic
processes. They see core organizational processes that overlay and often dominate the
vertical, authority-based processes of the hierarchical structure.

In a process-based organization there will still be designated functions for, say,
manufacturing, sales and distribution. But the emphasis will be on how these areas
work together on multi-functional projects to deal with new demands such as
product/market development. Teams will jointly consider ways of responding to
customer requirements. Quality and continuous improvement will be regarded as a
common responsibility shared between managers and staff from each function. The
overriding objective will be to maintain a smooth flow of work between functions
and to achieve synergy by pooling resources from different functions in task forces or
project teams.
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ORGANIZATIONAL PROCESSES

The structure of an organization as described in an organization chart does not give
any real indication of how it functions. To understand this, it is necessary to consider
the various processes that take place within the structural framework: those of group
behaviour, teamwork, leadership, power, politics and conflict, interaction and
networking and communications.

Group behaviour

Organizations consist of groups of people working together. Interactions take place
within and between groups and the degree to which these processes are formalized
varies according to the organizational context. To understand and influence organiza-
tional behaviour, it is necessary to appreciate how groups behave. In particular, this
means considering the nature of:

formal and informal groups;

the processes that take place within groups;

channels of communication;

task and maintenance functions;

group ideology and cohesion;

the concept of a reference group and its impact on group members;
the factors that make for group effectiveness;

the stages of group development;

group identification.

Formal groups

Formal groups are set up by organizations to achieve a defined purpose. People are
brought together with the necessary skills to carry out the tasks and a system
exists for directing, coordinating and controlling the group’s activities. The structure,
composition and size of the group will depend largely on the nature of the task,
although tradition, organizational culture and management style may exert consider-
able influence. The more routine or clearly defined the task is, the more structured the
group will be. In a highly structured group the leader will have a positive role and
may well adopt an authoritarian style. The role of each member of the group will be
precise and a hierarchy of authority is likely to exist. The more ambiguous the task,
the more difficult it will be to structure the group. The leader’s role is more likely to
be supportive — he or she will tend to concentrate on encouragement and coordina-
tion rather than on issuing orders. The group will operate in a more democratic way
and individual roles will be fluid and less clearly defined.
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Informal groups

Informal groups are set up by people in organizations who have some affinity for one
another. It could be said that formal groups satisfy the needs of the organization
while informal groups satisfy the needs of their members. One of the main aims of
organization design and development should be to ensure, so far as possible, that the
basis upon which activities are grouped together and the way in which groups are
allowed or encouraged to behave satisfy both these needs. The values and norms
established by informal groups can work against the organization. This was first
clearly established in the Hawthorne studies, which revealed that groups could
regulate their own behaviour and output levels irrespective of what management
wanted. An understanding of the processes that take place within groups can,
however, help to make them work for, rather than against, what the organization
needs.

Group processes

As mentioned above, the way in which groups function is affected by the task and by
the norms in the organization. An additional factor is size. There is a greater diversity
of talent, skills and knowledge in a large group, but individuals find it more difficult
to make their presence felt. According to Handy (1981), for best participation and for
highest all-round involvement, the optimum size is between five and seven. But to
achieve the requisite breadth of knowledge the group may have to be considerably
larger, and this makes greater demands on the skills of the leader in getting participa-
tion. The term ‘group dynamics’ is sometimes used loosely to describe the ways in
which group members interact, but properly it refers to the work of Lewin (1947).
This was mainly concerned with the improvement of group processes through
various forms of training, eg T-groups, team building and interactive skills training.
The main processes that take place in groups as described below are interaction, task
and maintenance functions, group ideology, group cohesion, group development and
identification.

Channels of communication

Three basic channels of communication within groups were identified by Leavitt
(1951) and are illustrated in Figure 20.1.
The characteristics of these different groups are as follows:

e  Wheel groups, where the task is straightforward, work faster, need fewer messages
to solve problems and make fewer errors than circle groups, but they are inflex-
ible if the task changes.
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Wheel Circle All-channel

Figure 20.1 Channels of communication within groups

e Circle groups are faster in solving complex problems than wheel groups.
e All-channel groups are the most flexible and function well in complex, open-ended
situations.

The level of satisfaction for individuals is lowest in the circle group, fairly high in the
all-channel group and mixed in the wheel group, where the leader is more satisfied
than the outlying members.

Task and maintenance functions

The following functions need to be carried out in groups:

e task — initiating, information seeking, diagnosing, opinion-seeking, evaluating,
decision-managing;

e maintenance — encouraging, compromising, peace-keeping, clarifying, summa-
rizing, standard-setting.

It is the job of the group leader or leaders to ensure that these functions operate effec-
tively. Leaderless groups can work, but only in special circumstances. A leader is
almost essential — whether official or self-appointed. The style adopted by a leader
affects the way the group operates. If the leader is respected, this will increase group
cohesiveness and its ability to get things done. An inappropriately authoritarian style
creates tension and resentment. An over-permissive style means that respect for the
leader diminishes and the group does not function so effectively.
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Group ideology

In the course of interacting and carrying out its task and maintenance functions, the
group develops an ideology which affects the attitudes and actions of its members
and the degree of satisfaction which they feel.

Group cohesion

If the group ideology is strong and individual members identify closely with the
group, it will become increasingly cohesive. Group norms or implicit rules will be
evolved, which define what is acceptable behaviour and what is not. The impact of
group cohesion can, however, result in negative as well as positive results. Janis’s
(1972) study of the decision-making processes of US foreign policy groups estab-
lished that a cohesive group of individuals, sharing a common fate, exerts a strong
pressure towards conformity. He coined the term ‘group think’ to describe the exag-
geration of irrational tendencies that appears to occur in groups and argued that a
group setting can magnify weakness of judgement.

To be ‘one of us’ is not always a good thing in management circles. A sturdy spirit
of independence, even a maverick tendency, may be more conducive to correct deci-
sion-making. Team-working is a good thing, but so is flexibility and independent
judgement. These need not be incompatible with team membership, but could be if
there is too much emphasis on cohesion and conformity within the group.

Reference group

A reference group consists of the group of people with whom an individual identifies.
This means that the group’s norms are accepted and if in doubt about what to do or
say, reference is made to these norms or to other group members before action is
taken. Most people in organizations belong to a reference group and this can signifi-
cantly affect the ways in which they behave.

Impact on group members

The reference group will also affect individual behaviour. This may be through overt
pressure to conform or by more subtle processes. Acceptance of group norms
commonly goes through two stages — compliance and internalization. Initially, a
group member complies in order not to be rejected by the group, although he or she
may behave differently when away from the group. Progressively, however, the
individual accepts the norm whether with the group or not — the group norm has
been internalized. As noted by Chell (1987), pressure on members to conform can
cause problems when:
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e there is incompatibility between a member’s personal goals and those of the
group;

e there is no sense of pride from being a member of the group;

e the member is not fully integrated with the group;

e the price of conformity is too high.

Group development

Tuckman (1965) has identified four stages of group development:

1. forming, when there is anxiety, dependence on the leader and testing to find out
the nature of the situation and the task, and what behaviour is acceptable;

2. storming, where there is conflict, emotional resistance to the demands of the task,
resistance to control and even rebellion against the leader;

3. norming, when group cohesion is developed, norms emerge, views are
exchanged openly, mutual support and cooperation increase and the group
acquires a sense of its identity;

4. performing, when interpersonal problems are resolved, roles are flexible and func-
tional, there are constructive attempts to complete tasks and energy is available
for effective work.

Identification

Individuals will identify with their groups if they like the other members, approve of
the purpose and work of the group and wish to be associated with the standing of the
group in the organization. Identification will be more complex if the standing of the
group is good.

Teamwork
Definition of a team
As defined by Katzenbach and Smith (1993):
A team is a small number of people with complementary skills who are committed to a

common purpose, performance goals and approach for which they hold themselves
mutually accountable.

Characteristics of effective teams

The characteristics of teams as described by Katzenbach and Smith are:
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Teams are the basic units of performance for most organizations. They meld
together the skills, experiences and insights of several people.

Teamwork applies to the whole organization as well as specific teams. It repre-
sents ‘a set of values that encourage behaviours such as listening and responding
co-operatively to points of view expressed by others, giving others the benefit of
the doubt, providing support to those who need it and recognising the interests
and achievements of others’.

Teams are created and energized by significant performance challenges.

Teams outperform individuals acting alone or in large organizational groupings,
especially when performance requires multiple skills, judgements and experi-
ences.

Teams are flexible and responsive to changing events and demands. They can
adjust their approach to new information and challenges with greater speed,
accuracy and effectiveness than can individuals caught in the web of larger
organizational conventions.

High-performance teams invest much time and effort exploring, shaping and
agreeing on a purpose that belongs to them, both collectively and individually.
They are characterized by a deep sense of commitment to their growth and
success.

Dysfunctional teams

The specification set out above is somewhat idealistic. Teams do not always work like
that. They can fail to function effectively in the following ways:

The atmosphere can be strained and over-formalized.

Either there is too much discussion that gets nowhere or discussion is inhibited by
dominant members of the team.

Team members do not really understand what they are there to do and the objec-
tives or standards they are expected to achieve.

People don’t listen to one another.

Disagreements are frequent and often relate to personalities and differences of
opinion rather than a reasoned discussion of alternative points of view.

Decisions are not made jointly by team members.

There is evidence of open personal attacks or hidden personal animosities.
People do not feel free to express their opinions.

Individual team members opt out or are allowed to opt out, leaving the others to
do the work.
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e There is little flexibility in the way in which team members operate — people tend
to use a limited range of skills or specific tasks, and there is little evidence of
multi-skilling.

e The team leader dominates the team; more attention is given to who takes control
rather than to getting the work done.

e The team determines its own standards and norms, which may not be in accord
with the standards and norms of the organization.

Team roles

The different types of roles played by team members have been defined by Belbin
(1981) as follows:

chairmen who control the way the team operates;

shapers who specify the ways the team should work;

company workers who turn proposals into practical work procedures;

plants who produce ideas and strategies;

resource investigators who explore the availability of resources, ideas and develop-
ments outside the team;

monitor-evaluators who analyse problems and evaluate ideas;

team workers who provide support to team members, improve team communica-
tions and foster team spirit;

completer-finishers who maintain a sense of urgency in the team.

An alternative classification of roles has been developed by Margerison and McCann
(1986). The eight roles are:

reporter-advisor: gathers information and expresses it in an easily understandable
form;

creator-innovator: enjoys thinking up new ideas and ways of doing things;
explorer-promoter: takes up ideas and promotes them to others;

assessor-developer: takes ideas and makes them work in practice;

thruster-organizer: gets things done, emphasizing targets, deadlines and
budgets;

concluder-producer: sets up plans and standard systems to ensure outputs are
achieved;

controller-inspector: concerned with the details and adhering to rules and regula-
tions;

upholder-maintainer: provides guidance and help in meeting standards.
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According to Margerison and McCann, a balanced team needs members with prefer-
ences for each of these eight roles.

Leadership, power, politics and conflict

The main processes that affect how organizations function are leadership, power,
politics and conflict.

Leadership

Leadership can be defined as the ability to persuade others willingly to behave differ-
ently. The function of team leaders is to achieve the task set for them with the help of
the group. Leaders and their groups are therefore interdependent.

Leaders have two main roles. First, they must achieve the task. Secondly, they have
to maintain effective relationships between themselves and the group and the indi-
viduals in it — effective in the sense that they are conducive to achieving the task. As
Adair (1973) pointed out, in fulfilling their roles, leaders have to satisfy the following
needs:

1. Task needs. The group exists to achieve a common purpose or task. The leader’s
role is to ensure that this purpose is fulfilled. If it is not, they will lose the confi-
dence of the group and the result will be frustration, disenchantment, criticism
and, possibly, the ultimate disintegration of the group.

2. Group maintenance needs. To achieve its objectives, the group needs to be
held together. The leader’s job is to build up and maintain team spirit and
morale.

3. Individual needs. Individuals have their own needs, which they expect to be satis-
fied at work. The leader’s task is to be aware of these needs so that where neces-
sary they can take steps to harmonize them with the needs of the task and the

group.

These three needs are interdependent. The leader’s actions in one area affect both the
others; thus successful achievement of the task is essential if the group is to be held
together and its members motivated to give their best effort to the job. Action directed
at meeting group or individual needs must be related to the needs of the task. It is
impossible to consider individuals in isolation from the group or to consider the
group without referring to the individuals within it. If any need is neglected, one of
the others will suffer and the leader will be less successful.

The kind of leadership exercised will be related to the nature of the task and the
people being led. It will also depend on the environment and, of course, on the actual
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leader. Analysing the qualities of leadership in terms of intelligence, initiative,
self-assurance and so on has only limited value. The qualities required may be
different in different situations. It is more useful to adopt a contingency approach and
take account of the variables leaders have to deal with; especially the task, the group
and their own position relative to the group.

Power

Organizations exist to get things done and in the process of doing this, people or
groups exercise power. Directly or indirectly, the use of power in influencing behav-
iour is a pervading feature of organizations, whether it is exerted by managers,
specialists, informal groups or trade union officials.

Power is the capacity to secure the dominance of one’s goals or values over others.
Four different types of power have been identified by French and Raven (1959):

e reward power — derived from the belief of individuals that compliance brings
rewards; the ability to distribute rewards contributes considerably to an execu-
tive’s power;

e coercive power — making it plain that non-compliance will bring punishment;

e expert power — exercised by people who are popular or admired and with whom
the less powerful can identify;

e legitimized power — power conferred by the position in an organization held by an
executive.

Politics

Power and politics are inextricably mixed, and in any organization there will
inevitably be people who want to achieve their satisfaction by acquiring power, legit-
imately or illegitimately. Kakabadse (1983) defines politics as ‘a process, that of influ-
encing individuals and groups of people to your point of view, where you cannot rely
on authority’.

Organizations consist of individuals who, while they are ostensibly there to
achieve a common purpose, are, at the same time, driven by their own needs to
achieve their own goals. Effective management is the process of harmonizing indi-
vidual endeavour and ambition to the common good. Some individuals genuinely
believe that using political means to achieve their goals will benefit the organization
as well as themselves. Others rationalize this belief. Yet others unashamedly pursue
their own ends.
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Conflict

Conflict is inevitable in organizations because they function by means of adjustments
and compromises among competitive elements in their structure and membership.
Contflict also arises when there is change, because it may be seen as a threat to be
challenged or resisted, or when there is frustration — this may produce an aggressive
reaction; fight rather than flight. Conflict is not to be deplored. It is an inevitable
result of progress and change and it can and should be used constructively.

Conflict between individuals raises fewer problems than conflict between groups.
Individuals can act independently and resolve their differences. Members of groups
may have to accept the norms, goals and values of their group. The individual’s
loyalty will usually be to his or her own group if it is in conflict with others.

Interaction and networking

Interactions between people criss-cross the organization, creating networks for
getting things done and exchanging information, which is not catered for in the
formal structure. ‘Networking’ is an increasingly important process in flexible and
delayered organizations where more fluid interactions across the structure are
required between individuals and teams. Individuals can often get much more done
by networking than by going through formal channels. At least this means that they
can canvass opinion and enlist support to promote their projects or ideas and to share
their knowledge.

People also get things done in organizations by creating alliances — getting agree-
ment on a course of action with other people and joining forces to get things done.

Communications

The communications processes used in organizations have a marked effect on how
they function, especially if they take place through the network, which can then turn
into the ‘grapevine’. E-mails in intranets encourage the instant flow of information
(and sometimes produce information overload) but may inhibit face-to-face interac-
tions, which are often the best ways of getting things done.
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Organizational culture

This chapter starts with definitions of organizational culture and the associated
concept of organizational climate. The notion of management style as a way of
describing how managers behave within the culture of their organizations is
also defined. The chapter continues with comments on the significance of the
concept to organizations and how culture develops. The components of culture and
methods of analysing and describing culture and the climate are then considered.
The chapter concludes with a review of approaches to supporting or changing
cultures.

DEFINITIONS

Organizational culture

Organizational or corporate culture is the pattern of values, norms, beliefs, attitudes
and assumptions that may not have been articulated but shape the ways in which
people behave and things get done. Values refer to what is believed to be important
about how people and the organizations behave. Norms are the unwritten rules of
behaviour.

The definition emphasizes that organizational culture is concerned with abstrac-
tions such as values and norms which pervade the whole or part of an organization.
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They may not be defined, discussed or even noticed. Put another way, culture can be
regarded as a ‘code word for the subjective side of organizational life’ (Meyerson and
Martin, 1987). Nevertheless, culture can have a significant influence on people’s
behaviour.

