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CHAPTER1

HUMAN RESOURCE

MANAGEMENT
SCOPE, ANALYSIS, AND
SIGNIFICANCE

PETER BOXALL
JOHN PURCELL
PATRICK WRIGHT

Human resource management (HRM), the management of work and people
towards desired ends, is a fundamental activity in any organization in which
human beings are employed. It is not something whose existence needs to be
elaborately justified: HRM is an inevitable consequence of starting and growing
an organization. While there are a myriad of variations in the ideologies, styles, and
managerial resources engaged, HRM happens in some form or other. It is one thing
to question the relative performance of particular models of HRM in particular
contexts or their contribution to enhanced organizational performance relative to
other organizational investments, such as new production technologies, advertis-
ing campaigns, and property acquisitions. These are important lines of analysis. It
is quite another thing, however, to question the necessity of the HRM process itself,
as if organizations could somehow survive or grow without making a reasonable
attempt at organizing work and managing people (Boxall and Steeneveld 1999). To
wish HRM away is to wish away all but the very smallest of firms.
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With such an important remit, there need to be regular reviews of the state
of formal knowledge in the field of HRM. Edited from the vantage point of the
middle of the first decade of the twenty-first century, this Handbook reveals a
management discipline which is no longer arriviste. Debates that exercised us in
the 1980s and 1990s, concerned with the advent of the HRM terminology, with how
it might be different from its predecessor, personnel management, or with how it
might threaten trade unions and industrial relations, have given way to ‘more sub-
stantive issues: the impact of HRM on organizational performance and employees’
experience of work’ (Legge 2005: 221). These earlier debates retain a salient role
in our understanding of the subject, but the literature is no longer preoccupied
with them.

In the last ten years, the connections between HRM and the study of strategic
management have deepened and links with organizational theory/behavior
have grown. The literature on HRM outside the Anglo-American world has burst
over the levee, reminding us constantly of the different socio-political contexts in
which HRM is embedded. A process of maturing has been taking place which we
affirm in this Handbook. Looking outwards, the discipline is more aware of
different environments, and is the better for it. Looking inwards, it is more
concerned with interactions, with cause—effect chains, with how management
initiatives enlist employee support, or fail to do so, and is the better for it. There
are major challenges for theory and methodology but we wish to cement these
trajectories: they mean that HRM is poised to assume a greater role in the theory of
organizational effectiveness. In this introductory chapter, we outline what we see as
the scope of the subject, identify key characteristics of what we call ‘analytical HRM,
underline the significance of the discipline, and provide a guide to the chapters
that follow.

1.1 THE ScoPE orF HRM: THREE
MAJOR SUBFIELDS

Judging by the literature, HRM refuses to be any one thing. Not only does the field
cover a vast array of styles but there are three major subdomains of knowledge,
each bursting its banks.

Micro HRM (‘MHRM’) covers the subfunctions of HR policy and practice
(Mahoney and Deckop 1986). These can be further grouped into two main
categories. The largest group of subfunctions is concerned with managing individ-
uals and small groups, including such areas as recruitment, selection, induction,
training and development, performance management, and remuneration. These
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topics each cover a vast array of practices, underpinned by an extensive body of
research, much of it informed by personnel or industrial-organizational psych-
ology and, to some extent, by personnel and institutional economics. A smaller
group of subfunctions concerned with work organization and employee voice
systems (including management—union relations) is less driven by psychological
concepts and is more associated with industrial sociology and industrial relations.

The depth of research in the HR subfunctions has grown enormously over the
years and some areas, such as Human Resource Development, can legitimately
claim to be fields in their own right. Regular reviews testify to this depth while
pointing out the way in which MHRM research often remains ‘silo based’ and,
thus, poorly connected to the wider set of HR practices and to broader workplace
problems (e.g. Wright and Boswell 2002). On the other hand, each of these
subfunctional domains represents recurring organizational processes which carry
major costs and simultaneously offer opportunities to improve performance. The
conventionally designed first course in HRM in any country is a survey course
which attempts to summarize MHRM research across the major subfunctional
domains and, in the better-designed programs, relate it to local laws, customs,
organizations, and markets. A vast range of textbooks published by the largest
international publishers serve this need.

Strategic HRM (‘SHRM’) is concerned with systemic questions and issues of
serious consequence—with how the pieces just described might fit together, with
how they might connect to the broader context and to other organizational
activities, and with the ends they might serve. SHRM focuses on the overall HR
strategies adopted by business units and companies and tries to measure their
impacts on performance (e.g. Dyer 1984; Delery and Doty 1996). Much of the ‘big
push’ in the recognition of the field of HRM came from landmark works in the
1980s which sought to take a strategic perspective, arguing that general managers,
and not simply HR specialists, should be deeply concerned with HRM and alert to
its competitive possibilities (e.g. Beer et al. 1984). The area now has major texts
reviewing a research domain in which HRM bridges out to theory and research in
strategic management as well as industrial relations and organizational behavior
(e.g. Boxall and Purcell 2003; Paauwe 2004). The links with strategic management
are well known, particularly through the two fields’ mutual interest in the resource-
based view of the firm and in processes of strategic decision-making (e.g. Boxall
1996; Wright et al. 2003). The links with industrial relations are also very important,
currently shown in the shared interest in the notion of ‘high-performance work
systems, while the connections with organizational behavior are evidenced in
mutual interest in such notions as psychological contracting and social exchange
(e.g. Wright and Boswell 2002; Purcell et al. 2003).

A third major domain is International HRM (‘THRM’). Less engaged with the
theoretical bridges that are important in strategic HRM, IHRM concerns itself with
HRM in companies operating across national boundaries (e.g. Brewster and Harris
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1999; Evans et al. 2002; Dowling and Welch 2004). This connects strongly to issues
of importance in the fields of international business, including the international-
ization process. International HRM is an amalgam of the micro and the macro with
a strong tradition of work on how HR subfunctions, such as selection and
remuneration, might be adapted to international assignments. When, however,
the field examines the ways in which the overall HR strategies of organizations
might grapple with the different socio-political contexts of different countries (as,
for example, in several chapters of Harzing and Van Ruysseveldt’s (2004) edited
collection), it takes on more strategic features.