The following are some other definitions of culture:

The culture of an organization refers to the unique configuration of norms, values,
beliefs and ways of behaving that characterize the manner in which groups and individ-
uals combine to get things done.

Eldridge and Crombie (1974)

Culture is a system of informal rules that spells out how people are to behave most of the
time.
Deal and Kennedy (1982)

Culture is the commonly held beliefs, attitudes and values that exist in an organization.
Put more simply, culture is ‘the way we do things around here’.
Furnham and Gunter (1993)

A system of shared values and beliefs about what is important, what behaviours are
important and about feelings and relationships internally and externally.
Purcell et al (2003)

Summing up the various definitions of culture, Furnham and Gunter (1993) list,
amongst others, the following areas of agreement on the concept:

e [ltis difficult to define (often a pointless exercise).

e [t is multi-dimensional, with many different components at different levels.

e It is not particularly dynamic, and ever changing (being relatively stable over
short periods of time).

e [t takes time to establish and therefore time to change a corporate culture.

Problems with the concept
Furnham and Gunter refer to a number of problems with the concept, including:
e how to categorize culture (what terminology to use);

e when and why corporate culture should be changed and how this takes place;
e what is the healthiest, most optimal or desirable culture.
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They also point out that it is dangerous to treat culture as an objective entity ‘as if
everyone in the world would be able to observe the same phenomenon, whereas this
is patently not the case’.

Organizational climate

The term organizational climate is sometimes confused with organizational culture
and there has been much debate on what distinguishes the concept of climate from
that of culture. In his analysis of this issue, Denison (1996) believed that culture refers
to the deep structure of organizations, which is rooted in the values, beliefs and
assumptions held by organizational members. In contrast, climate refers to those
aspects of the environment that are consciously perceived by organizational
members. Rousseau (1988) stated that climate is a perception and is descriptive.
Perceptions are sensations or realizations experienced by an individual. Descriptions
are what a person reports of these sensations.

The debate about the meanings of these terms can become academic. It is easiest to
regard organizational climate as how people perceive (see and feel about) the culture
existing in their organization. As defined by French et al (1985), it is ‘the relatively
persistent set of perceptions held by organization members concerning the character-
istics and quality of organizational culture’. They distinguish between the actual situ-
ations (ie culture) and the perception of it (climate).

THE SIGNIFICANCE OF CULTURE
As Furnham and Gunter (1993) suggest:

Culture represents the ‘social glue’ and generates a ‘we-feeling’, thus counteracting
processes of differentiations which are an unavoidable part of organizational life.
Organizational culture offers a shared system of meanings which is the basis for commu-
nications and mutual understanding. If these functions are not fulfilled in a satisfactory
way, culture may significantly reduce the efficiency of an organization.

Purcell et al (2005) found in their previous research (2003) that in some organizations
there was a certain something — christened the ‘big idea’ — that seemed to give them a
competitive edge. The big idea consisted of a few words or statements that very
clearly summed up the organization, what it was about and what it was like to work
there. In turn this enabled the organization to manage its corporate culture and estab-
lish a set of shared values, which recognized and reinforced the sort of organization it
wanted to be. Thus it was able to establish a strong shared culture within which
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particular practices that encouraged better performance would be embedded and
flourish.

HOW ORGANIZATIONAL CULTURE DEVELOPS

The values and norms that are the basis of culture are formed in four ways. First,
culture is formed by the leaders in the organization, especially those who have
shaped it in the past. Schein (1990) indicates that people identify with visionary
leaders — how they behave and what they expect. They note what such leaders pay
attention to and treat them as role models. Second, as Schein also points out, culture
is formed around critical incidents — important events from which lessons are learnt
about desirable or undesirable behaviour. Third, as proposed by Furnham and
Gunter (1993), culture develops from the need to maintain effective working relation-
ships among organization members, and this establishes values and expectations.
Finally, culture is influenced by the organization’s environment. The external envi-
ronment may be relatively dynamic or unchanging.

Culture is learned over a period of time. Schein (1984) stated that there are two
ways in which this learning takes place. First, the trauma model, in which members
of the organization learn to cope with some threat by the erection of defence mecha-
nisms. Second, the positive reinforcement model, where things that seem to work
become embedded and entrenched. Learning takes place as people adapt to and
cope with external pressures, and as they develop successful approaches and mecha-
nisms to handle the internal challenges, processes and technologies in their organiza-
tion.

Where culture has developed over long periods of time and has become firmly
embedded, it may be difficult to change quickly, if at all, unless a traumatic event
occurs.

THE DIVERSITY OF CULTURE

The development process described above may result in a culture that characterizes
the whole organization. But there may be different cultures within organizations. For
example, the culture of an outward-looking marketing department may be substan-
tially different from that of an internally focused manufacturing function. There may
be some common organizational values or norms, but in some respects these will
vary between different work environments.
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THE COMPONENTS OF CULTURE

Organizational culture can be described in terms of values, norms, artefacts and lead-
ership or management style.

Values

Schiffman and Kanuk (1994) state that: ‘Values help to determine what we think is
right or wrong, what is important and what is desirable.’

Values are beliefs in what is best or good for the organization and what should or
ought to happen. The ‘value set’ of an organization may only be recognized at top
level, or it may be shared throughout the business, in which case it could be described
as value driven.

The stronger the values, the more they will influence behaviour. This does not
depend upon their having been articulated. Implicit values that are deeply embedded
in the culture of an organization and are reinforced by the behaviour of management
can be highly influential, while espoused values that are idealistic and are not
reflected in managerial behaviour may have little or no effect. It is ‘values in use’,
values that drive desirable behaviour, that are important.

Some of the most typical areas in which values can be expressed, implicitly or
explicitly, are:

performance;

competence;

competitiveness;

innovation;

quality;

customer service;

teamwork;

care and consideration for people.

Values are translated into reality (enacted) through norms and artefacts as described
below. They may also be expressed through the media of language (organizational
jargon), rituals, stories and myths.

Norms

Norms are the unwritten rules of behaviour, the ‘rules of the game’ that provide
informal guidelines on how to behave. Norms tell people what they are supposed to
be doing, saying, believing, even wearing. They are never expressed in writing — if
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they were, they would be policies or procedures. They are passed on by word of
mouth or behaviour and can be enforced by the reactions of people if they are
violated. They can exert very powerful pressure on behaviour because of these reac-
tions — we control others by the way we react to them.

Norms refer to such aspects of behaviour as:

e how managers treat the members of their teams (management style) and how the
latter relate to their managers;

e the prevailing work ethic, eg ‘work hard, play hard’, ‘come in early, stay late’, ‘if
you cannot finish your work during business hours you are obviously inefficient’,
‘look busy at all times’, ‘look relaxed at all times’;

e status — how much importance is attached to it; the existence or lack of obvious
status symbols;

e ambition — naked ambition is expected and approved of, or a more subtle
approach is the norm;

e performance — exacting performance standards are general; the highest praise
that can be given in the organization is to be referred to as very professional;

e power — recognized as a way of life; executed by political means, dependent on
expertise and ability rather than position; concentrated at the top; shared at
different levels in different parts of the organization;

e politics — rife throughout the organization and treated as normal behaviour; not
accepted as overt behaviour;

e loyalty — expected, a cradle to grave approach to careers; discounted, the
emphasis is on results and contribution in the short term;

e anger —openly expressed; hidden, but expressed through other, possibly political,
means;

e approachability — managers are expected to be approachable and visible; every-
thing happens behind closed doors;

e formality —a cool, formal approach is the norm; forenames are/are not used at all
levels; there are unwritten but clearly understood rules about dress.

Artefacts

Artefacts are the visible and tangible aspects of an organization that people hear, see
or feel. Artefacts can include such things as the working environment, the tone and
language used in letters or memoranda, the manner in which people address each
other at meetings or over the telephone, the welcome (or lack of welcome) given to
visitors and the way in which telephonists deal with outside calls. Artefacts can be
very revealing.
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Leadership style

Leadership style, often called management style, describes the approach managers
use to deal with people in their teams. There are many styles of leadership, and
leaders can be classified in extremes as follows:

e Charismatic/non-charismatic. Charismatic leaders rely on their personality, their
inspirational qualities and their ‘aura’. They are visionary leaders who are
achievement-oriented, calculated risk-takers and good communicators. Non-
charismatic leaders rely mainly on their know-how (authority goes to the person
who knows), their quiet confidence and their cool, analytical approach to dealing
with problems.

e Autocratic-democratic. Autocratic leaders impose their decisions, using their posi-
tion to force people to do as they are told. Democratic leaders encourage people to
participate and involve themselves in decision-taking.

e Enabler-controller. Enablers inspire people with their vision of the future and
empower them to accomplish team goals. Controllers manipulate people to
obtain their compliance.

e Transactional-transformational. Transactional leaders trade money, jobs and secu-
rity for compliance. Transformational leaders motivate people to strive for higher-
level goals.

Most managers adopt an approach somewhere between the extremes. Some will vary
it according to the situation or their feelings at the time, others will stick to the same
style whatever happens. A good case can be made for using an appropriate style
according to the situation, but it is undesirable to be inconsistent in the style used in
similar situations. Every manager has his or her own style but this will be influenced
by the organizational culture, which may produce a prevailing management style
that represents the behavioural norm for managers that is generally expected and
adopted.

CLASSIFYING ORGANIZATIONAL CULTURE

There have been many attempts to classify or categorize organizational culture as a
basis for the analysis of cultures in organizations and for taking action to support or
change them. Most of these classifications are expressed in four dimensions and some
of the best-known ones are summarized below.
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Harrison

Harrison (1972) categorized what he called ‘organization ideologies’. These are:

e power-orientated — competitive, responsive to personality rather than expertise;
e people-orientated — consensual, management control rejected;

e task-orientated — focus on competency, dynamic;

e role-orientated — focus on legality, legitimacy and bureaucracy.

Handy

Handy (1981) based his typology on Harrison’s classification, although Handy
preferred the word ‘culture’ to ‘ideology” as culture conveyed more of the feeling of a
pervasive way of life or set of norms. His four types of culture are:

The power culture is one with a central power source that exercises control. There
are few rules or procedures and the atmosphere is competitive, power-orientated
and political.

The role culture is one in which work is controlled by procedures and rules and the
role, or job description, is more important than the person who fills it. Power is
associated with positions, not people.

The task culture is one in which the aim is to bring together the right people and let
them get on with it. Influence is based more on expert power than on position or
personal power. The culture is adaptable and teamwork is important.

The person culture is one in which the individual is the central point. The organi-
zation exists only to serve and assist the individuals in it.

Schein

Schein (1985) identified the following four cultures:

The power culture is one in which leadership resides in a few and rests on their
ability and which tends to be entrepreneurial.

The role culture is one in which power is balanced between the leader and the
bureaucratic structure. The environment is likely to be stable and roles and rules
are clearly defined.

The achievement culture is one in which personal motivation and commitment are
stressed and action, excitement and impact are valued.

The support culture is one in which people contribute out of a sense of commit-
ment and solidarity. Relationships are characterized by mutuality and trust.
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Williams, Dobson and Walters

Williams et al (1989) redefined the four categories listed by Harrison and Handy as
follows:

e Power orientation — organizations try to dominate their environment and those
exercising power strive to maintain absolute control over subordinates.

e Role orientation emphasizes legality, legitimacy and responsibility. Hierarchy and
status are important.

e Task orientation focuses on task accomplishment. Authority is based on appro-
priate knowledge and competence.

e People orientation — the organization exists primarily to serve the needs of its
members. Individuals are expected to influence each other through example and
helpfulness.

ASSESSING ORGANIZATIONAL CULTURE

A number of instruments exist for assessing organizational culture. This is not easy
because culture is concerned with both subjective beliefs and unconscious assump-
tions (which might be difficult to measure), and with observed phenomena such as
behavioural norms and artefacts. Two of the better-known instruments are summa-
rized below.

Organizational ideology questionnaire (Harrison, 1972)

This questionnaire deals with the four orientations referred to earlier (power, role,
task, self). The questionnaire is completed by ranking statements according to views
on what is closest to the organization’s actual position. Statements include:

e A good boss is strong, decisive and firm but fair.

e A good subordinate is compliant, hard-working and loyal.

e People who do well in the organization are shrewd and competitive, with a strong
need for power.

e The basis of task assignment is the personal needs and judgements of those in
authority.

e Decisions are made by people with the most knowledge and expertise about the
problem.
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Organizational culture inventory (Cooke and Lafferty, 1989)

This instrument assesses organizational culture under 12 headings:

1.

10.

11.

12.

Humanistic-helpful — organizations managed in a participative and person-
centred way.

Affiliative — organizations that place a high priority on constructive relationships.
Approval — organizations in which conflicts are avoided and interpersonal rela-
tionships are pleasant — at least superficially.

Conventional — conservative, traditional and bureaucratically controlled organi-
zations.

Dependent — hierarchically controlled and non-participative organizations.
Avoidance — organizations that fail to reward success but punish mistakes.
Oppositional — organizations in which confrontation prevails and negativism is
rewarded.

Power — organizations structured on the basis of the authority inherent in
members’ positions.

Competitive — a culture in which winning is valued and members are rewarded
for out-performing one another.

Competence/perfectionist — organizations in which perfectionism, persistence and
hard work are valued.

Achievement — organizations that do things well and value members who set and
accomplish challenging but realistic goals.

Self-actualization — organizations that value creativity, quality over quantity, and
both task accomplishment and individual growth.

MEASURING ORGANIZATIONAL CLIMATE

Organizational climate measures attempts to assess organizations in terms of dimen-
sions that are thought to capture or describe perceptions about the climate.
Perceptions about climate can be measured by questionnaires such as that developed
by Litwin and Stringer (1968) which covers eight categories:

1.

Structure — feelings about constraints and freedom to act and the degree of
formality or informality in the working atmosphere.

Responsibility — the feeling of being trusted to carry out important work.

Risk — the sense of riskiness and challenge in the job and in the organization; the
relative emphasis on taking calculated risks or playing it safe.

Warmth — the existence of friendly and informal social groups.
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Support — the perceived helpfulness of managers and co-workers; the emphasis
(or lack of emphasis) on mutual support.

Standards — the perceived importance of implicit and explicit goals and perfor-
mance standards; the emphasis on doing a good job; the challenge represented in
personal and team goals.

Conflict — the feeling that managers and other workers want to hear different
opinions; the emphasis on getting problems out into the open rather than
smoothing them over or ignoring them.

Identity — the feeling that you belong to a company; that you are a valuable
member of a working team.

A review of a number of questionnaires was carried out by Koys and De Cotiis (1991),
which produced the following eight typical dimensions:

autonomy — the perception of self-determination with respect to work procedures,
goals and priorities;

cohesion — the perception of togetherness or sharing within the organization
setting, including the willingness of members to provide material risk;

trust — the perception of freedom to communicate openly with members at higher
organizational levels about sensitive or personal issues, with the expectation that
the integrity of such communications will not be violated;

resource — the perception of time demands with respect to task competition and
performance standards;

support — the perception of the degree to which superiors tolerate members’
behaviour, including willingness to let members learn from their mistakes
without fear of reprisal;

recognition — the perception that members” contributions to the organization are
acknowledged;

fairness — the perception that organizational policies are non-arbitrary or capri-
cious;

innovation — the perception that change and creativity are encouraged, including
risk-taking into new areas where the member has little or no prior experience.

APPROPRIATE CULTURES

It could be argued that a ‘good’ culture exerts a positive influence on organizational
behaviour. It could help to create a “high-performance’ culture, one that will produce
a high level of business performance. As described by Furnham and Gunter (1993), ‘a
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good culture is consistent in its components and shared amongst organizational
members, and it makes the organization unique, thus differentiating it from other
organizations’.

However, a high-performance culture means little more than any culture that will
produce a high level of business performance. The attributes of cultures vary tremen-
dously by context. The qualities of a high-performance culture for an established
retail chain, a growing service business and a consumer products company that is
losing market share may be very different. Further, in addition to context differences,
all cultures evolve over time. Cultures that are ‘good” in one set of circumstances or
period of time may be dysfunctional in different circumstances or different times.

Because culture is developed and manifests itself in different ways in different
organizations, it is not possible to say that one culture is better than another, only that
it is dissimilar in certain ways. There is no such thing as an ideal culture, only an
appropriate culture. This means that there can be no universal prescription for
managing culture, although there are certain approaches that can be helpful, as
described in the next section.

SUPPORTING AND CHANGING CULTURES

While it may not be possible to define an ideal structure or to prescribe how it can be
developed, it can at least be stated with confidence that embedded cultures exert
considerable influence on organizational behaviour and therefore performance. If
there is an appropriate and effective culture it would be desirable to take steps to
support or reinforce it. If the culture is inappropriate, attempts should be made to
determine what needs to be changed and to develop and implement plans for
change.

Culture analysis

In either case, the first step is to analyse the existing culture. This can be done through
questionnaires, surveys and discussions in focus groups or workshops. It is often
helpful to involve people in analysing the outcome of surveys, getting them to
produce a diagnosis of the cultural issues facing the organization and participate in
the development and implementation of plans and programmes to deal with any
issues. This could form part of an organizational development programme as
described in Chapter 24. Groups can analyse the culture through the use of measure-
ment instruments. Extra dimensions can be established by the use of group exercises
such as ‘rules of the club’ (participants brainstorm the ‘rules” or norms that govern
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behaviour) or ‘shield” (participants design a shield, often quartered, which illustrates
major cultural features of the organization). Joint exercises like this can lead to discus-
sions on appropriate values, which are much more likely to be ‘owned” by people if
they have helped to create them rather than having them imposed from above.

While involvement is highly desirable, there will be situations when management
has to carry out the analysis and determine the actions required without the initial
participation of employees. But the latter should be kept informed and brought into
discussion on developments as soon as possible.

Culture support and reinforcement

Culture support and reinforcement programmes aim to preserve and underpin what
is good and functional about the present culture. Schein (1985) has suggested that the
most powerful primary mechanisms for culture embedding and reinforcement are:

what leaders pay attention to, measure and control;

leaders’ reactions to critical incidents and crises;

deliberate role modelling, teaching and coaching by leaders;
criteria for allocation of rewards and status;

criteria for recruitment, selection, promotion and commitment.

Other means of underpinning the culture are:

e re-affirming existing values;

e operationalizing values through actions designed, for example, to implement
total quality and customer care programmes, to provide financial and non-finan-
cial rewards for expected behaviour, to improve productivity, to promote and
reward good teamwork, to develop a learning organization (see Chapter 36);

e using the value set as headings for reviewing individual and team performance —
emphasizing that people are expected to uphold the values;

e ensuring that induction procedures cover core values and how people are
expected to achieve them;

e reinforcing induction training on further training courses set up as part of a
continuous development programme.

Culture change
Focus

In theory, culture change programmes start with an analysis of the existing culture.
The desired culture is then defined, which leads to the identification of a ‘culture gap’
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that needs to be filled. This analysis can identify behavioural expectations so that
development and reward processes can be used to define and reinforce them. In real
life, it is not quite as simple as that.

A comprehensive change programme may be a fundamental part of an organiza-
tional transformation programme as described in Chapter 24. But culture change
programmes can focus on particular aspects of the culture, for example performance,
commitment, quality, customer service, teamwork, organizational learning. In each
case the underpinning values would need to be defined. It would probably be neces-
sary to prioritize by deciding which areas need the most urgent attention. There is a
limit to how much can be done at once except in crisis conditions.

Levers for change

Having identified what needs to be done, and the priorities, the next step is to
consider what levers for change exist and how they can be used. The levers could
include, as appropriate:

e performance — performance-related or contribution-related pay schemes; perfor-
mance management processes; gainsharing; leadership training, skills develop-
ment;

e commitment — communication, participation and involvement programmes;

developing a climate of cooperation and trust; clarifying the psychological

contract;

quality — total quality and continuous improvement programmes;

customer service — customer care programmes;

teamwork — team building; team performance management; team rewards;

organizational learning — taking steps to enhance intellectual capital and the organi-

zation’s resource-based capability by developing a learning organization;

e uvalues — gaining understanding, acceptance and commitment through involve-
ment in defining values, performance management processes and employee
development interventions.

Change management

The effectiveness of culture change programmes largely depends on the quality of
change management processes. These are described in Chapter 24.



PartV

Organization, design and
development

This part is concerned with the practical applications of organizational behaviour
theory. It starts by looking at the processes of organizational design and development
and then deals with job and role development.
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Organization design

The management of people in organizations constantly raises questions such as ‘Who
does what?’, "How should activities be grouped together?’, ‘What lines and means of
communication need to be established?’, ‘'How should people be helped to under-
stand their roles in relation to the objectives of the organization and the roles of their
colleagues?’, ‘Are we doing everything that we ought to be doing and nothing that
we ought not to be doing? and ‘Have we got too many unnecessary layers of
management in the organization?’

These are questions involving people which must concern HR practitioners in their
capacity of helping the business to make the best use of its people. HR specialists
should be able to contribute to the processes of organization design or redesign as
described below because of their understanding of the factors affecting organiza-
tional behaviour and because they are in a position to take an overall view of how the
business is organized, which it is difficult for the heads of other functional depart-
ments to obtain.

THE PROCESS OF ORGANIZING

The process of organizing can be described as the design, development and mainte-
nance of a system of coordinated activities in which individuals and groups of people
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work cooperatively under leadership towards commonly understood and accepted
goals. The key word in that definition is ‘system’. Organizations are systems which,
as affected by their environment, have a structure which has both formal and
informal elements.

The process of organizing may involve the grand design or redesign of the total
structure, but most frequently it is concerned with the organization of particular func-
tions and activities and the basis upon which the relationships between them are
managed.

Organizations are not static things. Changes are constantly taking place in the busi-
ness itself, in the environment in which the business operates, and in the people who
work in the business. There is no such thing as an ‘ideal” organization. The most that
can be done is to optimize the processes involved, remembering that whatever struc-
ture evolves it will be contingent on the environmental circumstances of the organi-
zation, and one of the aims of organization is to achieve the ‘best fit" between the
structure and these circumstances.

An important point to bear in mind is that organizations consist of people working
more or less cooperatively together. Inevitably, and especially at managerial levels,
the organization may have to be adjusted to fit the particular strengths and attributes
of the people available. The result may not conform to the ideal, but it is more likely
to work than a structure that ignores the human element. It is always desirable to
have an ideal structure in mind, but it is equally desirable to modify it to meet partic-
ular circumstances, as long as there is awareness of the potential problems that may
arise. This may seem an obvious point, but it is frequently ignored by management
consultants and others who adopt a doctrinaire approach to organization, often with
disastrous results.

AIM

Bearing in mind the need to take an empirical and contingent approach to organizing,
as suggested above, the aim of organization design could be defined as being to
optimize the arrangements for conducting the affairs of the business. To do this it is
necessary, as far as circumstances allow, to:

e clarify the overall purposes of the organization — the strategic thrusts that govern
what it does and how it functions;

e define as precisely as possible the key activities required to achieve that purpose;

e group these activities logically together to avoid unnecessary overlap or duplica-
tion;
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provide for the integration of activities and the achievement of cooperative effort
and teamwork in pursuit of a common purpose;

build flexibility into the system so that organizational arrangements can adapt
quickly to new situations and challenges;

provide for the rapid communication of information throughout the organization;
define the role and function of each organizational unit so that all concerned
know how it plays its part in achieving the overall purpose;

clarify individual roles, accountabilities and authorities;

design jobs to make the best use of the skills and capacities of the job holders and
to provide them with high levels of intrinsic motivation (job design is considered
in Chapter 23);

plan and implement organization development activities to ensure that the
various processes within the organization operate in a manner that contributes to
organizational effectiveness;

set up teams and project groups as required to be responsible for specific
processing, development, professional or administrative activities or for the
conduct of projects.

CONDUCTING ORGANIZATION REVIEWS

Organization reviews are conducted in the following stages:

1.

An analysis, as described below, of the existing arrangements and the factors that
may affect the organization now and in the future.

A diagnosis of what needs to be done to improve the way in which the organiza-
tion is structured and functions.

A plan to implement any revisions to the structure emerging from the diagnosis,
possibly in phases. The plan may include longer-term considerations about the
structure and the type of managers and employees who will be required to
operate within it.

Implementation of the plan.

ORGANIZATION ANALYSIS

The starting point for an organization review is an analysis of the existing circum-
stances, structure and processes of the organization and an assessment of the strategic
issues that might affect it in the future. This covers:
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e The external environment. The economic, market and competitive factors that may
affect the organization. Plans for product-market development will be significant.

e The internal environment. The mission, values, organization climate, management
style, technology and processes of the organization as they affect the way it func-
tions and should be structured to carry out those functions. Technological devel-
opments in such areas as cellular manufacturing may be particularly important as
well as the introduction of new processes such as just-in-time or the development
of an entirely new computer system.

e Strategic issues and objectives. As a background to the study it is necessary to iden-
tify the strategic issues facing the organization and its objectives. These may be
considered under such headings as growth, competition and market position and
standing. Issues concerning the availability of the required human, financial and
physical resources would also have to be considered.

e Activities. Activity analysis establishes what work is done and what needs to be
done in the organization to achieve its objectives within its environment. The
analysis should cover what is and is not being done, who is doing it and where,
and how much is being done. An answer is necessary to the key questions: ‘Are
all the activities required properly catered for?’, “Are there any unnecessary activ-
ities being carried out, ie those that do not need to be done at all or those that
could be conducted more economically and efficiently by external contractors or
providers?’

e Structure. The analysis of structure covers how activities are grouped together, the
number of levels in the hierarchy, the extent to which authority is decentralized to
divisions and strategic business units (S5BUs), where functions such as finance,
personnel and research and development are placed in the structure (eg as central
functions or integrated into divisions or SBUs) and the relationships that exist
between different units and functions (with particular attention being given to the
way in which they communicate and cooperate with one another). Attention
would be paid to such issues as the logic of the way in which activities are
grouped and decentralized, the span of control managers (the number of separate
functions or people they are directly responsible for), any overlap between func-
tions or gaps leading to the neglect of certain activities, and the existence of
unnecessary departments, units, functions or layers of management.

ORGANIZATION DIAGNOSIS

The diagnosis should be based on the analysis and an agreement by those concerned
with what the aims of the organization should be. The present arrangements can be
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considered against these aims and future requirements to assess the extent to which
they meet them or fall short.

It is worth repeating that there are no absolute standards against which an organi-
zation structure can be judged. There is never one right way of organizing anything
and there are no absolute principles that govern organizational choice. The fashion
for delayering organizations has much to commend it, but it can go too far, leaving
units and individuals adrift without any clear guidance on where they fit into the
structure and how they should work with one another, and making the management
task of coordinating activities more difficult.

Organization guidelines

There are no ‘rules’ or “principles’ of organization but there are certain guidelines that
are worth bearing in mind in an organization study. These are:

e Allocation of work. The work that has to be done should be defined and allocated to
functions, units, departments, work teams, project groups and individual posi-
tions. Related activities should be grouped together, but the emphasis should be
on process rather than hierarchy, taking into account the need to manage
processes that involve a number of different work units or teams.

e Differentiation and integration. It is necessary to differentiate between the different
activities that have to be carried out, but it is equally necessary to ensure that
these activities are integrated so that everyone in the organization is working
towards the same goals.

e Teamwork. Jobs should be defined and roles described in ways that facilitate and
underline the importance of teamwork. Areas where cooperation is required
should be emphasized. The organization should be designed and operated across
departmental or functional boundaries. Wherever possible, self-managing teams
should be set up and given the maximum amount of responsibility to run their
own affairs, including planning, budgeting and exercising quality control.
Networking should be encouraged in the sense of people communicating openly
and informally with one another as the need arises. It is recognized that these
informal processes can be more productive than rigidly ‘working through chan-
nels” as set out in the organization chart.

e Flexibility. The organization structure should be flexible enough to respond
quickly to change, challenge and uncertainty. Flexibility should be enhanced by
the creation of core groups and by using part-time, temporary and contract
workers to handle extra demands. At top management level and elsewhere, a
collegiate approach to team operation should be considered in which people
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share responsibility and are expected to work with their colleagues in areas
outside their primary function or skill.

e Role clarification. People should be clear about their roles as individuals and as
members of a team. They should know what they will be held accountable for and
be given every opportunity to use their abilities in achieving objectives to which
they have agreed and are committed. Role profiles should define key result areas
but should not act as straitjackets, restricting initiative and unduly limiting
responsibility.

e Decentralization. Authority to make decisions should be delegated as close to the
scene of action as possible. Profit centres should be set up as strategic business
units which operate close to their markets and with a considerable degree of
autonomy. A multiproduct or market business should develop a federal organiza-
tion with each federated entity running its own affairs, although they will be
linked together by the overall business strategy.

e Delayering. Organizations should be ‘flattened” by removing superfluous layers of
management and supervision in order to promote flexibility, facilitate swifter
communication, increase responsiveness, enable people to be given more respon-
sibility as individuals or teams and reduce costs.

Organization design leads into organization planning.

ORGANIZATION PLANNING

Organization planning is the process of converting the analysis into the design. It
determines structure, relationships, roles, human resource requirements and the lines
along which changes should be implemented. There is no one best design. There is
always a choice between alternatives. Logical analysis will help in the evaluation of
the alternatives but Mary Parker Follet's (1924) law of the situation will have to
prevail. The final choice will be contingent upon the present and future circumstances
of the organization. It will be strongly influenced by personal and human considera-
tions — the inclinations of top management, the strengths and weaknesses of manage-
ment generally, the availability of people to staff the new organization and the need
to take account of the feelings of those who will be exposed to change. Cold logic may
sometimes have to override these considerations. If it does, then it must be deliberate
and the consequences must be appreciated and allowed for when planning the imple-
mentation of the new organization.

It may have to be accepted that a logical regrouping of activities cannot be intro-
duced in the short term because no one with the experience is available to manage the
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new activities, or because capable individuals are so firmly entrenched in one area
that to uproot them would cause serious damage to their morale and would reduce
the overall effectiveness of the new organization.

The worst sin that organization designers can commit is that of imposing their own
ideology on the organization. Their job is to be eclectic in their knowledge, sensitive
in their analysis of the situation and deliberate in their approach to the evaluation of
alternatives.

Having planned the organization and defined structures, relationships and roles, it
is necessary to consider how the new organization should be implemented. It may be
advisable to stage implementation over a number of phases, especially if new people
have to be found and trained.

RESPONSIBILITY FOR ORGANIZATION DESIGN

Organization design may be carried out by line management with or without the help
of members of the HR function acting as internal consultants, or it may be done by
outside consultants. HR management should always be involved because organiza-
tion design is essentially about people and the work they do. The advantage of using
outside consultants is that an independent and dispassionate view is obtained. They
can cut through internal organizational pressures, politics and constraints and bring
experience of other organizational problems they have dealt with. Sometimes, regret-
tably, major changes can be obtained only by outside intervention. But there is a
danger of consultants suggesting theoretically ideal organizations that do not take
sufficient account of the problems of making them work with existing people. They
do not have to live with their solutions, as do line and HR managers. If outside
consultants are used, it is essential to involve people from within the organization so
they can ensure that they are able to implement the proposals smoothly.
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Job design and role development

JOBS AND ROLES

A job consists of a related set of tasks that are carried out by a person to fulfil a
purpose. It can be regarded as a unit in an organization structure that remains
unchanged whoever is in the job. A job in this sense is a fixed entity, part of a machine
that can be ‘designed’ like any other part of a machine. Routine or machine-controlled
jobs do indeed exist in most organizations but, increasingly, the work carried out by
people is not mechanistic. What is done, how it is done and the results achieved
depend more and more on the capabilities and motivation of individuals and their
interactions with one another and their customers or suppliers.

The rigidity inherent in the notion of a job is not in accord with the realities of orga-
nizational life for many people. A flexible approach is often required to use and
develop their skills in order to respond swiftly to the new demands they face every
day.

The concept of a role conveys these realities more than that of a job. Essentially, a
role is the part people play in carrying out their work. Individual roles are those carried
out by one person. Generic roles are those in which essentially similar activities are
carried out by a number of people. They may cover a whole occupation. A role can be
described in behavioural terms — given certain expectations, this is how the person
needs to behave to meet them. A role profile will not spell out the tasks to be carried
out but will instead indicate expectations in the form of outputs and outcomes
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and competency requirements in the shape of the inputs of skill and behaviours
required to fulfil these expectations. The definition may be broad. It will not be
prescriptive. Scope will be allowed for people to use their skills in accordance with
their interpretation of the situation. Encouragement will be given for them both to
grow in their roles and to grow their roles by developing their competencies and by
extending the range of their responsibilities so that their contributions exceed expec-
tations. The need for flexibility will also be recognised.