We have, then, three major subdomains, summarized here under the acronyms
MHRM, SHRM, and THRM. Researchers have pursued questions in all sorts of
specialized niches in these three domains, some publishing for decades on one
minor aspect of a field (the age-old academic strategy of looking for new angles in a
small corner of a perpendicular field). For much of the time, the three subdomains
seem to have been developing in parallel. While this has added to the volume of
publication, over-specialization brings problems and much can be done to enhance
learning about theory and/or methodology from one domain to another (Wright
and Boswell 2002). We think there are some important characteristics of an analyt-
ical approach to HRM that are critical for the intellectual life of all three domains.

1.2 ANALYTICAL HRM: THREE KEY
CHARACTERISTICS

We use the notion of ‘analytical HRM’ to emphasize that the fundamental mission
of the academic management discipline of HRM is not to propagate perceptions
of ‘best practice’ in ‘excellent companies’ but, first of all, to identify and explain
what happens in practice. Analytical HRM privileges explanation over prescription.
The primary task of analytical HRM is to build theory and gather empirical data in
order to account for the way management actually behaves in organizing work and
managing people across different jobs, workplaces, companies, industries, and
societies.

We are not simply making an academic point here. Education founded on an
analytical conception of HRM should help practitioners to understand relevant
theory and develop analytical skills which can be applied in their specific situation
and that do not leave them flat-footed when they move to a new environment. The
weaknesses of a de-contextualized propagation of ‘best practices’ were classically
exposed by Legge (1978) in her critique of the personnel management literature. She
pointed out how personnel management textbooks commonly failed to recognize
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differences in the goals of managers and workers and the way in which favorite
prescriptions worked well in some contexts but not in others. This argument has
been reinforced by similar critiques in the HRM literature (e.g. Marchington and
Grugulis 2000), by major reviews of the relationships between contextual variables
and HR practices (e.g. Jackson and Schuler 1995), and by studies of the embedded-
ness of HRM systems (e.g. Gooderham et al. 1999). The growth of the field of IHRM
has strongly emphasized the way in which models of HRM vary across cultures and
reflect theimpact of differentemploymentlaws and societal institutions (e.g. Brewster
1999; Paauwe and Boselie 2003). To quote the technical language of methodology,
‘moderators’ are important in our understanding of models of HRM: some things
work well under some conditions and not under others. The challenge, of course, is
very much to move on from a general genuflection to the importance of context to
models which incorporate the most vital contingencies (Purcell 1999).

A key implication, however, is that analytical HRM is deeply sceptical about
claims of universal applicability for particular HR practices or clusters of practices,
such as the lists offered in the works of the US writer Jeffery Pfeffer (e.g. 1994, 1998).
This does not rule out the search for general principles in the management of work
and people—far from it—but it does caution strongly against prescription at the
level of specific HR practices (Becker and Gerhart 1996; Youndt et al. 1996; Boxall
and Purcell 2003).

A deep respect for context also implies that we make an attempt to understand
the goals of HRM within the wider context of the goals and politics of firms. Like
personnel management before it, MHRM has a tendency to begin with surveys or
case studies of favourite practices, such as 360-degree appraisal, which never raise
the question of what the overarching HRM principles might be or how they might
situate within management’s general goals for the organization. This stems, to
some extent, from the influence of psychology in MHRM, which does not offer a
theory of business. One of the benefits of the strategic and international schools of
HRM, both more concerned with the economic and social motives of firms, is that
they have opened an analysis of strategic HR goals and their relationship to wider
organizational goals (e.g. Evans 1986; Wright and Snell 1998; Boxall and Purcell
2003). The key message from this work is that the general motives of HRM are
multiple, subject to paradox or ‘strategic tension, and negotiated through political
and not simply ‘rational’ processes. This helps us to guard against two erroneous
extremes. One extreme is held by those who think that HRM only exists to serve the
profit-oriented ‘bottom line, and who continually seek to justify HR policies in
these terms. This misunderstands the plurality of organizational effectiveness.
While HRM does need to support commercial outcomes (often called the ‘business
case’), it also exists to serve organizational needs for social legitimacy (e.g. Lees
1997; Gooderham et al. 1999). The other extreme is held by those who seem to
imagine that managers are waiting with bated breath to implement their most
recent conception of ‘best practice’ This pole seriously underestimates the way
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businesses are affected by the economics of production in their chosen sector,
creating a natural scepticism among managers about claims that some new tech-
nique will inevitably improve their business.

Building on the way in which analytical HRM seeks to locate HRM in its wider
contexts, a key trend in analysis is the construction of models of how HRM might
work, models that lay out the cause—effect chains, intervening variables, or ‘medi-
ators’ involved. There are two drivers of this trend in analysis. One stems from the
debate in SHRM concerning the need to show how human resources contribute to
business viability and might lay a basis for sustained competitive advantage. To
make the resource-based view of the firm truly useful, we need to show how HRM
helps create valuable capabilities and helps erect barriers to imitation (Mueller
1996; Boxall and Purcell 2003; Wright et al. 2003). A second key driver stems from
the realization that to work well, HR policies must be effectively enacted by line
managers and must positively enhance employee attitudes and encourage product-
ive behaviors (e.g. Guest 1999, 2002; Wright and Boswell 2002; Purcell 1999; Purcell
et al. 2003). This means that notions such as organizational culture and constructs
associated with psychological contracting and social exchange, which have been
important in the companion discipline of organizational behavior (OB), are now
being integrated into models of the process of HRM. We have embarked on a long-
overdue process of investigating the way in which HR policies and practices affect
job satisfaction, trust-in-management, attitudinal commitment, discretionary job
behavior, behavioral commitment, and beyond.

This extremely important analytical development has quite a job to do. On
the one hand, it means that HRM must become better integrated with theory
in organizational behavior and with other accounts of how HRM works, such as
those in industrial relations (IR) and labor economics. It also means that
HRM research must become more sophisticated methodologically. Not only are
there are issues around the way HRM researchers measure the presence (or
otherwise) of HR practices and systems (Gerhart et al. 2000), but recent reviews
of the quality of the evidence for the performance impacts of particular models of
HRM find it seriously wanting (Wall and Wood 2005; Wright et al. 2005). These
reviews show that a huge proportion of the studies measuring both HR practices of
some kind and firm performance have found associations all right—but between
the former and past performance, thus leaving us poorly placed to assert that
causality runs from the selected HR practices to performance. This stems from the
preponderance of cross-sectional studies, which actually pick up historical financial
data while asking about current HR practices, and the existence of very few
genuinely longitudinal studies.