Roles are therefore more about people than jobs and this means that the extent to
which a role can be ‘designed’” may be limited or even non-existent where flexibility
and growth are important. This may apply particularly to knowledge workers.

There are, however, certain considerations that affect the ways in which roles can
be developed in order to increase satisfaction with the work and to encourage
growth. These considerations can also apply to jobs and this chapter therefore starts
with a general review of the factors that affect job design and that are also relevant to
role building. Attention is then directed to approaches to job design, which include
the notion of job enrichment. Consideration is next given to the characteristics of
team roles and what can be done to set up and maintain effective self-managed teams
and high-performance work design. Finally, the focus is on roles and how they can be
developed rather than designed in today’s flexible organizations on the basis of an
understanding of what role holders are expected to achieve, the scope they have to go
beyond these basic expectations and the capabilities they need to carry out and
extend their role.

FACTORS AFFECTING JOB DESIGN

The content of jobs is affected by the purpose of the organization or the organiza-
tional unit, the particular demands that achieving that purpose makes on the people
involved, the structure of the organization, the processes and activities carried out in
the organization, the technology of the organization, the changes that are taking place
in that technology and the environment in which the organization operates. Job
design has therefore to be considered within the context of organizational design, as
described in Chapter 22, but it must also take into account the following factors:

the process of intrinsic motivation;

the characteristics of task structure;

the motivating characteristics of jobs;

the significance of the job characteristics model;
providing intrinsic motivation.
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The process of intrinsic motivation

The case for using job design techniques is based on the premise that effective perfor-
mance and genuine satisfaction in work follow mainly from the intrinsic content of
the job. This is related to the fundamental concept that people are motivated when
they are provided with the means to achieve their goals. Work provides the means to
earn money, which as an extrinsic reward satisfies basic needs and is instrumental in
providing ways of satisfying higher-level needs. But work also provides intrinsic
rewards, which are under the direct control of the worker.

Characteristics of task structure

Job design requires the assembly of a number of tasks into a job or a group of jobs. An
individual may carry out one main task, which consists of a number of interrelated
elements or functions. Or task functions may be allocated to a team working closely
together in a manufacturing ‘cell’ or customer service unit, or strung along an
assembly line. In more complex jobs, individuals may carry out a variety of
connected tasks, each with a number of functions, or these tasks may be allocated to a
team of workers or divided between them. In the latter case, the tasks may require a
variety of skills, which have to be possessed by all members of the team (multi-skill-
ing) in order to work flexibly.

Complexity in a job may be a reflection of the number and variety of tasks to be
carried out, the different skills or competences to be used, the range and scope of the
decisions that have to be made, or the difficulty of predicting the outcome of deci-
sions.

The internal structure of each task consists of three elements: planning (deciding on
the course of action, its timing and the resources required), executing (carrying out
the plan), and controlling (monitoring performance and progress and taking correc-
tive action when required). A completely integrated job includes all these elements
for each of the tasks involved. The worker, or group of workers, having been given
objectives in terms of output, quality and cost targets, decides on how the work is to
be done, assembles the resources, performs the work, and monitors output, quality
and cost standards. Responsibility in a job is measured by the amount of authority
someone has to do all these things.

Motivating characteristics of jobs

The ideal arrangement from the point of view of intrinsic motivation is to provide for
fully integrated jobs containing all three task elements. In practice, management and
team leaders are often entirely responsible for planning and control, leaving the
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worker responsible for execution. To a degree, this is inevitable, but one of the aims of
job design is often to extend the responsibility of workers into the functions of plan-
ning and control. This can involve empowerment — giving individuals and teams
more responsibility for decision making and ensuring that they have the training,
support and guidance to exercise that responsibility properly.

The job characteristics model

A useful perspective on the factors affecting job design and motivation is provided by
Hackman and Oldham’s (1974) job characteristics model. They suggest that the “crit-
ical psychological states’ of ‘experienced meaningfulness of work, experienced
responsibility for outcomes of work and knowledge of the actual outcomes of work’
strongly influence motivation, job satisfaction and performance.

As Robertson et al (1992) point out: “This element of the model is based on the
notion of personal reward and reinforcement... Reinforcement is obtained when a
person becomes aware (knowledge of results) that he or she has been responsible for
(experienced responsibility) and good performance on a task that he or she cares
about (experienced meaningfulness).’

Providing intrinsic motivation

Three characteristics have been distinguished by Lawler (1969) as being required in
jobs if they are to be intrinsically motivating:

e Feedback — individuals must receive meaningful feedback about their perfor-
mance, preferably by evaluating their own performance and defining the feed-
back. This implies that they should ideally work on a complete product, or a
significant part of it that can be seen as a whole.

e Use of abilities — the job must be perceived by individuals as requiring them to use
abilities they value in order to perform the job effectively.

e Self-control — individuals must feel that they have a high degree of self-control
over setting their own goals and over defining the paths to these goals.

JOB DESIGN

Job design has been defined by Davis (1966) as: ‘The specification of the contents,
methods, and relationships of jobs in order to satisfy technological and organizational
requirements as well as the social and personal requirements of the job holder’.



Job design and role development = 331

Job design has two aims: first, to satisfy the requirements of the organization for
productivity, operational efficiency and quality of product or service, and second, to
satisfy the needs of the individual for interest, challenge and accomplishment, thus
providing for ‘job engagement’ — commitment to carrying out the job well. Clearly,
these aims are interrelated and the overall objective of job design is to integrate the
needs of the individual with those of the organization.

The process of job design starts, as described in Chapter 13, from an analysis of
what work needs to be done — the tasks that have to be carried out if the purpose of
the organization or an organizational unit is to be achieved. The job designer can then
consider how the jobs can be set up to provide the maximum degree of intrinsic moti-
vation for those who have to carry them out with a view to improving performance
and productivity. Consideration has also to be given to another important aim of job
design: to fulfil the social responsibilities of the organization to the people who work
in it by improving the quality of working life, an aim which, as stated in Wilson’s
(1973) report on this subject, ‘depends upon both efficiency of performance and satis-
faction of the worker’. The outcome of job design may be a job description, as
explained in Chapter 13, although as noted in that chapter, the emphasis today is
more on roles and the development of role profiles.

Principles of job design
Robertson and Smith (1985) suggest the following five principles of job design:

e To influence skill variety, provide opportunities for people to do several tasks and
combine tasks.

e To influence task identity, combine tasks and form natural work units.

e To influence task significance, form natural work units and inform people of the
importance of their work.

e To influence autonomy, give people responsibility for determining their own
working systems.

e To influence feedback, establish good relationships and open feedback channels.

Turner and Lawrence (1965) identified six important characteristics, which they
called ‘requisite task characteristics’, namely: variety, autonomy, required interac-
tions, optional interactions, knowledge and skill, and responsibility. And Cooper
(1973) outlined four conceptually distinct job dimensions: variety, discretion, contri-
bution and goal characteristics.

An integrated view suggests that the following motivating characteristics are of
prime importance in job design:
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autonomy, discretion, self-control and responsibility;
variety;
use of abilities;

feedback;
belief that the task is significant.

These are the bases of the approach used in job enrichment, as described later in this
chapter.

Approaches to job design

The main job design approaches are:

Job rotation, which comprises the movement of employees from one task to
another to reduce monotony by increasing variety.

Job enlargement, which means combining previously fragmented tasks into one
job, again to increase the variety and meaning of repetitive work.

Job enrichment, which goes beyond job enlargement to add greater autonomy and
responsibility to a job and is based on the job characteristics approach.
Self-managing teams (autonomous work groups) — these are self-regulating teams
who work largely without direct supervision. The philosophy on which this tech-
nique is based is a logical extension of job enrichment.

High-performance work design, which concentrates on setting up working groups in
environments where high levels of performance are required.

Of these five approaches, it is generally recognized that, although job rotation and job
enlargement have their uses in developing skills and relieving monotony, they do not
go to the root of the requirements for intrinsic motivation and for meeting the various
motivating characteristics of jobs as described above. These are best satisfied by
using, as appropriate, job enrichment, autonomous work groups or high-perfor-
mance work design.

JOB ENRICHMENT

Job enrichment aims to maximize the interest and challenge of work by providing the
employee with a job that has these characteristics:

It is a complete piece of work in the sense that the worker can identify a series of
tasks or activities that end in a recognizable and definable product.
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e It affords the employee as much variety, decision-making responsibility and
control as possible in carrying out the work.

e [t provides direct feedback through the work itself on how well the employee is
doing his or her job.

Job enrichment as proposed by Herzberg (1968) is not just increasing the number or
variety of tasks; nor is it the provision of opportunities for job rotation. It is claimed
by supporters of job enrichment that these approaches may relieve boredom, but they
do not result in positive increases in motivation.

SELF-MANAGING TEAMS

A self-managing team or autonomous work group is allocated an overall task and
given discretion over how the work is done. This provides for intrinsic motivation by
giving people autonomy and the means to control their work, which will include
feedback information. The basis of the autonomous work group approach to job
design is socio-technical systems theory, which suggests that the best results are
obtained if grouping is such that workers are primarily related to each other by way
of task performance and task interdependence. As Emery (1980) has stated:

In designing a social system to efficiently operate a modern capital-intensive plant the
key problem is that of creating self-managing groups to man the interface with the tech-
nical system.

A self-managing team:

e enlarges individual jobs to include a wider range of operative skills (multi-
skilling);

e decides on methods of work and the planning, scheduling and control of work;

e distributes tasks itself among its members.

The advocates of self-managing teams or autonomous work groups claim that this
approach offers a more comprehensive view of organizations than the rather
simplistic individual motivation theories that underpin job rotation, enlargement
and enrichment. Be that as it may, the strength of this system is that it does take
account of the social or group factors and the technology as well as the individual
motivators.



334 © Organization, design and development

HIGH-PERFORMANCE WORK DESIGN

High-performance work design, as described by Buchanan (1987), requires the
following steps:

Management clearly defines what it needs in the form of new technology or
methods of production and the results expected from its introduction.
Multi-skilling is encouraged — that is, job demarcation lines are eliminated as far
as possible and encouragement and training are provided for employees to
acquire new skills.

Equipment that can be used flexibly is selected and is laid out to allow freedom of
movement and vision.

Self-managed teams or autonomous working groups are established, each with
around a dozen members and with full ‘back-to-back’ responsibility for product
assembly and testing, fault-finding and some maintenance.

Managers and team leaders adopt a supportive rather than an autocratic style
(this is the most difficult part of the system to introduce).

Support systems are provided for kit-marshalling and material supply, which
help the teams to function effectively as productive units.

Management sets goals and standards for success.

The new system is introduced with great care by means of involvement and
communication programmes.

Thorough training is carried out on the basis of an assessment of training needs.
The payment system is specially designed with employee participation to fit their
needs as well as those of management.

Payment may be related to team performance (team pay), but with skill-based
pay for individuals.

In some cases, a ‘peer performance review’ process may be used which involves
team members assessing one another’s performance as well as the performance of
the team as a whole.

ROLE DEVELOPMENT

Job design as described above takes place when a new job is created or an existing job
is substantially changed, often following a reorganization. But the part people play in
carrying out their jobs — their roles — can evolve over time as people grow into them
and grow with them, and as incremental changes take place in the scope of the work
and the degree to which individuals are free to act (their autonomy). Roles will be
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developed as people develop in them, responding to opportunities and changing
demands, acquiring new skills and developing competencies.

Role development is a continuous process which takes place in the context of day
to day work, and it is therefore a matter between managers and the members of their
teams. It involves agreeing definitions of key results areas and competency require-
ments as they evolve. When these change — as they probably will in all except the
most routine jobs — it is desirable to achieve mutual understanding of new expecta-
tions. The forces should be on role flexibility — giving people the chance to develop
their roles by making better and extended use of their skills and capabilities.

The process of understanding how roles are developing and agreeing the implica-
tions can take place within the framework of performance management as described
in Part VII, where the performance agreement, which is updated regularly, spells out
the outcomes (key result areas) and the competency requirements. It is necessary to
ensure that managers, team leaders and employees generally acquire the skills neces-
sary to define roles within the performance management framework, taking into
account the principles of job design set out earlier in this chapter. Ways in which role
profiles can be set out are described in Chapter 13.
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Organizational development,
change and transformation

This chapter starts with a definition and critical review of the overall concept of orga-
nizational development (OD). Approaches to change management are then exam-
ined. These have sometimes been treated as an aspect of organizational development,
but in fact they are used in any organization that is concerned with the effective intro-
duction of changed structures, policies or practices. They therefore exist in their own
right. The chapter continues with a discussion of organizational transformation prin-
ciples and practice which are an extension of change management methodology into
comprehensive programmes for managing fundamental changes to the culture and
operations of an organization. The final section of the chapter deals with specific
approaches to organizational development or change, namely: team building, culture
change management, total quality management, continual improvement processes,
business process re-engineering and performance management.

WHAT IS ORGANIZATIONAL DEVELOPMENT?

Organizational development is concerned with the planning and implementation
of programmes designed to enhance the effectiveness with which an organization
functions and responds to change. Overall, the aim is to adopt a planned and
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coherent approach to improving organizational effectiveness. An effective organiza-
tion can be defined broadly as one that achieves its purpose by meeting the wants
and needs of its stakeholders, matching its resources to opportunities, adapting flex-
ibly to environmental changes and creating a culture that promotes commitment,
creativity, shared values and mutual trust.

Organizational development is concerned with process, not structure or systems —
with the way things are done rather than what is done. Process refers to the ways in
which people act and interact. It is about the roles they play on a continuing basis to
deal with events and situations involving other people and to adapt to changing
circumstances.

Organizational development is an all-embracing term for the approaches described
in this chapter to changing processes, culture and behaviour in the organization. The
changes may take place within the framework of an overall programme of organiza-
tion development (OD). Within this programme, or taking place as separate activities,
one or more of the following approaches may be used.

organization development (OD);
change management;

team building;

culture change or management;
total quality management;
continuous improvement;
business process re-engineering;
performance management;
organizational transformation.

ORGANIZATION DEVELOPMENT

Defined
Organization development (OD) has been defined by French and Bell (1990) as:

A planned systematic process in which applied behavioural science principles and prac-
tices are introduced into an ongoing organization towards the goals of effecting organi-
zational improvement, greater organizational competence, and greater organizational
effectiveness. The focus is on organizations and their improvement or, to put it another
way, total systems change. The orientation is on action — achieving desired results as a
result of planned activities.
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The classic and ambitious approach to OD was described by Bennis (1960) as follows:
‘Organization development (OD) is a response to change, a complex educational
strategy intended to change the beliefs, attitudes, values, and structure of organiza-
tions so that they can better adapt to new technologies, markets, and challenges, and
the dizzying rate of change itself.

A short history of OD
Origins of OD

The origin of OD can be traced to the work of Kurt Lewin (1947, 1951), who devel-
oped the concept of group dynamics (the phrase was first coined in 1939). Group
dynamics is concerned with the ways in which groups evolve and how people in
groups behave and interact. Lewin founded the Research Centre for Group Dynamics
in 1945 and out of this emerged the process of “T-group” or sensitivity training, in
which participants in an unstructured group learn from their own interaction and the
evolving dynamics of the group. T-group laboratory training became one of the
fundamental OD processes. Lewin also pioneered action research approaches.

The formative years of OD

During the 1950s and 1960s behavioural scientists such as Argyris, Beckhard, Bennis,
Blake, McGregor, Schein, Shepart and Tannenbaum developed the concepts and
approaches that together represented ‘OD’. They defined the scope, purpose and
philosophy of OD, methods of conducting OD ‘interventions’, approaches to
‘process consulting’” and methodologies such as action research and survey
feedback.

OD - the glory years

The later 1960s and the 1970s were the days when behavioural science reigned and
OD was seen, at least by behavioural scientists, as the answer to the problem of
improving organizational effectiveness. Comprehensive programmes using the
various approaches described below were introduced in a number of American busi-
nesses such as General Motors and Corning Glass and a few UK companies such as
ICI. US research quoted by French and Bell (1990) found that positive impacts were
made in between 70 and 80 per cent of the cases studied.

OD in decline
Doubt about the validity of OD as a concept was first expressed in the 1970s. Kahn
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(1974) wrote that: ‘It is not a concept, at least not in the scientific sense of the word: it
is not precisely defined; it is not reducible to specific, uniform, observable behaviour.”

A typical criticism of OD was made later by McLean (1981) who wrote that: “There
seems to be a growing awareness of the inappropriateness of some of the funda-
mental values, stances, models and prescriptions inherited from the 1960s. Writers
are facing up to the naivete of early beliefs and theories in what might be termed a
climate of sobriety and new realism.’

New approaches to improving organizational effectiveness

During the 1980s and 1990s the focus shifted from OD as a behavioural science
concept to a number of other approaches. Some of these, such as organizational
transformation, are not entirely dissimilar to OD. Others, such as team building,
change management and culture change or management, are built on some of the
basic ideas developed by writers on organization development and OD practitioners.
Yet other approaches, such as total quality management, continuous improvement,
business process re-engineering and performance management, could be described
as holistic processes that attempt to improve overall organizational effectiveness from
a particular perspective. The tendency now is to rely more on specific interventions
such as performance management, team pay or total quality management, than on
all-embracing but somewhat nebulous OD programmes which were often owned by
the HR department and its consultants, and not by line management.

Characteristics of the traditional approach to OD

OD concentrated on how things are done as well as what they do. It was a form of
applied behavioural science that was concerned with system-wide change. The orga-
nization was considered as a total system and the emphasis was on the interrelation-
ships, interactions and interdependencies of different aspects of how systems operate
as they transform inputs and outputs and use feedback mechanisms for self-regula-
tion. OD practitioners talked about ‘the client system” — meaning that they were
dealing with the total organizational system.

OD as originally conceived was based upon the following assumptions and
values:

e Most individuals are driven by the need for personal growth and development as
long as their environment is both supportive and challenging.

e The work team, especially at the informal level, has great significance for feelings
of satisfaction and the dynamics of such teams have a powerful effect on the
behaviour of their members.
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OD programmes aimed to improve the quality of working life of all members of
the organization.

Organizations can be more effective if they learn to diagnose their own strengths
and weaknesses.

But managers often do not know what is wrong and need special help in diag-
nosing problems, although the outside ‘process consultant” ensures that decision
making remains in the hands of the client.

The three main features of OD programmes were:

They were managed, or at least strongly supported, from the top but often made
use of third parties or ‘change agents’ to diagnose problems and to manage
change by various kinds of planned activity or ‘intervention’.

The plans for organization development were based upon a systematic analysis
and diagnosis of the circumstances of the organization and the changes and prob-
lems affecting it.

They used behavioural science knowledge and aimed to improve the way the
organization copes in times of change through such processes as interaction,
communications, participation, planning and conflict.

The activities that may be incorporated in a traditional OD programme are summa-
rized below.

Action research. This is an approach developed by Lewin (1947) which takes the
form of systematically collecting data from people about process issues and feeds
it back in order to identify problems and their likely causes so that action can be
taken cooperatively by the people involved to deal with the problem. The essen-
tial elements of action research are data collection, diagnosis, feedback, action
planning, action and evaluation.

Survey feedback. This is a variety of action research in which data are systemati-
cally collected about the system and then fed back to groups to analyse and inter-
pret as the basis for preparing action plans. The techniques of survey feedback
include the use of attitude surveys and workshops to feed back results and
discuss implications.

Interventions. The term ‘intervention’ in OD refers to core structured activities
involving clients and consultants. The activities can take the form of action
research, survey feedback or any of those mentioned below. Argyris (1970)
summed up the three primary tasks of the OD practitioner or interventionist as
being to:
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— generate and help clients to generate valid information that they can under-
stand about their problems;
— create opportunities for clients to search effectively for solutions to their prob-
lems, to make free choices;
— create conditions for internal commitment to their choices and opportunities
for the continual monitoring of the action taken.
Process consultation. As described by Schein (1969), this involves helping clients to
generate and analyse information that they can understand and, following a thor-
ough diagnosis, act upon. The information will relate to organizational processes
such as inter-group relations, interpersonal relations and communications. The
job of the process consultant was defined by Schein as being to ‘help the organi-
zation to solve its own problems by making it aware of organizational processes,
of the consequences of these processes, and of the mechanisms by which they can
be changed’.
Team-building interventions as discussed later in this chapter. These deal with
permanent work teams or those set up to deal with projects or to solve particular
problems. Interventions are directed towards the analysis of the effectiveness of
team processes such as problem solving, decision making and interpersonal rela-
tionships, a diagnosis and discussion of the issues and joint consideration of the
actions required to improve effectiveness.
Inter-group conflict interventions. As developed by Blake et al (1964), these aim to
improve inter-group relations by getting groups to share their perceptions of one
another and to analyse what they have learned about themselves and the other
group. The groups involved meet each other to share what they have learnt, to
agree on the issues to be resolved and the actions required.
Personal interventions. These include sensitivity training laboratories (T-groups),
transactional analysis and, more recently, neuro-linguistic programming (NLP).
Another approach is behaviour modelling, which is based on Bandura’s (1977)
social learning theory. This states that for people to engage successfully in a
behaviour they 1) must perceive a link between the behaviour and certain
outcomes, 2) must desire those outcomes (this is termed “positive valence’), and 3)
must believe they can do it (termed ‘self-efficacy’). Behaviour-modelling training
involves getting a group to identify the problem and develop and practise the
skills required by looking at DVDs showing what skills can be applied, role
playing, practising the use of skills on the job and discussing how well they have
been applied.
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Use of OD

The decline of traditional OD, as described above, has been partly caused by disen-
chantment with the jargon used by consultants and the unfulfilled expectations of
significant improvements in organizational effectiveness. There was also a reaction in
the hard-nosed 1980s against the perceived softness of the messages preached by the
behavioural scientists. Managements in the later 1980s and 1990s wanted more
specific prescriptions which would impact on processes they believed to be important
as means of improving performance, such as total quality management, business
process re-engineering and performance management. The need to manage change to
processes, systems or culture was still recognized as long as it was results driven,
rather than activity centred. Team-building activities in the new process-based orga-
nizations were also regarded favourably as long as they were directed towards
measurable improvements in the shorter term. It was also recognized that organiza-
tions were often compelled to transform themselves in the face of massive challenges
and external pressures, and traditional OD approaches would not make a sufficient
or speedy impact. A survey of the views of chief executives about organizational
development, (IPD, 1999a) found that a large proportion of them are expecting
greater team contributions, more sophisticated people management practices and
processes for managing knowledge. As the IPD commented, ‘HR has a pivotal role in
developing the behaviours and culture to support the delivery of these strategies.”

CHANGE MANAGEMENT

The change process

Conceptually, the change process starts with an awareness of the need for change. An
analysis of this situation and the factors that have created it leads to a diagnosis of
their distinctive characteristics and an indication of the direction in which action
needs to be taken. Possible courses of action can then be identified and evaluated and
a choice made of the preferred action.

It is then necessary to decide how to get from here to there. Managing change
during this transition state is a critical phase in the change process. It is here that the
problems of introducing change emerge and have to be managed. These problems
can include resistance to change, low stability, high levels of stress, misdirected
energy, conflict and loss of momentum. Hence the need to do everything possible to
anticipate reactions and likely impediments to the introduction of change.

The installation stage can also be painful. When planning change there is a
tendency for people to think that it will be an entirely logical and linear process of
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going from A to B. It is not like that at all. As described by Pettigrew and Whipp
(1991), the implementation of change is an ‘iterative, cumulative and reformulation-
in-use process’.

To manage change, it is first necessary to understand the types of change and why
people resist change. It is important to bear in mind that while those wanting change
need to be constant about ends, they have to be flexible about means. This
requires them to come to an understanding of the various models of change that
have been developed. In the light of an understanding of these models they will be
better equipped to make use of the guidelines for change set out at the end of this
section.

Types of change

There are two main types of change: strategic and operational.

Strategic change

Strategic change is concerned with organizational transformation as described in the
last section of this chapter. It deals with broad, long-term and organization-wide
issues. It is about moving to a future state, which has been defined generally in terms
of strategic vision and scope. It will cover the purpose and mission of the organiza-
tion, its corporate philosophy on such matters as growth, quality, innovation and
values concerning people, the customer needs served and the technologies
employed. This overall definition leads to specifications of competitive positioning
and strategic goals for achieving and maintaining competitive advantage and for
product-market development. These goals are supported by policies concerning
marketing, sales, manufacturing, product and process development, finance and
human resource management.

Strategic change takes place within the context of the external competitive,
economic and social environment, and the organization’s internal resources, capabil-
ities, culture, structure and systems. Its successful implementation requires thorough
analysis and understanding of these factors in the formulation and planning stages.
The ultimate achievement of sustainable competitive advantage relies on the qualities
defined by Pettigrew and Whipp (1991), namely: ‘The capacity of the firm to identify
and understand the competitive forces in play and how they change over time, linked
to the competence of a business to mobilize and manage the resources necessary for
the chosen competitive response through time.’

Strategic change, however, should not be treated simplistically as a linear process
of getting from A to B which can be planned and executed as a logical sequence of
events. Pettigrew and Whipp (1991) issued the following warning based on their
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research into competitiveness and managing change in the motor, financial services,
insurance and publishing industries:

The process by which strategic changes are made seldom moves directly through neat,
successive stages of analysis, choice and implementation. Changes in the firm’s envi-
ronment persistently threaten the course and logic of strategic changes: dilemma
abounds... We conclude that one of the defining features of the process, in so far as
management action is concerned, is ambiguity; seldom is there an easily isolated logic
to strategic change. Instead, that process may derive its motive force from an amalgam
of economic, personal and political imperatives. Their introduction through time
requires that those responsible for managing that process make continual assessments,
repeated choices and multiple adjustments.

Operational change

Operational change relates to new systems, procedures, structures or technology
which will have an immediate effect on working arrangements within a part of the
organization. But their impact on people can be more significant than broader
strategic change and they have to be handled just as carefully.

Resistance to change
Why people resist change

People resist change because it is seen as a threat to familiar patterns of behaviour as
well as to status and financial rewards. Joan Woodward (1968) made this point
clearly:

When we talk about resistance to change we tend to imply that management is always
rational in changing its direction, and that employees are stupid, emotional or irrational
in not responding in the way they should. But if an individual is going to be worse off,
explicitly or implicitly, when the proposed changes have been made, any resistance is
entirely rational in terms of his own best interest. The interests of the organization and
the individual do not always coincide.

Specifically, the main reasons for resisting change are as follows:

e The shock of the new — people are suspicious of anything which they perceive will
upset their established routines, methods of working or conditions of employ-
ment. They do not want to lose the security of what is familiar to them. They may
not believe statements by management that the change is for their benefit as well



346 = Organization, design and development

as that of the organization; sometimes with good reason. They may feel that
management has ulterior motives and, sometimes, the louder the protestations of
managements, the less they will be believed.

e Economic fears —loss of money, threats to job security.

e Inconvenience — the change will make life more difficult.

e Uncertainty — change can be worrying because of uncertainty about its likely
impact.

e Symbolic fears — a small change that may affect some treasured symbol, such as a
separate office or a reserved parking space, may symbolize big ones, especially
when employees are uncertain about how extensive the programme of change
will be.

e Threat to interpersonal relationships — anything that disrupts the customary social
relationships and standards of the group will be resisted.

e Threat to status or skill — the change is perceived as reducing the status of individ-
uals or as de-skilling them.

e Competence fears — concern about the ability to cope with new demands or to
acquire new skills.

Overcoming resistance to change

Resistance to change can be difficult to overcome even when it is not detrimental to
those concerned. But the attempt must be made. The first step is to analyse the poten-
tial impact of change by considering how it will affect people in their jobs. The
analysis should indicate which aspects of the proposed change may be supported
generally or by specified individuals and which aspects may be resisted. So far as
possible, the potentially hostile or negative reactions of people should be identified,
taking into account all the possible reasons for resisting change listed above. It is
necessary to try to understand the likely feelings and fears of those affected so that
unnecessary worries can be relieved and, as far as possible, ambiguities can be
resolved. In making this analysis, the individual introducing the change, who is
sometimes called the ‘change agent’, should recognize that new ideas are likely to be
suspect and should make ample provision for the discussion of reactions to proposals
to ensure complete understanding of them.

Involvement in the change process gives people the chance to raise and resolve
their concerns and make suggestions about the form of the change and how it should
be introduced. The aim is to get ‘ownership’ — a feeling amongst people that the
change is something that they are happy to live with because they have been
involved in its planning and introduction - it has become their change.

Communications about the proposed change should be carefully prepared and
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worded so that unnecessary fears are allayed. All the available channels as described
in Chapter 54 should be used, but face-to-face communications direct from managers
to individuals or through a team briefing system are best.

Change models

The best-known change models are those developed by Lewin (1951) and Beckhard
(1969). But other important contributions to an understanding of the mechanisms for
change have been made by Thurley (1979), Quinn (1980), Nadler and Tushman
(1980), Bandura (1986) and Beer et al (1990).

Lewin

The basic mechanisms for managing change, according to Lewin (1951), are as
follows:

e Unfreezing — altering the present stable equilibrium which supports existing
behaviours and attitudes. This process must take account of the inherent threats
that change presents to people and the need to motivate those affected to attain
the natural state of equilibrium by accepting change.

e Changing — developing new responses based on new information.

® Refreezing — stabilizing the change by introducing the new responses into the
personalities of those concerned.

Lewin also suggested a methodology for analysing change which he called ‘field
force analysis’. This involves:

e analysing the restraining or driving forces that will affect the transition to the
future state; these restraining forces will include the reactions of those who see
change as unnecessary or as constituting a threat;

e assessing which of the driving or restraining forces are critical;

e taking steps both to increase the critical driving forces and to decrease the critical
restraining forces.

Beckhard

According to Beckhard (1969), a change programme should incorporate the following
processes:

e setting goals and defining the future state or organizational conditions desired
after the change;
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e diagnosing the present condition in relation to these goals;

e defining the transition state activities and commitments required to meet the
future state;

e developing strategies and action plans for managing this transition in the light of
an analysis of the factors likely to affect the introduction of change.

Thurley

Thurley (1979) described the following five approaches to managing change:

Directive — the imposition of change in crisis situations or when other methods
have failed. This is done by the exercise of managerial power without consulta-
tion.

Bargained — this approach recognizes that power is shared between the employer
and the employed and that change requires negotiation, compromise and agree-
ment before being implemented.

‘Hearts and minds’ — an all-embracing thrust to change the attitudes, values and
beliefs of the whole workforce. This ‘normative” approach (ie one that starts from
a definition of what management thinks is right or ‘normal’) seeks ‘commitment’
and ‘shared vision’ but does not necessarily include involvement or participation.
Analytical — a theoretical approach to the change process using models of
change such as those described above. It proceeds sequentially from the
analysis and diagnosis of the situation, through the setting of objectives, the
design of the change process, the evaluation of the results and, finally, the
determination of the objectives for the next stage in the change process. This
is the rational and logical approach much favoured by consultants — external
and internal. But change seldom proceeds as smoothly as this model would
suggest. Emotions, power politics and external pressures mean that the
rational approach, although it might be the right way to start, is difficult to
sustain.

Action-based — this recognizes that the way managers behave in practice bears little
resemblance to the analytical, theoretical model. The distinction between
managerial thought and managerial action blurs in practice to the point of invisi-
bility. What managers think is what they do. Real life therefore often results in a
‘ready, aim, fire’ approach to change management. This typical approach to
change starts with a broad belief that some sort of problem exists, although it may
not be well defined. The identification of possible solutions, often on a trial and
error basis, leads to a clarification of the nature of the problem and a shared
understanding of a possible optimal solution, or at least a framework within
which solutions can be discovered.
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Quinn

According to Quinn (1980), the approach to strategic change is characterized as a
process of artfully blending ‘formal analysis, behavioural techniques and power poli-
tics to bring about cohesive step-by-step movement towards ends which were
initially conceived, but which are constantly refined and reshaped as new informa-
tion appears. Their integrating methodology can best be described as “logical incre-

s

mentation”.” Quinn emphasizes that it is necessary to:

create awareness and commitment incrementally;
broaden political support;

manage coalitions;

empower champions.

Nadler and Tushman

The guidelines produced by Nadler and Tushman (1980) on implementing change
were:

e Motivate in order to achieve changes in behaviour by individuals.

e Manage the transition by making organizational arrangements designed to assure
that control is maintained during and after the transition, and by developing and
communicating a clear image of the future.

e  Shape the political dynamics of change so that power centres develop that support
the change rather than block it.

e Build in stability of structures and processes to serve as anchors for people to hold
on to. Organizations and individuals can only stand so much uncertainty and
turbulence (hence the emphasis by Quinn (1980) on the need for an incremental
approach).