This brings us to our final point about analytical HRM: it is concerned with
assessing outcomes. This is obvious in terms of the way in which SHRM has
generated a slew of studies on the HRM—performance link; however, in the light
of what we have just said about the mediating role of employee attitudes and behavior,
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it is not simply about outcomes sought by shareholders or by their imperfect
agents, managers. HRM research is taking on board the question of mutuality (e.g.
Guest 1999, 2002; Peel and Boxall 2005); it is examining the extent to which
employer and worker outcomes are mutually satisfying and, thus, more sustainable
in our societies over the long run. It is, therefore, becoming less true to say that
HRM is dominated by fascination with management initiatives, as was very much
true of the literature of the 1980s. HRM is moving on, as Legge (2005) argues. It is
becoming more interactional, a process that will inevitably challenge other discip-
lines offering a narrative about how employees experience work and which will
better equip HRM research to speak to the public policy debate.

In our view, then, analytical HRM has three important characteristics. First, it is
concerned with the ‘what” and ‘why’ of HRM, with understanding what manage-
ment tries to do with work and people in different contexts and with explaining
why. Second, it is interested in the how’ of HRM, in the chain of processes that
make models of HRM work well (or poorly), thus building much stronger links to
companion disciplines such as strategic management and organizational behavior.
Third, it is interested in questions of ‘for whom and how well,” with assessing the
outcomes of HRM, taking account of both employee and managerial interests, and
laying a basis for theories of wider social consequence.

1.3 ON THE OFFENSIVE: THE SIGNIFICANCE
or HRM

The emphasis we place on understanding HRM as the management of work and
people in organizations (MWP—an acronym we quite like) and the analytical
approach we take to this means that the boundaries between HRM, industrial/
employment relations, organizational behavior/theory, economics, sociology,
psychology, and labor law (and more) are, at the least, porous. As a management
discipline, HRM draws insights, models, and theories from cognate disciplines and
applies them to real world settings. It is characteristic of such disciplines that they
beg, steal, and borrow from more basic disciplines to build up a credible body of
theory, and make no apology for it.

The conception of HRM that we advance here is not a narrow subject area. The
narrowness of perceiving HRM as solely what HR departments do (where they exist)
or of perceiving HRM as only about one style of people management are enemies of
the subject’s relevance and intellectual vigor. So, too, are the excesses of academic
specialization. The differentiation of management theory has gone too far, aided
and abetted by the ‘chapterization’ of management theory that occurs in such
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organizations as the US Academy of Management, and the shortening of academic
vision that can occur through processes such as the UK’s research assessment
exercise. We live in a time when the perverse aspects of these institutional academic
practices need to be challenged and the ‘scholarship of integration’ (Boyer 1997)
needs to be fostered. An integration across the ‘people disciplines’ taught in business
schools—HRM, organizational behavior, and industrial/employment relations—is
particularly important, as is a reaching out to operations management, a subject
presently preoccupied with technical programming and barely aware of the issues
associated with managing work and people that actually fall into the lap of oper-
ations managers. The same could be said for marketing. In the service—profit chain
(Heskett et al. 1997), where the employee—customer interface is central, understand-
ing the worker dimension is poorly developed. HRM has much to offer here.

Our aim, then, is to foster a more integrated conception of HRM with much
better connections to the way production is organized in firms and the way workers
experience the whole management process and culture of the organization. We see
HRM as the management discipline best placed to assert the importance of work
and employment systems in company performance and the role of such systems,
embedded as they are in sectoral and societal resources and institutional regimes, to
national economic performance and well-being. In taking this view, we oppose the
way writers in general or strategic management continue to downplay the import-
ance of work organization and people management (Boxall and Purcell 2003). To be
sure, resource-based theory has reawakened the human side of strategy and, on a
practical level, support for the importance of HRM has come from Kaplan and
Norton’s (1996, 2001) ‘balanced scorecard, which starts from the premiss that it is
executed strategy that counts in firm performance. HRM is central to developing
the skills and attitudes which drive good execution. This in itself is enormously
important but, more than this, the contribution of HRM is dynamic: it either helps
to foster the kind of culture in which clever strategies are conceived and reworked
over time or, if handled badly, it hinders the dynamic capability of the firm. In our
assessment, more work is needed to reframe general or strategic management so
that it assigns appropriate value to work and employment systems and the organi-
zational and sectoral-societal contexts which nurture or neglect them.

1.4 THE HANDBOOK OF HUMAN RESOURCE

We designed the Oxford Handbook of Human Resource Management to place
emphasis on the analytical approach we have just outlined. In the first part,
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contributors lay down their theoretical foundations and review major conceptual
frameworks. This begins with Bruce Kaufman’s review of the history of HRM
(Chapter 2), tracing key intellectual and professional developments over the last
100 years. US developments naturally play a central role in the chapter but Kauf-
man also draws in research on Britain, Germany, France, Japan, and other parts of
the world. In Chapter 3, Peter Boxall asks the question: what are employers seeking
through engaging in HRM and how do their goals for HRM relate to their broader
business goals? The chapter emphasizes the ways in which employers try to adapt
effectively to their specific economic and socio-political context, arguing that the
critical goals of HRM are plural and inevitably imply the management of strategic
tensions.

This then leads to chapters which cover the relationship between HRM and three
major academic disciplines: economics, strategic management, and organization
theory. Damian Grimshaw and Jill Rubery examine the connections with econom-
ics in Chapter 4. Finding the mainstream premisses underpinning ‘personnel
economics’ wanting in terms of their understanding of workplace behavior, they
examine more fruitful influences stemming from heterodox schools of economics.
This leads them to argue that the comparative study of employment institutions is
vital in locating firm-oriented analysis in HRM within the ‘interlocking web’ of
national institutions. In Chapter 5, Mathew Allen and Patrick Wright investigate
the important links that have developed between HRM and strategic management
theory. This includes reviewing the application to HRM of the resource-based view
(RBV) of the firm and notions of fitting HRM to context. They highlight key
unanswered questions and call for an expanded understanding of the role of
strategic HRM. In Chapter 6, Tony Watson explains the need to ground HRM
theory in a theory of organization and considers four strands of organization
theory of particular relevance: the functionalist/systems and contingency strand,
the Weberian strand, the Marxian strand, and the post-structuralist and discursive
strand. He shows how these traditions have, to some extent, been applied to
analysis in HRM and indicates how they could be more fully applied to enhance
our understanding of patterns of HRM in the workplace.