Bandura

The ways in which people change were described by Bandura (1986) as follows:

1. People make conscious choices about their behaviours.
The information people use to make their choices comes from their environ-
ment.
3. Their choices are based upon:
— the things that are important to them;
— the views they have about their own abilities to behave in certain ways;
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— the consequences they think will accrue to whatever behaviour they decide to
engage in.

For those concerned in change management, the implications of this theory are
that:

e the tighter the link between a particular behaviour and a particular outcome, the
more likely it is that we will engage in that behaviour;

e the more desirable the outcome, the more likely it is that we will engage in behav-
iour that we believe will lead to it;

e the more confident we are that we can actually assume a new behaviour, the more
likely we are to try it.

To change people’s behaviour, therefore, we have first to change the environment
within which they work, secondly, convince them that the new behaviour is some-
thing they can accomplish (training is important) and, thirdly, persuade them that it
will lead to an outcome that they will value. None of these steps is easy.

Beer, Eisenstat and Spector

Michael Beer (1990) and his colleagues suggested in a seminal Harvard Business
Review article, “‘Why change programs don’t produce change’, that most such
programmes are guided by a theory of change that is fundamentally flawed. This
theory states that changes in attitudes lead to changes in behaviour. ‘According to
this model, change is like a conversion experience. Once people “get religion”,
changes in their behaviour will surely follow.” They believe that this theory gets the
change process exactly backwards:

In fact, individual behaviour is powerfully shaped by the organizational roles people
play. The most effective way to change behaviour, therefore, is to put people into a new
organizational context, which imposes new roles, responsibilities and relationships on
them. This creates a situation that in a sense 'forces’ new attitudes and behaviour on
people.

They prescribe six steps to effective change, which concentrate on what they call ‘task
alignment’ — reorganizing employees’ roles, responsibilities and relationships to solve
specific business problems in small units where goals and tasks can be clearly
defined. The aim of following the overlapping steps is to build a self-reinforcing cycle
of commitment, coordination and competence. The steps are:
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Mobilize commitment to change through the joint analysis of problems.

Develop a shared vision of how to organize and manage to achieve goals such as
competitiveness.

Foster consensus for the new vision, competence to enact it, and cohesion to
move it along.

Spread revitalization to all departments without pushing it from the top -
don’t force the issue, let each department find its own way to the new organiza-
tion.

Institutionalize revitalization through formal policies, systems and structures.
Monitor and adjust strategies in response to problems in the revitalization
process.

Guidelines for change management

The achievement of sustainable change requires strong commitment and
visionary leadership from the top.

Understanding is necessary of the culture of the organization and the levers for
change that are most likely to be effective in that culture.

Those concerned with managing change at all levels should have the tempera-
ment and leadership skills appropriate to the circumstances of the organization
and its change strategies.

It is important to build a working environment that is conducive to change. This
means developing the firm as a ‘learning organization’.

People support what they help to create. Commitment to change is improved if
those affected by change are allowed to participate as fully as possible in planning
and implementing it. The aim should be to get them to ‘own’ the change as some-
thing they want and will be glad to live with.

The reward system should encourage innovation and recognize success in
achieving change.

Change will always involve failure as well as success. The failures must be
expected and learned from.

Hard evidence and data on the need for change are the most powerful tools for its
achievement, but establishing the need for change is easier than deciding how to
satisfy it.

It is easier to change behaviour by changing processes, structure and systems
than to change attitudes or the corporate culture.

There are always people in organizations who can act as champions of change.
They will welcome the challenges and opportunities that change can provide.
They are the ones to be chosen as change agents.
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e Resistance to change is inevitable if the individuals concerned feel that they are
going to be worse off — implicitly or explicitly. The inept management of change
will produce that reaction.

e In an age of global competition, technological innovation, turbulence, disconti-
nuity, even chaos, change is inevitable and necessary. The organization must do
all it can to explain why change is essential and how it will affect everyone.
Moreover, every effort must be made to protect the interests of those affected by
change.

ORGANIZATIONAL TRANSFORMATION
Defined

Transformation, according to Webster’s Dictionary, is: A change in the shape,
structure, nature of something’. Organizational transformation is the process of
ensuring that an organization can develop and implement major change programmes
that will ensure that it responds strategically to new demands and continues to func-
tion effectively in the dynamic environment in which it operates. Organizational
transformation activities may involve radical changes to the structure, culture
and processes of the organization — the way it looks at the world. This may be in
response to competitive pressures, mergers, acquisitions, investments, disinvest-
ments, changes in technology, product lines, markets, cost reduction exercises and
decisions to downsize or outsource work. Transformational change may be forced on
an organization by investors or government decisions. It may be initiated by a new
chief executive and top management team with a remit to ‘turn round’ the business.

Transformational change means that significant and far-reaching developments are
planned and implemented in corporate structures and organization-wide processes.
The change is neither incremental (bit by bit) nor transactional (concerned solely with
systems and procedures). Transactional change, according to Pascale (1990), is merely
concerned with the alteration of ways in which the organization does business and
people interact with one another on a day-to-day basis, and ‘is effective when what
you want is more of what you’'ve already got’. He advocates a ‘discontinuous
improvement in capability” and this he describes as transformation.

The distinction between organizational transformation and
organization development

Organizational transformation programmes are business-led. They focus on what
needs to be done to ensure that the business performs more effectively in adding



Organizational development, change and transformation = 353

value, especially for its owners, and achieving competitive advantage. They will
be concerned with building strategic capability and improving the ways in which
the business reaches its goals. This means considering what needs to be done
to ensure that people work and interact well, but they are not dominated by
the concepts of behavioural science, as was the case in traditional OD interven-
tions.

Types of transformational change
The four types of transformational change as identified by Beckhard (1989) are:

e 1 change in what drives the organization — for example, a change from being produc-
tion-driven to being market-driven would be transformational;

e a fundamental change in the relationships between or among organizational parts — for
example, decentralization;

e amajor change in the ways of doing work — for example, the introduction of new tech-
nology such as computer-integrated manufacturing;

e abasic, cultural change in norms, values or research systems — for example, developing
a customer-focused culture.

Transformation through leadership

Transformation programmes are led from the top within the organization. They
do not rely on an external ‘change agent’ as did traditional OD interven-
tions, although specialist external advice might be obtained on aspects of the trans-
formation such as strategic planning, reorganization or developing new reward
processes.

The prerequisite for a successful programme is the presence of a transformational
leader who, as defined by Burns (1978), motivates others to strive for higher-order
goals rather than merely short-term interest. Transformational leaders go beyond
dealing with day-to-day management problems; they commit people to action
and focus on the development of new levels of awareness of where the futur lies, and
commitment to achieving that future. Burns contrasts transformational leaders with
transactional leaders who operate by building up a network of interpersonal transac-
tions in a stable situation and who enlist compliance rather than commitment
through the reward system and the exercise of authority and power. Transactional
leaders may be good at dealing with here-and-now problems but they will not
provide the vision required to transform the future.
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Managing the transition

The transition from where the organization is to where the organization wants to be is
the critical part of a transformation programme. It is during the transition period of
getting from here to there that change takes place. Transition management starts from
a definition of the future state and a diagnosis of the present state. It is then necessary
to define what has to be done to achieve the transformation. This means deciding on
the new processes, systems, procedures, structures, products and markets to be
developed. Having defined these, the work can be programmed and the resources
required (people, money, equipment and time) can be defined. The plan for
managing the transition should include provisions for involving people in the
process and for communicating to them about what is happening, why it is
happening and how it will affect them. Clearly the aims are to get as many people as
possible committed to the change.

The transformation programme

The eight steps required to transform an organization have been summed up by
Kotter (1995) as follows:

1. Establishing a sense of urgency
— Examining market and competitive realities
— Identifying and discussing crises, potential crises, or major opportunities
2. Forming a powerful guiding coalition
— Assembling a group with enough power to lead the change effort
— Encouraging the group to work together as a team
3. Creating a vision
— Creating a vision to help direct the change effort
— Developing strategies for achieving that vision
4. Communicating the vision
— Using every vehicle possible to communicate the new vision and strategies
— Teaching new behaviours by the example of the guiding coalition
5. Empowering others to act on the vision
— Getting rid of obstacles to change
— Changing systems or structures that seriously undermine the vision
— Encouraging risk taking and non-traditional ideas, activities and actions
6. Planning for and creating short-term wins
— Planning for visible performance improvement
— Creating those improvements
— Recognizing and rewarding employees involved in the improvements
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7. Consolidating improvements and producing still more change
— Using increased credibility to change systems, structures and policies that
don’t fit the vision
— Hiring, promoting and developing employees who can implement the
vision
— Reinvigorating the process with new projects, themes and change agents
8.  Institutionalizing new approaches
— Articulating the connections between the new behaviours and corporate
success
— Developing the means to ensure leadership development and succession.

The role of HR in organizational transformation

HR can and should play a key role in organizational transition and transformation
programmes. It can provide help and guidance in analysis and diagnosis, high-
lighting the people issues that will fundamentally affect the success of the
programme. HR can advise on resourcing the programme and planning and imple-
menting the vital training, reward, communications and involvement aspects of the
process. It can anticipate people problems and deal with them before they become
serious. If the programme does involve restructuring and downsizing, HR can advise
on how this should be done humanely and with the minimum disruption to people’s
lives.

DEVELOPMENT AND CHANGE PROCESSES
Team building

Team-building activities aim to improve and develop the effectiveness of a group of
people who work (permanently or temporarily) together. This improvement may be
defined in terms of outputs, for example the speed and quality of the decisions and
actions produced by the team. It may also be defined in more nebulous terms, such as
the quality of relationships or greater cooperation. The activities in team-building
programmes can:

e increase awareness of the social processes that take place within teams;

e develop the interactive or interpersonal skills that enable individuals to function
effectively as team members;

e increase the overall effectiveness with which teams operate in the organization.
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To be effective, team-building programmes should be directly relevant to the res-
ponsibilities of the participants and be seen as relevant by all participants. They need
to support business objectives, fit in with practical working arrangements and reflect
the values the organization wishes to promote. Approaches such as action learning,
group dynamics, group exercises, interactive skills training, interactive video, role-
playing and simulation can be used. Team-building training is often based on either
Belbin or Margerison and McCann classifications of team roles as listed in Chapter 20.

Outdoor learning (outdoor-based development) is another good method of
providing team-building training. It can offer a closer approximation to reality than
other forms of training. Participants tend to behave more normally and, paradoxi-
cally, it is precisely because the tasks are unrelated to work activities and are rela-
tively simple that they highlight the processes involved in teamwork and provide a
good basis for identifying how these processes can be improved.

Total quality management

Total quality management is an intensive, long-term effort directed at the creation
and maintenance of the high standards of product quality and services expected by
customers. As such, it can operate as a major influence in developing the culture and
processes of the organization. The object is significantly to increase the awareness of
all employees that quality is vital to the organization’s success and their future. The
business must be transformed into an entity that exists to deliver value to customers
by satisfying their needs.

Continuous improvement

Continuous improvement is a management philosophy that contends that things can
be done better. Continuous improvement is defined by Bessant et al (1994) as ‘a
company-wide process of focused and continuous incremental innovation sustained
over a period of time’. The key words in this definition are:

e Focused — continuous improvement addresses specific issues where the effective-
ness of operations and processes needs to be improved, where higher quality
products or services should be provided and, importantly, where the levels of
customer service and satisfaction need to be enhanced.

e Continuous — the search for improvement is never-ending; it is not a one-off
campaign to deal with isolated problems.

e Incremental — continuous improvement is not about making sudden quantum
leaps in response to crisis situations; it is about adopting a steady, step-by-step
approach to improving the ways in which the organization goes about doing
things.
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e Innovation — continuous improvement is concerned with developing new ideas
and approaches to deal with new and sometimes old problems and requirements.

Business process re-engineering

Business process re-engineering as a panacea emerged in the 1990s. It examines
processes horizontally in organizations to establish how they can be integrated more
effectively and streamlined. Re-engineering exercises can provide an overall
approach to developing an organization but they often promise more than they
achieve and they have been criticized because they pay insufficient attention to the
human element.

Performance management

Performance management as a holistic — all-embracing — process for managing
performance throughout an organization is one of the most commonly used instru-
ments for improving organizational effectiveness. It is described in Part VII.



Part VI

People resourcing

PEOPLE RESOURCING DEFINED

People resourcing is concerned with ensuring that the organization obtains and
retains the human capital it needs and employs them productively. It is also about
those aspects of employment practice that are concerned with welcoming people to the
organization and, if there is no alternative, releasing them. It is a key part of the HRM
process.

PEOPLE RESOURCING AND HRM

HRM is fundamentally about matching human resources to the strategic and opera-
tional needs of the organization and ensuring the full utilization of those resources. It
is concerned not only with obtaining and keeping the number and quality of staff
required but also with selecting and promoting people who ‘fit’ the culture and the
strategic requirements of the organization.

HRM places more emphasis than traditional personnel management on finding
people whose attitudes and behaviour are likely to be congruent with what manage-
ment believes to be appropriate and conducive to success. In the words of Townley
(1989), organizations are concentrating more on ‘the attitudinal and behavioural
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characteristics of employees’. This tendency has its dangers. Innovative and adaptive
organizations need non-conformists, even mavericks, who can ‘buck the system’. If
managers recruit people ‘in their own image’ there is the risk of staffing the organiza-
tion with conformist clones and of perpetuating a dysfunctional culture — one that
may have been successful in the past but is no longer appropriate (nothing fails like
success).

The HRM approach to resourcing therefore emphasizes that matching resources to
organizational requirements does not simply mean maintaining the status quo and
perpetuating a moribund culture. It can and often does mean radical changes in
thinking about the competencies required in the future to achieve sustainable growth
and to achieve cultural change. HRM resourcing policies address two fundamental
questions:

1. What kind of people do we need to compete effectively, now and in the foreseeable
future?
2. What do we have to do to attract, develop and keep these people?

Integrating business and resourcing strategies

The philosophy behind the HRM approach to resourcing is that it is people who imple-
ment the strategic plan. As Quinn Mills (1983) has put it, the process is one of ‘plan-
ning with people in mind’.

The integration of business and resourcing strategies is based on an understanding
of the direction in which the organization is going and of the resulting human
resource needs in terms of:

e numbers required in relation to projected activity levels;

e skills required on the basis of technological and product/market developments and
strategies to enhance quality or reduce costs;

e the impact of organizational restructuring as a result of rationalization, decen-
tralization, delayering, mergers, product or market development, or the introduc-
tion of new technology — for example, cellular manufacturing;

e plans for changing the culture of the organization in such areas as ability to
deliver, performance standards, quality, customer service, team working and
flexibility which indicate the need for people with different attitudes, beliefs and
personal characteristics.

These factors will be strongly influenced by the type of business strategies adopted by
the organization and the sort of business it is in. These may be expressed in such terms
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as the Boston Consulting Group’s classification of businesses as wild cat, star, cash
cow or dog; or Miles and Snow’s (1978) typology of defender, prospector and analyser
organizations.

Resourcing strategies exist to provide the people and skills required to support the
business strategy, but they should also contribute to the formulation of that strategy.
HR directors have an obligation to point out to their colleagues the human resource
opportunities and constraints that will affect the achievement of strategic plans. In
mergers or acquisitions, for example, the ability of management within the company
to handle the new situation and the quality of management in the new business will be
important considerations.

PLAN

This part deals with the following aspects of employee resourcing:

human resource planning;
talent management;
recruitment;

selection interviewing;

selection testing;

introduction to the organization;
release from the organization.
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Human resource planning

THE ROLE OF HUMAN RESOURCE PLANNING
Definition

Human resource planning determines the human resources required by the organiza-
tion to achieve its strategic goals. As defined by Bulla and Scott (1994) it is ‘the
process for ensuring that the human resource requirements of an organization are
identified and plans are made for satisfying those requirements’. Human resource
planning is based on the belief that people are an organization’s most important
strategic resource. It is generally concerned with matching resources to business
needs in the longer term, although it will sometimes address shorter term require-
ments. It addresses human resource needs both in quantitative and qualitative terms,
which means answering two basic questions: first, how many people, and second,
what sort of people? Human resource planning also looks at broader issues relating to
the ways in which people are employed and developed in order to improve organiza-
tional effectiveness. It can therefore play an important part in strategic human
resource management.