The following two chapters focus on particular theoretical perspectives, drawn
from organizational behavior and industrial relations, that assist us to interpret
how the processes of HRM affect workers. In Chapter 7, David Guest engages with
the OB notion of psychological contracting, which accords a central role to
mutuality questions, to how employees perceive and respond to employer
promises. Reviewing research on worker well-being, he argues that greater use of
high-commitment HR practices, involving greater making and keeping of promises
by the employer, enhances the psychological contract and brings benefits to both
parties. This positive interpretation is juxtaposed with Chapter 8 in which Paul
Thompson and Bill Harley contrast what they perceive as the fundamental
premisses of HRM with the premisses of labor process theory (LPT), an area of
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IR theory which offers an analysis of the dynamics of employer—employee conflict.
Starting from assumptions about a ‘structured antagonism’ (Edwards 1990) in the
capitalist employment relation, LPT generates a different set of conclusions about
the extent to which current workplace trends in employee control, work organiza-
tion, and skill demands have enhanced mutuality. In Chapter 7, the glass of worker
well-being is at least half-full, while in Chapter 8 it is clearly half-empty. In
juxtaposing these chapters, we invite readers to decide which account they find
more compelling. Finally in the first section, Jaap Paauwe and Paul Boselie use
institutional theory to explain in Chapter 9 how HRM is embedded, and evolves, in
different social contexts, producing, for example, very different patterns in ‘Rhine-
land’ countries such as the Netherlands and Germany from those found in the
Anglo-American world. They emphasize the need for firms to find a ‘strategic
balance’ between economic and justice/legitimacy objectives and, like Rubery and
Grimshaw, emphasize the value of comparative analysis in building an understand-
ing of the forces that shape HRM. Thus, the first part of the book reviews theory
which helps us to understand the management of work and employment but does
so in a way that pays due respect to different theoretical and ideological premisses
and to the diverse histories and contexts of HRM.

While the first part of the Handbook reflects much that stems from SHRM and
IHRM, the second part of the Handbook acknowledges the ongoing importance of
MHRM and seeks to properly acknowledge both the individual and collectively
oriented dimensions. The core processes and functions of HRM reviewed here start
with Chapter 10 on work organization in which Sharon Parker and John Cordery
adopt a systems approach to outline the characteristics and outcomes for firms and
workers of three archetypal work configurations: mechanistic, motivational, and
concertive work systems. Their analysis emphasizes the ways in which relationships
among a range of contingent factors affect the adoption of different work systems
and their chances of success. In Chapter 11, David Lepak and Scott Snell consider
employment subsystems, recognizing the problems in defining a core workforce
and subsequent tensions in managing different types of HRM for different seg-
ments, whether internally or through outsourcing/offshoring. They note how
HRM used to be about managing jobs but, as the knowledge economy grows, it
is increasingly about managing people. Here questions of knowledge-sharing
become more important, placing yet further tensions on variegated employment
subsystems.

In Chapter 12, Mick Marchington reviews employee voice systems, analyzing
direct modes of voice and the extent to which voice practices are embedded. On
this basis, he builds a model of the major societal, organizational, and workplace
factors that either promote or impede employee voice, enabling us to understand
why some voice systems are more prevalent in some contexts than in others. In
Chapter 13, Ellen Kossek and Shaun Pichler interrogate EEO and the management
of diversity. While they note that these concepts are socially constructed, they
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argue, drawing on US experience and perspectives, that we should subscribe to
some ‘best practices’ in this field and that the challenge for employers is to move
beyond legal compliance to create more inclusive workplaces. In Chapter 14, Marc
Orlitzky takes us into one of the less well-developed areas—recruitment strategy.
The research we have on how organizations recruit implies that hiring practices
vary based on labor market conditions, on what other firms are doing, and on
industry factors such as capital intensity. In contrast to the previous chapter,
Orlitzky’s review reveals very little evidence for ‘best practice takeaways’ in the
research on recruitment strategy and underlines the need for theoretical and
methodological development. The much more heavily tilled field of selection
decision-making is reviewed by Neal Schmitt and Brian Kim in Chapter 1s.
Beginning with an outline of the variety and validity of selection methods, they
devote the bulk of their chapter to some key developments that are adding
complexity, controversy, and challenge to the selection process: for example, they
review theory and research on how firms might select individuals who perform in a
team-based and more dynamic sense, examine the debate around selection prac-
tices and minority representation in organizations, and consider how organiza-
tions might predict (and minimize) deviance and counterproductivity.

In Chapter 16, Jonathan Winterton covers the enormous terrain of training,
development, and competence. He offers a deeply contextualized account of trends
in these areas, showing the extent to which national vocational education and
training systems vary, and how something like the notion of competence, devel-
oped in the USA, is taken up and applied in different ways in countries like
Germany, France, and the UK. James Guthrie reviews remuneration in Chapter 17,
covering research on pay levels, pay structure, and pay forms and drawing on both
economic and psychological approaches. Rather like Marc Orlitzky, he shows the
‘deep-seated disagreement as to what constitutes “best practice” in compensation
management. Gary Latham, Lorne Sulsky, and Heather MacDonald tackle
performance management in Chapter 18. They review theory on the meaning
of performance, on the efficacy of appraisal instruments, and on the value of
appraiser training. While much of this is about ‘best practice’ questions, they
underline the ways in which appraisal practices are affected by the belief systems
and cognitive biases of managers and are located in the political context of the firm.

In Part II, then, the authors follow a classical set of dividers in MHRM. Each of
the chapters illustrates the enormous depth that can be found in the literature on
the subfunctions of HRM. While some authors in this section of the book argue
that there are some universally better practices in the subfunction on which they
have focused (which tend to be those in which techniques at the individual level
have been the subject of a long tradition of psychological studies), the overall tenor
of the section underlines the diversity of HR practice in different contexts and our
need to understand how it emerges. Rather than focusing on static notions of ‘best
practice, most authors point to the need for us to understand the principles
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underpinning why and how HR practices vary across different occupational,
company, industry, and societal contexts.