Human resource planning and business planning

Conceptually, human resource planning should be an integral part of business plan-
ning. The strategic planning process should define projected changes in the scale and
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types of activities carried out by the organization. It should identify the core compe-
tences the organization needs to achieve its goals and therefore its skill requirements.
But there are often limitations to the extent to which such plans are made, and indeed
the clarity of the plans, and these may restrict the feasibility of developing integrated
human resource plans that flow from them.

In so far as there are articulated strategic business plans, human resource planning
interprets them in terms of people requirements. But it may influence the business
strategy by drawing attention to ways in which people could be developed and
deployed more effectively to further the achievement of business goals as well as
focusing on any problems that might have to be resolved in order to ensure that the
people required will be available and will be capable of making the necessary contri-
bution. As Quinn Mills (1983) indicates, human resource planning is ‘a decision-
making process that combines three important activities: (1) identifying and
acquiring the right number of people with the proper skills, (2) motivating them to
achieve high performance, and (3) creating interactive links between business objec-
tives and people-planning activities’. In situations where a clear business strategy
does not exist, human resource planning may have to rely more on making broad
assumptions about the need for people in the future, based on some form of scenario
planning. Alternatively, the planning process could focus on specific areas of activity
within the organization where it is possible to forecast likely future people require-
ments in terms of numbers and skills; for example, scientists in a product develop-
ment division.

Hard and soft human resource planning

A distinction can be made between ‘hard” and ‘soft” human resource planning. The
former is based on quantitative analysis in order to ensure that the right number of
the right sort of people are available when needed. Soft human resource planning is
concerned with ensuring the availability of people with the right type of attitudes
and motivation who are committed to the organization and engaged in their work,
and behave accordingly. It is based on assessments of the requirement for these qual-
ities, and measurements of the extent to which they exist, by the use of staff surveys,
the analysis of the outcomes of performance management reviews and opinions
generated by focus groups.

These assessments and analyses can result in plans for improving the work envi-
ronment, providing opportunities to develop skills and careers and adopting a ‘total
reward” approach which focuses on non-financial ‘relational’ rewards as well as
the financial ‘transactional’ rewards. They can also lead to the creation of a high
commitment management strategy which incorporates such approaches as creating
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functional flexibility, designing jobs to provide intrinsic motivation, emphasizing
team working, de-emphasizing hierarchies and status differentials, increasing
employment security, rewarding people on the basis of organizational performance,
and enacting organization-specific values and a culture that bind the organization
together and give it focus. As described by Marchington and Wilkinson (1996), soft
human resource planning ‘is more explicitly focused on creating and shaping the
culture of the organization so that there is a clear integration between corporate goals
and employee values, beliefs and behaviours’. But as they point out, the soft version
becomes virtually synonymous with the whole subject of human resource manage-
ment.

Human resource planning and manpower planning

Human resource planning is indeed concerned with broader issues about the
employment of people than the traditional quantitative approaches of manpower
planning. Such approaches, as Liff (2000) comments, derive from a rational top-down
view of planning in which well tested quantitative techniques are applied to long
term assessments of supply and demand. She notes that ‘there has been a shift from
reconciling numbers of employees available with predictable stable jobs, towards a
greater concern with skills, their development and deployment’.

Limitations of human resource planning

Human resource planning is said to consist of three clear steps:

e Forecasting future people needs (demand forecasting).
e Forecasting the future availability of people (supply forecasting).
e Drawing up plans to match supply to demand.

But as Casson (1978) pointed out, this conventional wisdom represents human
resource planning as an ‘all-embracing, policy-making activity producing, on a
rolling basis, precise forecasts using technically sophisticated and highly integrated
planning systems’. He suggests that it is better regarded as, first, a regular monitoring
activity, through which human resource stocks and flows and their relationship to
business needs can be better understood, assessed and controlled, problems high-
lighted and a base established from which to respond to unforeseen events; and
second, an investigatory activity by which the human resource implications of partic-
ular problems and change situations can be explored and the effects of alternative
policies and actions investigated.
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He points out that the spurious precision of quantified staffing level plans ‘has little
value when reconciled with the complex and frequently changing nature of
manpower, the business and the external environment’. The typical concept of
human resource planning as a matter of forecasting the long term demand and
supply of people fails because the ability to make these estimates must be severely
limited by the difficulty of predicting the influence of external events. There is a risk,
in the words of Heller (1972), that ‘Sensible anticipation gets converted into foolish
numbers, and their validity depends on large, loose assumptions.’

Human resource planning today is more likely to concentrate on what skills will
be needed in the future, and may do no more than provide a broad indication of
the numbers required in the longer term, although in some circumstances it
might involve making short term forecasts when it is possible to predict activity
levels and skills requirements with a reasonable degree of accuracy. Such predictions
will often be based on broad scenarios rather than on specific supply and demand
forecasts.

The incidence of and rationale for human resource planning

Although the notion of human resource planning is well established in the HRM
vocabulary, it does not seem to be commonly practised as a key HR activity. As
Rothwell (1995) suggests, ‘Apart from isolated examples, there has been little
research evidence of increased use or of its success.” She explains the gap between
theory and practice as arising from:

e the impact of change and the difficulty of predicting the future — ‘the need for
planning may be in inverse proportion to its feasibility’;

e the ‘shifting kaleidoscope’ of policy priorities and strategies within organizations;

e the distrust displayed by many managers of theory or planning — they often
prefer pragmatic adaptation to conceptualization;

e thelack of evidence that human resource planning works.

Be that as it may;, it is difficult to reject out of hand the belief that some attempt should
be made broadly to forecast future human resource requirements as a basis for plan-
ning and action. Heller refers to ‘sensible anticipation’, and perhaps this is what
human resource planning is really about, bearing in mind that major changes in the
operations of an organization can usually be foreseen. If that is the case, it does make
sense to keep track of developments so that the organization is in a better position to
deal with resourcing problems in good time.

On the basis of research conducted by the Institute for Employment Studies, Reilly



Human resource planning = 367

(1999) has suggested a number of reasons why organizations choose to engage
in some form of human resource planning. These fall into the following three
groups.

e Planning for substantive reasons: that is, to have a practical effect by optimizing the
use of resources and/or making them more flexible, acquiring and nurturing
skills that take time to develop, identifying potential problems and minimizing
the chances of making a bad decision.

e Planning because of the process benefits which involves understanding the present in
order to confront the future, challenging assumptions and liberating thinking,
making explicit decisions which can later be challenged, standing back and
providing an overview, and ensuring that long term thinking is not driven out by
short term focus.

e Planning for organizational reasons which involves communicating plans so as to
obtain support/adherence to them, linking HR plans to business plans so as to
influence them, (re)gaining corporate control over operating units, and coordi-
nating and integrating organizational decision making and actions.

The organizational context of human resource planning

Human resource planning takes place within the context of the organization. The
extent to which it is used, and the approach adopted, will be contingent on the extent
to which management recognizes that success depends on forecasting future people
requirements and implementing plans to satisfy those requirements. The approach
will also be affected by the degree to which it is possible to make accurate forecasts.
Organizations operating in turbulent environments in which future activity levels are
difficult to predict may rely on ad hoc and short term measures to recruit and keep
people. However, even these businesses may benefit from those aspects of human
resource planning that are concerned with policies for attracting and retaining key
staff.

The labour market context

The context for obtaining the people required will be the labour markets in which the
organization is operating which are, first, the internal labour market — the stocks and
flows of people within the organization who can be promoted, trained, or redeployed
to meet future needs — and second, the external labour market — the external local,
regional, national and international markets from which different sorts of people can
be recruited. There are usually a number of markets, and the labour supply in these
markets may vary considerably. Likely shortages will need to be identified so that
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steps can be taken to deal with them, for example by developing a more attractive
‘employment proposition’.

As part of the human resource planning process, an organization may have to
formulate ‘make or buy’ policy decisions. A ‘make” policy means that the organiza-
tion prefers to recruit people at a junior level or as trainees, and rely mainly on
promotion from within and training programmes to meet future needs. A ‘buy’ policy
means that more reliance will be placed on recruiting from outside — ‘bringing fresh
blood into the organization’. In practice, organizations tend to mix the two choices
together to varying degrees, depending on the situation of the firm and the type of
people involved. A highly entrepreneurial company operating in turbulent condi-
tions, or one which has just started up, will probably rely almost entirely on external
recruitment. When dealing with knowledge workers, there may be little choice — they
tend to be much more mobile, and resourcing strategy may have to recognize that
external recruitment will be the main source of supply. Management consultancies
typically fall into this category. Firms that can predict people requirements fairly
accurately may rely more on developing their own staff once they have been
recruited.

AIMS OF HUMAN RESOURCE PLANNING

The aims of human resource planning in any organization will depend largely on its
context but in general terms, the typical aims might be to:

e attract and retain the number of people required with the appropriate skills,
expertise and competencies;

e anticipate the problems of potential surpluses or deficits of people;

e develop a well trained and flexible workforce, thus contributing to the organiza-
tion’s ability to adapt to an uncertain and changing environment;

e reduces dependence on external recruitment when key skills are in short supply
by formulating retention, as well as employee development strategies;

e improve the utilization of people by introducing more flexible systems of work.

THE PROCESS OF HUMAN RESOURCE PLANNING

The process of human resource planning as illustrated in Figure 25.1 is not necessarily
a linear one, starting with the business strategy and flowing logically through to
resourcing, flexibility and retention plans. It may, as Hendry (1995) suggests, be
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circular rather than linear, with the process starting anywhere in the cycle. For
example, scenario planning may impact on resourcing strategy which in turn may
influence the business strategy. Alternatively, the starting point could be demand and
supply forecasts which form the basis for the resourcing strategy. The analysis of
labour turnover may feed into the supply forecast, but it could also lead directly to
the development of retention plans.

It cannot be assumed that there will be a well articulated business plan as a basis
for the HR plans. The business strategy may be evolutionary rather than deliberate; it
may be fragmented, intuitive and incremental. Resourcing decisions may be based on
scenarios riddled with assumptions that may or may not be correct and cannot be
tested. Resourcing strategy may be equally vague, or based on unproven beliefs
about the future. It may contain statements, about for example building the skills
base, that are little more than rhetoric.

There is much to be said for a systematic approach to developing resourcing
strategy, scenario planning, demand and supply forecasting and labour turnover
analysis as discussed in the rest of this chapter. But because of the factors mentioned
above, there will often be reservations about the extent to which this process can be
formalized. What may emerge is simply a broad statement of intent, although this
could be sufficient to guide resourcing practice generally and would be better than
nothing at all. The degree to which human resource planning can be carried out
systematically will depend on the nature of the organization. If the future is fairly
predictable, then formal planning might be appropriate. If it is not, the approach to
human resource planning might have to rely on broad scenarios rather than precise
forecasts.

These processes are summarized below.

e Business strategic plans: defining future activity levels and initiatives demanding
new skills.

® Resourcing strategy: planning to achieve competitive advantage by developing
intellectual capital — employing more capable people than rivals, ensuring that
they develop organization specific knowledge and skills, and taking steps to
become an ‘employer of choice’.

e Scenario planning: assessing in broad terms where the organization is going in its
environment and the implications for human resource requirements.

e Demand/supply forecasting: estimating the future demand for people (numbers and
skills), and assessing the number of people likely to be available from within and
outside the organization.

e Labour turnover analysis: analysing actual labour turnover figures and trends as an
input to supply forecasts.
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Figure 25.1 The process of human resource planning

e Work environment analysis: analysing the environment in which people work in
terms of the scope it provides for them to use and develop their skills and achieve

job satisfaction.

e Operational effectiveness analysis: analysing productivity, the utilization of
people and the scope for increasing flexibility to respond to new and changing

demands.
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RESOURCING STRATEGY

Objective

The objective of HRM resourcing strategy, as expressed by Keep (1989), is “To obtain
the right basic material in the form of a workforce endowed with the appropriate
qualities, skills, knowledge and potential for future training. The selection and
recruitment of workers best suited to meeting the needs of the organization ought to
form a core activity upon which most other HRM policies geared towards develop-
ment and motivation could be built.’

The concept that the strategic capability of a firm depends on its resource capability
in the shape of people (resource based strategy, as explained in Chapter 7) provides
the rationale for resourcing strategy. The aim of this strategy is therefore to ensure
that a firm achieves competitive advantage by employing more capable people
than its rivals. These people will have a wider and deeper range of skills, and
behave in ways that maximize their contribution. The organization attracts
such people by being ‘the employer of choice’. It retains them by providing better
opportunities and rewards than others, and by developing a positive psychological
contract which increases commitment and creates mutual trust. Furthermore,
the organization deploys its people in ways that maximize the added value they

supply.

Checklist

The resourcing strategy should attempt to provide answers to the following ques-
tions:

e In thelight of the business plan, how many people are we likely to need in each of

our key operational or functional areas in the short and longer term?

What skills are we likely to need in the future?

Will we be able to meet the needs from our existing resources?

If not, where will we be able to find them?

What do we need to do to develop or extend our skills base?

What should we do about identifying people with potential and developing their

abilities?

e Do we have a problem in attracting or retaining key staff? If so, what do we need
to do about it?

e Is there scope to make better use of people by increasing employment flexibility?

e Is there any danger of downsizing? If so, how are we going to deal with it?
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The components of resourcing strategy

These are:

® Resourcing plans: preparing plans for finding people from within the organization
and/or for training programmes to help people learn new skills. If needs cannot
be satisfied from within the organization, preparing longer term plans for
meeting them by attracting high quality candidates as the ‘employer of choice’.

e Flexibility plans: planning for increased flexibility in the use of human resources to
enable the organization to make the best use of people and adapt swiftly to
changing circumstances.

e Retention plans: preparing plans for retaining the people the organization needs.

Resourcing strategy provides the basis for these plans within the framework of busi-
ness needs. It will, however, be more strongly based if it is underpinned by a process
of scenario planning.

SCENARIO PLANNING

Scenario planning is sometimes described as a formal strategic planning technique,
but it can also be regarded as an informal approach to thinking about the future in
broad terms, based upon an analysis of likely changes in the internal and external
environment.

A scenario can be defined as ‘an imagined sequence of future events’ (Oxford
English Dictionary). Scenario planning is simply a more or less formalized process for
establishing a view about any changes that can be foreseen to the scale and type of
activities in the organization and to its structure, and for identifying any external
environmental changes that are likely to affect it. The aim is to obtain a better under-
standing of the possible situations that may have to be dealt with in the future. It is
described by Reilly (1999) as follows: ‘Scenario planning tries to open minds to a
range of possibilities that organizations may have to confront. These possibilities are
then ordered to produce a series of internally consistent pictures of alternative
futures... It is an intellectual process that seeks to identify issues and examine the
possible consequences of events.’

The creation of a scenario involves making broad assessments of likely internal
developments — the direction in which the organization is going and the implications
this has on people requirements. The assessments may have to be made in the
absence of any articulated business plan, and thus involve questioning top manag-
ment and key line managers on how they see the future, and asking them to interpret
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what this means in terms of their human resource needs. Assessments also have to be
made on likely changes in the external environment as it may affect the labour
market.

ESTIMATING FUTURE HUMAN RESOURCE
REQUIREMENTS

Scenario planning is in some situations as far as it is possible to go in estimating
future people requirements, but where it is feasible and appropriate, attempts can be
made to produce demand and supply forecasts, and to determine what action needs
to be taken if the forecasts indicate the possibility of a human resource deficit or
surplus.

Demand forecasting

Demand forecasting is the process of estimating the future numbers of people
required and the likely skills and competences they will need. The ideal basis of the
forecast is an annual budget and longer term business plan, translated into activity
levels for each function and department, or decisions on ‘downsizing’. In a manufac-
turing company the sales budget would be translated into a manufacturing plan
giving the numbers and types of products to be made in each period. From this infor-
mation the number of hours to be worked by each skill category to make the quota for
each period would be computed.

Details are required of any plans or projects that would result in demands for addi-
tional employees or different skills: for example setting up a new regional organiza-
tion, creating a new sales department, carrying out a major project or developing new
products or services. So far as possible, plans should also be reviewed that could
result in rationalization, and possibly downsizing, as a result of a cost reduction
drive, a business process re-engineering exercise, new technology leading to
increased productivity, or a merger or acquisition.

The demand forecasting techniques that can be used to produce quantitative esti-
mates of future requirements are described below.