The engagement with context is taken further in Part III, where we offer a
different shuffling of the pack suggested by concerns in SHRM and IHRM. The
idea is to look at how the subfunctional processes of HRM might be blended in
different ways, examining HRM challenges in different economic sectors and
in firms operating across national borders. This begins with Chapter 19, in which
Sven Kepes and John Delery analyze the important notion of ‘internal fit’ or the
question of internal integration in HRM. They outline a comprehensive theoretical
framework and examine research on synergistic effects—including ‘powerful con-
nections’ and ‘deadly combinations. While pointing to areas where we need more
research, they argue that there is, indeed, evidence for the importance of synergies.
Choices in SHRM and the internal fit of MHRM are strongly influenced by the
firm’s sector and the dominant work processes within it. The next four chapters
look at manufacturing, the service sector, knowledge workers, and the public
sector. Rick Delbridge (Chapter 20) focuses on the way in which HRM in high-
cost manufacturing countries has evolved towards ‘lean manufacturing’ and
‘high-performance work systems, examining the impacts on worker interests and
considering alternatives to the lean model. Much of the early research in HRM was
undertaken in manufacturing yet, as Delbridge shows, many controversies remain
unresolved. The service sector is now so large and diverse, and such an important
part of modern economies, that no one analysis is sufficient. Rosemary Batt
examines HRM and the service encounter in Chapter 21, showing how services
management calls for careful integration of marketing, operations and human
resource functions. She outlines the implications for HRM of different service
strategies and, in particular, explores the tensions between operational manage-
ment, which emphasizes efficiency and cost reduction, and marketing, where
satisfying the customer is the dominant consideration. These create conflicting
pressures for HRM. Juani Swart focuses on the growing number of workers who
trade on their knowledge and work in knowledge-intensive firms. The dilemmas in
managing them are explored in Chapter 22. These types of workers, whose work is
central to the firm, are likely to have distinctive, and multiple, identities and
aspirations, which may not match those desired by their employer. Getting the
most effective HRM in place is no easy matter. In Chapter 23, Stephen Bach and
Ian Kessler review HRM in the public sector, analyzing the distinctive features of
the state as an employer. They consider the way in which the ‘new public manage-
ment’ of the 1990s, and subsequent developments that incorporate some learning
about its strengths and weaknesses, have challenged the nature of HRM, but also show
that institutional patterns of behavior are embedded and hard to change. Together,
these four chapters show how sectoral and occupational analysis has tremendous
value. They show the limitation of taking the individual firm as the unit of analysis
and offer much deeper understanding both of context and of different forms of
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management relevant to particular market characteristics. Future research could
usefully be focused much more on sectors or occupations rather than just the
atomized organization.

In the last two chapters in the section, the focus is on large, complex firms
operating internationally. In Chapter 24, Bill Cooke develops an analytical frame-
work which helps us understand how multinational firms think about the eco-
nomics of global HR strategy. He reviews evidence that shows that multinational
firms typically invest less in countries with lower average education levels and
higher average costs and less in countries in which they perceive IR systems as
driving up the unit costs of production, either directly or indirectly through greater
restrictions on management prerogative. Helen De Cieri looks at how transnational
firms are dealing with the reality of cultural diversity in Chapter 25. Her chapter
underlines the fact that there are diverse views about the value and management of
cultural diversity and highlights the challenges HR managers face in managing
pressures for global integration and local adaptation in transnational firms.
Together, these two chapters help us to analyze the ways in which the HR activities
of multinational firms affect, and are affected by, different economies and societies
around the world.

Part IV is concerned with the outcomes of HRM. In Chapter 26, John Purcell and
Nick Kinnie review the research on links between HRM and performance. They
examine problems associated with methodology, with how we define performance
and HRM, and with the theory linking them. They then develop a model that
postulates a number of key mediating elements, including line manager and
employee responses, which can be used to guide HRM-performance studies,
both qualitative and quantitative. The methodological issues are scrutinized in
Chapter 27 by Barry Gerhart, drawing heavily on how statistical procedures have
been improved in the much more established fields of Psychology and Economics.
This chapter is not for the numerically challenged but is essential reading for
anyone skeptical about the claims made in some well-cited studies, and wanting
to design more rigorous quantitative studies of the relationship between HRM and
performance.

The last two chapters are concerned with mutuality of outcomes. We agreed with
these authors that they could adopt approaches which are somewhat different from
the general chapter brief adopted for the other chapters in the book. In Chapter 28,
Stephen Wood and Lilian de Menezes examine the relationships among family-
friendly management, EEO, and high-involvement management. Looking to see if
an underlying orientation underpins these three forms of management, they report
their analysis of British data on the associations among these forms of management
and their relationships with performance. In Chapter 29, Tom Kochan applies the
criterion of social legitimacy to the work of HR specialists in the USA, arguing that
the quest for senior management approval has gone too far, has ignored the fraying
American ‘social contract, and calling for a major re-evaluation of the values and
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professional identity that inform specialist HR roles. These last two chapters help
to reinforce the point that an analytical approach to HRM can be used to guide
critique of the patterns that HRM assumes in particular societies and whether these
need reform by the state, by firms, and by professional bodies.

In sum, the Handbook is designed to enable readers to form an overview of the
major theoretical perspectives that help to illuminate the broad practice of HRM
and to read contextually sensitive reviews of the classical subfunctions of MHRM.
But it also offers examinations of the more holistic contexts and dynamic questions
about patterns and outcomes that are the stuff of SHRM and THRM. There are,
naturally, omissions but we trust the Handbook offers a comprehensive overview
of contemporary HRM and provides important guideposts for its future develop-
ment in theory, research, and curriculum. Most HRM textbooks are parochial, but
rarely recognize this single country, and often single topic, limitation. This is not
just a limitation of content and relevance but one of ‘seeing’ and ‘conceptualizing’
We three editors, from New Zealand, Britain, and the USA, have become increas-
ingly aware of our own mental maps in working with each other, and in particular
working with the authors of the chapters. We have often challenged each other, and
them, to think beyond traditional boundaries of the topic even where they are
subject specialists of high renown. The authors have nearly always responded with
enthusiasm, making significant alterations to second or third drafts. We thank
them most warmly for that. We hope this collection of original essays reflects this
learning process. It means that the chapters are not potted summaries of all we
know about a topic in HRM but challenge what we know, or what we thought we
knew, and set signposts for further exploration.
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CHAPTER 2