Managerial or expert judgement

This is the most typical method of forecasting and may be linked to some form of
scenario planning. It simply requires managers or specialists to sit down, think about
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future workloads, and decide how many people are needed. This can be no more than
guesswork unless there is reliable evidence available of forecast increases in activity
levels or new demands for skills.

Ratio trend analysis

This is carried out by studying past ratios between, say, the number of direct (produc-
tion) workers and indirect (support) workers in a manufacturing plant, and fore-
casting future ratios, having made some allowance for changes in organization or
methods. Activity level forecasts are then used to determine (in this example) direct
labour requirements, and the forecast ratio of indirects to directs would be used to
calculate the number of indirect workers needed.

Work study techniques

Work study techniques can be used when it is possible to apply work measurement to
calculate how long operations should take and the number of people required. Work
study techniques for direct workers can be combined with ratio trend analysis to
calculate the number of indirect workers needed.

Forecasting skill and competence requirements

Forecasting skill requirements is largely a matter of managerial judgement. This
judgement should, however, be exercised on the basis of a careful analysis of the
impact of projected product market developments and the introduction of new tech-
nology, either information technology or computerized manufacturing,.

Supply forecasting

Supply forecasting measures the number of people likely to be available from within
and outside the organization, having allowed for attrition (labour wastage and retire-
ments), absenteeism, internal movements and promotions, and changes in hours and
other conditions of work. The forecast will be based on:

e an analysis of existing human resources in terms of numbers in each occupation,
skills and potential;

e forecast losses to existing resources through attrition (the analysis of labour
wastage as described in the next main section of this chapter is an important
aspect of human resource planning because it provides the basis for plans to
improve retention rates);
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forecast changes to existing resources through internal promotions;

effect of changing conditions of work and absenteeism;

sources of supply from within the organization;

sources of supply from outside the organization in the national and local labour
markets.

Mathematical modelling techniques aided by computers can help in the preparation
of supply forecasts in situations where comprehensive and reliable data on stocks and
flows can be provided. As this is rarely the case, they are seldom used.

Analysing demand and supply forecasts

The demand and supply forecasts can then be analysed to determine whether there
are any deficits or surpluses. This provides the basis for recruitment, retention, and if
unavoidable downsizing, plans. Computerized planning models can be used for this
purpose. It is, however, not essential to rely on a software planning package. The
basic forecasting calculations can be carried out with a spreadsheet that sets out and
calculates the number required for each occupation where plans need to be made, as
in the following example:

1. Number currently employed 70
2. Annual wastage rate based on past records 10 per cent
3. Expected losses during the year 7
4. Balance at end year 63
5. Number required at end year 75
6. Number to be obtained during year (5-4) 12

LABOUR TURNOVER

The analysis of the numbers of people leaving the organization (labour turnover or
wastage) provides data for use in supply forecasting, so that calculations can be made
on the number of people lost who may have to be replaced. More importantly,
however, the analysis of the numbers of leavers and the reasons why they leave
provides information that will indicate whether any action is required to improve
retention rates. It can prompt further investigations to establish underlying causes
and identify remedies.

In this section, consideration is given to the following aspects of labour turn-
over:
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its significance;

methods of measurement;

the reasons for turnover;

what it costs;

its incidence;

how to benchmark rates of turnover.

The significance of labour turnover

The point was made by IRS (2000) that ‘rates of labour turnover provide a graphic
illustration of the turbulence within an organization. High rates of attrition can desta-
bilize a business and demotivate those who attempt to maintain levels of service and
output against a background of vacant posts, inexperienced staff and general discon-
tent.” Obviously recruitment, induction and training costs all rise with an increase in
labour turnover. As the CIPD (2000) has commented, “Turnover may be a function of
negative job attitudes, low job satisfaction, combined with an ability to secure
employment elsewhere, ie the state of the labour market. On the other hand, turnover
is a normal part of organizational functioning, and while excessively high turnover
may be dysfunctional, a certain level of turnover is to be expected and can be benefi-
cial to an organization.’

Methods of measurement

There are a number of ways of measuring labour turnover, as described below.

The labour turnover index

The labour turnover index (sometimes referred to as the employee or labour wastage
index) is the traditional formula for measuring wastage. It has been described by the
CIPD (2000) as the ‘crude wastage method’. It is calculated as follows:

Number of leavers in a specified period (usually 1 year) x 100

Average number of employees during the same period

This method is commonly used because it is easy to calculate and to understand. For
human resource planning purposes, it is a simple matter to work out that if a
company wants to increase its workforce by 50 people from 150 to 200, and the labour
turnover rate is 20 per cent (leading to a loss of 30 people), then if this trend
continues, the company would have to recruit 90 employees during the following
year in order to increase and to hold the workforce at 200 in that year (50 extra
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employees, plus 40 to replace the 20 per cent wastage of the average 200 employees
employed). It can also be used to make comparisons with other organizations which
will typically adopt this method.

This wastage formula may be simple to use but it can be misleading. The main
objection to the measurement of turnover in terms of the proportion of those who
leave in a given period is that the figure may be inflated by the high turnover of a
relatively small proportion of the workforce, especially in times of heavy recruitment.
Thus, a company employing 150 people might have had an annual wastage rate of 20
per cent, meaning that 30 jobs had become vacant during the year, but this could have
been spread throughout the company, covering all occupations and long as well as
short service employees. Alternatively, it could have been restricted to a small sector
of the workforce — only 20 jobs might have been affected, although each of these had
to be filled 10 times during the year. These are totally different situations, and unless
they are understood, inaccurate forecasts would be made of future requirements and
inappropriate actions would be taken to deal with the problem. The turnover index is
also suspect if the average number of employees upon which the percentage is based
is unrepresentative of recent trends because of considerable increases or decreases
during the period in the numbers employed. When assembling and analysing labour
turnover figures, it is important to obtain information on the incidence for different
categories of employee, especially those who are most difficult to attract and retain,
such as knowledge or highly skilled workers.

Survival rate

A method of analysing turnover that is particularly useful for human resource plan-
ners is the survival rate: the proportion of employees engaged within a certain period
who remain with the organization after so many months or years of service. Thus, an
analysis of trainees who have completed their training might show that after two
years, 10 of the original cohort of 20 trainees are still with the company, a survival rate
of 50 per cent.

The distribution of losses for each entry group, or cohort, can be plotted in the form
of a ‘survival curve’” as shown in Figure 25.2. The basic shape of this curve has been
found to be similar in many situations, although it has been observed that the peak of
the curve may occur further along the time scale and/or may be lower when it relates
to more highly skilled or trained entry cohorts. Table 25.1 tells human resource plan-
ners that unless they do something about the situation, they will have to allow for
half the number of recruits in any one year to be lost over the next five years. Thus, to
ensure that 50 trained staff in five years’ time, 100 people would have to be engaged
this year. Stark figures like this can prompt action, especially when the costs of
recruitment and induction are taken into account.
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Figure 25.2 A survival curve

Table 25.1 Survival rate analysis

Time

Number surviving to end of year after engagement
Entry Original
Cohort strength Year 1 Year 2 Year 3 Year 4 Year 5
A 40 35 28 26 22 20
B 32 25 24 19 18 17
C 48 39 33 30 25 23
D 38 32 27 24 22 19
E 42 36 30 26 23 21
Total 200 167 142 125 110 100
Average
survival 100% 83% 71% 62% 55% 50%
rate
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Half-life index

A simpler concept derived from survival rate analysis is the half-life index, which is
defined as the time taken for a group or cohort of starters to reduce to half its original
size through wastage (five years in the above example). Comparisons can then be
made for successive entry years or between different groups of employees, in order to
show where action may have to be taken to counter undesirable wastage trends.

Stability index

The stability index is considered by many to be an improvement on the turnover
index. The formula is:

Number with 1 year’s service or more x 100

Number employed 1 year ago

This index provides an indication of the tendency for longer service employees to
remain with the company, and therefore shows the degree to which there is conti-
nuity of employment. But this too can be misleading because the index will not reveal
the vastly different situations that exist in a company or department with a high
proportion of long serving employees, in comparison with one where the majority of
employees are short service.

Length of service analysis

This disadvantage of the stability index can be partly overcome if an analysis is also
made of the average length of service of people who leave, as in Table 25.2. This
analysis is still fairly crude, because it deals only with those who leave. A more
refined analysis would compare for each service category the numbers leaving with
the numbers employed. If, in the example shown, the total numbers employed with
fewer than three months’ service were 100 and the total with more than five years
were also 100, the proportion of leavers in each category would be 28 per cent and 11
per cent respectively — more revealing figures, especially if previous periods could be
analysed to reveal adverse trends.

Choice of measurement

It is difficult to avoid using the conventional employee (labour) turnover index as the
easiest and most familiar of all methods of measurement, but it needs to be supple-
mented with some measure of stability. An analysis of turnover or wastage as part of
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Table 25.2 Leavers by length of service

Leavers by length of service
Occupation Total | Average | Index of
Less 3-6 6 1-2 3-5 5or | number | number | labour
than 3 |months| months| years | years | more | leaving |employed| turnover
months —1 year years %
A 5 4 3 3 2 3 20 220 10
B 15 12 10 6 3 4 50 250 20
C 8 6 5 4 3 4 30 100 30
Totals 28 22 18 13 8 1 100 550 18

a human resource planning exercise requires detailed information on the length of
service of leavers, to identify problem areas and to provide a foundation for supply
forecasts.

Reasons for turnover

An analysis of the reasons for leaving derived from exit interviews will provide
useful information on which to base retention plans. Exit interviews aim to establish
why people are leaving, not to persuade them to stay. The reasons for leaving can be
classified under the following headings:

more pay;

better prospects (career move);

more security;

more opportunity to develop skills;

better working conditions;

poor relationships with manager/team leader;

poor relationship with colleagues;

bullying or harassment;

personal — pregnancy, illness, moving away from area etc.

Exit interviews should aim to elicit opinions on any specific reasons for dissatis-
faction under any of the above non-personal headings. Some leavers will be
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forthcoming, others will not. It is up to the interviewer to probe skilfully and sensi-
tively to establish reasons for dissatisfaction or unhappiness, so that where those feel-
ings are justified, something can be done about them. Judgement is required to sort
out genuine complaints from unjustified or exaggerated ones. An analysis of reasons
should take place and trends be noted. General issues can be addressed by reviewing
employment and reward policies and practices. Issues affecting particular managers
should also be tackled. This may be difficult if it is a behavioural matter, such as
bullying, but if there is a build-up of information that suggests this may be the case,
the problem cannot be ignored.

However, exit interviews are not completely reliable, and it is desirable to gain a
more comprehensive picture of the views of existing employees through attitude
surveys (see Chapter 53).

The cost of labour turnover

Labour turnover can be costly. The following factors should be considered:

leaving costs — payroll costs and personnel administration of leaver;

direct cost of recruiting replacements (advertising, interviewing, testing etc);

opportunity cost of time spent by HR and line managers in recruitment;

direct cost of introducing replacements (induction course, cost of induction

manuals etc);

opportunity cost of time spent by HR and managers in introducing new starters;

direct cost of training replacements in the necessary skills;

e opportunity cost of time spent by line managers and other staff in providing
training;

e loss of the input from those leaving before they are replaced in terms of contribu-
tion, output, sales, customer satisfaction and support etc;

e loss arising from reduced input from new starters until they are fully trained.

The CIPD 2005 Recruitment, Retention and Turnover survey established that the
average cost per leaver was £4,625. This is a typical figure, and the calculation of the
costs of labour turnover in an organization can produce alarming sums if labour
turnover is high, especially among managers and knowledge workers. The informa-
tion can be used by HR as a powerful argument in support of changes in employment
and reward policies.
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The incidence of labour turnover

The labour turnover rate for all employees as revealed by the CIPD 2005 UK survey
was 15.7 per cent. The turnover of different categories of employees were: staff 31.1
per cent, manual workers 16.7 per cent, secretarial and administrative staff 16.7 per
cent and professional staff and managers 9.1 per cent.

Benchmarking labour turnover

Labour turnover rates provide a valuable means of benchmarking the effectiveness of
HR policies and practices in organizations. They do not tell the whole story, but if
turnover is significantly higher than in comparable organizations, this should stimu-
late action to investigate why this is the case and to do something about it.

Benchmarking can be carried out by networking with other organizations, possibly
forming a ‘club’ to exchange information regularly. There are also a number of bench-
marking agencies as listed by the IRS (2000), and the European Foundation for
Quality Management (EFQM) survey which uses the internet. National sources of
data include the government’s Labour Force and Learning and Training at Work
surveys, and the annual survey of labour turnover conducted by the CIPD.

ACTION PLANNING

Action plans are derived from broad resourcing strategies and more detailed analysis
of demand and supply factors. However, the plans often have to be short term and
flexible because of the difficulty of making firm predictions about human resource
requirements in times of rapid change. Plans need to be prepared in the areas of
resourcing, flexibility and downsizing, as described below.

The resourcing plan

This needs to consider approaches to obtaining people from within the organization,
to recruiting them externally, and to attracting high quality candidates (becoming ‘the
employer of choice’).

Internal resourcing

The first step is to analyse the availability of suitable people from within the organi-
zation, by reference to assessments of potential and a skills database. The latter
should contain a regularly updated list of employees with the sort of skills needed by
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the organization. Decisions are then made on what steps should be taken to promote,
redeploy, and as necessary provide additional experience and training to, eligible
staff. Plans can also be made to make better use of existing employees, which may
include flexibility arrangements as discussed later, or home working.

The recruitment plan

This will incorporate:

e the numbers and types of employees required to make up any deficits, when they
are needed;

e the likely sources of candidates — schools, colleges of further education, universi-
ties, advertising, the internet etc;

e plans for tapping alternative sources, such as part-timers, or widening the
recruitment net to include, for example, more women re-entering the labour
market;

e how the recruitment programme will be conducted.

Employer of choice plans

The recruitment plan should include plans for attracting good candidates by
ensuring that the organization will become an ‘employer of choice’. This could be
achieved by such means as generally improving the image of the company as an
employer (the employer brand) and by offering;:

e better remuneration packages;

e more opportunities for learning, development and careers;

e enhanced future employability because of the reputation of the organization as
one that employs and develops high quality people, well as the learning opportu-
nities it provides;

e employment conditions which address work-life balance issues by, for example,
adapting working hours and arrangements and leave policies, and providing
child care facilities or vouchers to meet the needs of those with domestic respon-
sibilities;

e Dbetter facilities and scope for knowledge workers, such as research and develop-
ment scientists or engineers or IT specialists;

e ’‘golden hellos’ (sums of money paid upfront to recruits);

e generous relocation payments.
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Flexibility plan
The aims of the flexibility plan should be to:

provide for greater operational flexibility;

improve the utilization of employees’ skills and capacities;

reduce employment costs;

help to achieve downsizing smoothly and in a way which avoids the need for
compulsory redundancies;

e increase productivity.

The plan can be based on a radical look at traditional employment patterns. This
means identifying the scope for using alternatives to full-time permanent staff, which
could include increasing the number of part-timers, job sharing, the expansion of
home working or teleworking, or employing more temporary workers. The two main
new trends in temporary working are first, to establish permanent staffing levels to
meet minimum or normal levels of demand and rely on temporary staff to cover
peaks, and second, to develop a ‘two-tier” workforce in order to provide greater
job security for the core workers, by employing a certain percentage of temporary
staff at the periphery. Consideration can also be given to making more use of subcon-
tractors or outsourcing work, and to the introduction of more flexible working
arrangements.

Use of part-time workers

The advantages of using part-time workers are as follows:

e more scope for flexing hours worked;

e Dbetter utilization of plant and equipment by, for example, the introduction of a
‘twilight shift’;

e lower unit labour costs because overtime levels for full-time workers are reduced;

e higher productivity on repetitive work because part-time workers can give more
attention to their work during their shorter working day.

The disadvantages are:

e part-timers are generally less willing to undertake afternoon or evening work,
may find it more difficult to vary their hours of work, and may be less mobile;

e rates of labour turnover may be higher among part-timers;

e part-timers may be less committed than full-time employees.
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It should be remembered that the Part-time Regulations 1999 require that part-timers
should not be treated less favourably than full-time workers, and should be paid pro
rata.

Job sharing

Job sharing is an arrangement whereby two employees share the work of one full-
time position, dividing pay and benefits between them according to the time each
works. Job sharing can involve splitting days or weeks, or less frequently working
alternate weeks. The advantages of job sharing include reduced employee turnover
and absenteeism because it suits the needs of individuals. Greater continuity results
because if one-half of the job sharing team is ill or leaves, the sharer will continue
wo