THE
DEVELOPMENT
OF HRM IN
HISTORICAL AND
INTERNATIONAL
PERSPECTIVE

BRUCE E. KAUFMAN

2.1 INTRODUCTION

THE human resource function in the business enterprise has its origins in the rise of
modern industry in the late nineteenth century. In this chapter, I provide a survey
of its historical development both as a functional area of management practice and
as an area of research and teaching in universities. Although, for reasons to be
described, the bulk of attention is on the United States, I endeavor to put the
subject in an international context. Also provided is an account of the field’s
progress, shortcomings, and controversies.
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2.2 THE ORIGINS AND EARLY
DEVELOPMENT OF HRM

Viewed as a generic activity involving the management of other people’s labor in
production, human resource management (HRM) goes back to the dawn of
human history. The first visible roots of the HRM function as practiced today in
modern business organizations appeared in the late nineteenth century more or
less contemporaneously in England, France, Germany, and the United States. Japan
experienced a broadly similar development a decade or so later.

The generic practice of HRM does not require a formal human resource depart-
ment or any specialized personnel staff. This was the arrangement practiced in
most late nineteenth- to early twentieth-century enterprises, even in large-size
factories and mills employing several thousand people. The HRM functions
of hiring, training, compensation, and discipline/termination were performed
in alternative ways. Considerable reliance was placed on the labor market, for
example, to set pay rates and provide motivation for hard work (through the
threat of termination and unemployment), while other HRM functions were done
by the owner or plant manager or were delegated to foremen and inside contract-
ors. Interestingly, this arrangement is still the norm today in many small firms. In
their national survey conducted in the mid-1990s, for example, Freeman and
Rogers (1999: 96) found that 30 percent of the American workers were employed
in firms that had no formal HRM department.

The modern HRM department grew out of two earlier developments. The first
was the emergence of industrial welfare work. Starting in the 1890s, a number of
companies started to provide a variety of workplace and family amenities for their
employees, such as lunch rooms, medical care, recreational programs, libraries,
company magazines, and company-provided housing (Eilbirt 1959; Gospel 1992;
Spencer 1984). Frequently, a new staff position was created to administer these
activities, called a ‘welfare secretary, and women or social workers were often
appointed. The impetus behind welfare work was an amalgam of good business,
humanitarian concern for employees, and religious principle. German companies
were pioneers in welfare work in the nineteenth century, but employers in all the
industrializing countries participated.

The second antecedent was the creation of some type of separate employment
office. These offices, often staffed by one or several lower-level clerks and super-
visors, were created to centralize and standardize certain employment-related
functions, such as hiring, payroll, and record-keeping. The introduction of civil
service laws in several countries also led to the creation of employment depart-
ments in various levels of government. A stand-alone employment office report-
edly existed in large European companies as far back as the 189os. Farnham (1921)
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reports, for example, that the German steel company Krupp had a long-established
Personnelbiiro to handle staff administration, while the French steel firm Le
Creusot had a similar Bureau de Personnel Ouvrier. The earliest employment
department in America is reported to have been established at the B. F. Goodrich
Co. in 1906 (Eilbirt 1959). The movement to create a separate employment depart-
ment in American firms started to coalesce in 1912 with the formation of the Boston
Employment Managers Association. Quickly the term ‘employment management’
became the accepted descriptor for this new management function and in 1916 it
had spread widely enough to support the creation of a nationwide Employment
Managers Association.

The rise of the employment management function is tightly linked with another
seminal development—the emergence of the doctrine and practice of scientific
management (SM). The first professional/scientific writings on business organiza-
tion and management appeared in the early 1880s in the United States, authored
primarily by engineers. The engineers sought to use principles of science to increase
the efficiency of business production systems. Inevitably they were led to consider
the ‘people’ side of production, including methods of employee selection, job
assignment, supervision, work pace, and compensation. This new approach
found its most influential and strategic formulation in the writings of Frederick
Taylor, particularly his book Principles of Scientific Management (1911). In America,
employers’ interest in applying SM to labor management was substantially heigh-
tened by two new and much publicized empirical findings reported in the early to
mid-1910s. The first was the huge cost of employee turnover (often in excess of 100
percent annually); the second was the cost savings from the recently inaugurated
industrial safety movement (Jacoby 1985).

The First World War had a great impact on the development of the HRM function
throughout the industrial world (Eilbirt 1959; Kaufman 2004a). The major combat-
ants sought to harness their economies to maximum war production, greatly
stimulating the pressures to rationalize management and achieve higher product-
ivity. Governments in several countries sponsored research on industrial fatigue and
instituted screening tests for new recruits into the armed forces (Baritz 1960; Niven
1967). Likewise, war production led to an economic boom and dramatically higher
employee turnover rates, escalating wage pressures, and problems with discipline
and work effort. Finally, labor unrest, strikes, and union organizing greatly
mounted—factors that, with the Bolshevik Revolution in Russia in 1917, caused
widespread concern that the ‘Labor Problem’ was on the verge of boiling over into
revolution in other countries. Out of this fear was born, in turn, a new movement for
industrial democracy (Lichtenstein and Harris 1993). In response, companies
expanded welfare activities, created new employment departments, and in hundreds
of cases established shop committees and employee representation plans.

In the American context, two new terms for labor management quickly emerged.
The first of these was personnel management (or personnel administration). By the
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end of the war many American firms took the two functions of welfare work and
employment management and combined them into a new department called
personnel management. At the time, this was framed as bringing under one roof
both the ‘employment’ and ‘service’ parts of the HRM function. Some European
firms also used the ‘personnel’ term, but particularly in Britain the most common
descriptor through the 1920s remained ‘welfare work. Illustratively, the first pro-
fessional employment association in Britain was the Association of Welfare Work-
ers, established in 1913, and it did not change its name to Institute of Labor
Management until 1931 (Niven 1967). The ‘personnel” term, in turn, did not become
widely accepted until after the Second World War (Chartered Institute of Personnel
and Development 2005). In continental Europe, a number of firms established
employee ‘social’ departments, again emphasizing the welfare side of personnel
management.

The second new term was industrial relations (occasionally also called ‘employ-
ment relations’). The industrial relations term came into widespread usage in the
USA and Canada in 1919—20, not coincidentally at the same time as corporate
worries about labor unrest and government regulation were at a peak. The term
was not, however, widely adopted in other countries until after the Second World
War and then typically with a narrower (union management) meaning.

In early usage, the subject domain of industrial relations was the entire
employer—employee relationship (Kaufman 2004a). In the corporate world, it was
conceived as representing a more broad-based and strategic (‘management policy’)
approach to labor management, including the subject of workforce governance.
Industrial relations thus subsumed the narrower employment function of
personnel management, just as personnel management subsumed employment
management and welfare work. In this vein, Kennedy (1919: 358) states, ‘employment
management is, and always must be, a subordinate function to the task of preparing
and administering a genuine labor policy, which is properly the field of industrial
relations’

During the sharp recession of 1920-1 many companies disbanded their newly
formed personnel departments, partly as a cost-saving measure and partly because
employee turnover and the threat of unions dissipated. The setback was temporary,
however, and over the rest of the 1920s the personnel/industrial relations move-
ment gradually regrouped and resumed growth. Jacoby (1985) provides these
suggestive data: in 1915 perhaps 3—5 percent of workers employed in medium—
large firms (over 250 employees) had a personnel/IR department; by 1920 this figure
had increased to 25 percent and to 34 percent by 1929. By 1929 over one-half of firms
with over 5,000 employees had a formalized HRM function. In the vanguard of the
movement were leading corporate giants in the 1920s Welfare Capitalist movement,
such as AT&T, Standard Oil, Dupont, and General Electric, and small- to
medium-size firms run by progressive owner/entrepreneurs, such as Dennison
Manufacturing and Plimpton Press. These firms abandoned the pre-war ‘market’
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model of HRM, in which labor was traded and used more or less like any other
commodity, and moved to what labor economist John Commons (1919) described
as a combination of a ‘machine’ (scientific management), ‘good will’ (high com-
mitment), and ‘industrial citizenship’ (democratic governance) model. Also note-
worthy, Commons (1919: 129) used the term ‘human resource’ to connote the idea
that investment in human skills and education makes labor more productive and
counseled employers to take a strategic approach to labor, observing that
‘[employee] goodwill is a competitive advantage’ (1919: 74).

If there were two themes that pervaded the 19208 HRM literature, it was that
labor must be looked at as a distinctly human factor and that the central purpose of
HRM is to foster cooperation and unity of interest between the firm and workers
(Kaufman 2003a). To achieve these goals, the leading practitioners of Welfare
Capitalism created extensive internal labor markets (ILMs), complete with what
Leiserson (1929) called the ‘crown jewel’ of the Welfare Capitalist movement—the
employee representation plan. These plans were early forerunners of modern forms
of participative management and employee involvement (Taras 2003; Kaufman
2000a). Many of the specific employment practices in these companies were
tactical in nature and administered by lower-level personnel staff. The overall
design and mission of these new HRM programs, however, was done at the highest
executive level with clear-cut strategic goals in mind. Indeed, the need to take a
strategic approach to HRM was widely cited in the 1920s. For example, in the first
article in the Harvard Business Review on the new practice of HRM, titled ‘Indus-
trial Relations Management, the author (Hotchkiss 1923: 440) tells readers, “‘When,
however, we pass from tactics to the question of major strategy, industrial relations
management is essentially functional rather than departmental. ... [It] deals with
a subject matter which pervades all departments. ... [and] must to succeed
exercise an integrating, not a segregating, force on the business as a whole.

Not only did the practice of HRM take root and start to develop in major
companies in the USA in the 1920s; so too did a supporting infrastructure of
journals, associations, consulting firms, and university teaching and research
programs. After the Industrial Relations Association of America folded, a new
association called the National Personnel Association was founded. It later became
the American Management Association. Also founded in 1922 was the Personnel
Research Federation which promoted academic and industrial research and
published it in the Journal of Personnel Research. In 1926 industrialist John
D. Rockefeller, Jr. donated funds to start the nation’s first large-scale (non-profit)
HRM consulting/research organization, Industrial Relations Counselors, Inc.
(Kaufman 2003b). In the academic world, the first personnel textbook appeared
in 1920, Personnel Administration by Tead and Metcalf, and was shortly followed by
several others. In 1920 the University of Wisconsin was the first to offer an area of
study in industrial relations (comprised of coursework in personnel management,
labor legislation, industrial (workforce) government, and unemployment) and
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in 1922 Rockefeller donated funds to Princeton University to establish an Industrial
Relations Section, the first academic unit in an American university dedicated to
research on HRM practices in industry. During the 1920s a number of business
schools also introduced courses on personnel management. Institutional labor
economists were the largest contingent of researchers and teachers on labor
management, but a small cadre of academics from industrial psychology and
commerce were also active in the field (Kaufman 2000b).

The development of HRM in other countries during the 1920s was slower, more
piecemeal, and less strategic. Industrialization, for example, was less advanced or on
a smaller scale in a number of countries. Australia is a case in point. In the mid-1920s
there were perhaps six full-time welfare workers in the entire country (Hinder 1925)
and only during the Second World War production boom did labor management
departments start to appear (Wright 1991). Even in countries with large-scale
industry, HRM lagged behind. One person estimated that the development of
labor management in Britain in the early 1920s was five years behind America
(Fryer 1924). Also illustrative is the remark of Mary Fleddérus, a Dutch welfare
manager (quoted in Journal of Personnel Research, 1/1: 175) who stated in 1922,
‘Broadly speaking, welfare work in Holland seems to me, as in other countries, to
have arrived at a transition state. I have the impression that it chiefly looks to
America for the lines on which it will go on working.” In a similar vein, Englishman
Harold Butler (1927: 107) observed, “The American literature on the subject [indus-
trial relations] probably exceeds that of the rest of the world put together’

To be sure, there were advances in HRM research and practice outside America
in the 1920s. German academics and industrial researchers, for example, pioneered
a new field called Arbeitswissenschaft (science of work) which explored subjects
such as ergonomics, fatigue, and job satisfaction (Campbell 1989). Next to the USA,
Germany was also the most active site for work in the new fields of industrial
psychology (called ‘psychotechniks’) and industrial sociology. In Britain, little
work was pushed forward on labor management or industrial psychology and
sociology in universities during the 1920s, in part due to the tepid interest of the
British in scientific management principles (Guillén 1994). Burns (1967: 198) notes,
for example, that British academics had an ‘ideological bias against business and
against internal studies of business undertakings. Some vocational training and
applied research in labor management was sponsored, however, by the govern-
ment, the Institute of Welfare Work, and technical schools. Limiting the develop-
ment of HRM in not only Britain but all of Europe was, in addition, the fact that
these countries were more advanced than the USA with regard to labor legislation,
social insurance programs, and trade unionism, all of which reduced the oppor-
tunity and incentive for European employers to take a more individualized and
strategic approach to labor management (Rodgers 1998; Kaufman 2004a).

Perhaps the country outside the USA that saw the most significant advance in
HRM practice during the 1920s was Japan. Japan was an early and enthusiastic
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adopter of Taylor’s credo of scientific management and, more so than in England,
France, and Germany, Japanese employers strove to implement it (Merkle 1980;
Tsutsui 1998). In the 1920s a number of individual employers and government-
sponsored business groups from Japan visited the USA specifically to observe
American industrial practices and they took back and adopted (with modifica-
tions) a number of elements of the Welfare Capitalism project. An association of
academics, business managers, and government officials, called the Kyochokai
(Society for Harmonious Cooperation), was formed to promote improved indus-
trial relations practices, and the first labor management consultants appeared
(Gordon 198s5; Kinzley 1991). Japanese firms began to develop ILMs, created
personnel/IR departments, and started numerous HRM practices such as recruit-
ing programs, hiring tests, incentive wage plans, job evaluation programs, and shop
committees (Dore 1973; Hazama 1997; Jacoby 1991). These practices were also
fostered by the American corporations that had branch plants in Japan.

A notable event in the history of HRM is the world’s first international confer-
ence devoted to the subject. Held in Flushing, the Netherlands, in 1925, it was titled
International Industrial Welfare (Personnel) Congress. The conference lasted
seven days and featured first-hand reports on the status of the welfare/personnel
movement in twenty-two countries. The conference organizers chose to call it a
congress on ‘welfare work, since this title was the most common in Britain and
British colonial territories (India, South Africa, etc.), but put the word ‘personnel’
in parentheses in recognition of the shift in nomenclature in the United States.
The conference proceedings explained that the term ‘welfare work’ was used in a
broad sense to include personnel management activities, but nonetheless its
use gave emphasis to what was described as the ‘paternal and social side’ (p. 45).
It goes on to say that the term ‘personnel’ as used in the USA stresses that the
function is ‘recognized as part of the Management’ and that personnel is not just a
staff function but includes ‘anyone who supervises employees, from the assistant
foreman to the president’ (p. 46). Several years later the association abandoned
both the welfare and personnel terms and adopted the name ‘International Indus-
trial Relations Association’ (Kaufman 2004a).

2.3 THE MIDDLE PERIOD: 1930-1965

From its birth in the mid-1910s to the late 1920s, the new management function
of HRM made considerable progress and was quite favorably viewed by
academic observers in the United States. Illustratively, labor economist and medi-
ator William Leiserson (1929: 164) concluded, ‘when the contributions of personnel
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management are recapitulated in some such fashion as we have attempted, the
result is bound to be an impressive sum. Stated another labor scholar (Slichter
1929: 432), ‘modern personnel methods are one of the most ambitious social
experiments of the age’

Over the next ten years, however, the prestige and influence of HRM, and
particularly the strategic ‘goodwill’ version associated with the Welfare Capitalist
movement, took a dramatic nose-dive. The Great Depression began in late 1929
and the economy went into a downward spiral until in early 1933 gross domestic
product had fallen 30 percent and one-quarter of the workforce was unemployed.
The economies of other countries followed suit and, indeed, Great Britain had
started the descent earlier.

Companies had no choice but to retrench and look for deep cost savings. The
term ‘rationalization’ became an oft-used phrase on both sides of the Atlantic.
Thus, smaller, less profitable, or less progressive companies first began to cut wages,
make lay-offs, and disband their personnel programs. Then the pressures of
competition and imminent bankruptcy forced the others to fall in line, leading
even the vanguard of Welfare Capitalist companies to start liquidating labor
(Cohen 1990). Doing so of course meant losing their costly investment in employee
goodwill, but without profits they could not afford a progressive HRM program
and mass unemployment solved the turnover and selection problems and provided
a highly effective alternative method for inducing hard work and compliant
behavior. Surveying the wreckage created by the Depression, Leiserson (1933: 114)
observed, ‘depression has undone fifteen years or so of good personnel work’
Presciently, he also noted, ‘labor is going to look to legislation and not to personnel
management for a solution of the unemployment problem.

Public policy in the United States made a dramatic U-turn in order to solve the
economic debacle. The Roosevelt administration launched the New Deal in mid-
1933 and attempted to stimulate purchasing power by raising wages and household
income through minimum wage laws, social insurance programs (unemployment
and old age insurance), mass unionism, and public works spending. Government
intrusion into employment relations thus noticeably increased. Most worrisome to
business, the New Deal encouraged workers to join unions and they did so by the
millions. In the space of five years, union density almost doubled in the United
States and the bulk of the mass production industries were unionized. Suddenly,
unilateral employer determination of wages, conditions, and employment proced-
ures through HRM was replaced by joint determination through collective bar-
gaining. To help ensure that collective bargaining displaced the Welfare Capitalist
non-union HRM model, the employer-created representation plans were legally
banned (Kaufman 2000a). The extent of change was even greater in some other
countries, such as Germany and Japan. Fascist governments came to power,
banished opposition political parties and trade unions, extended a tight grip of
state control over industry, and mobilized their economies for war.
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These events had both positive and negative repercussions on the HRM function
(Jacoby 2003). On the positive side, the rapid spread of collective bargaining
actually worked to the advantage of HRM in several ways. For example, in an
effort to avoid unionization many companies quickly established or strengthened
their personnel programs. Also, once the companies were unionized they needed
to add personnel and labor relations staff to conduct collective negotiations with
the union and administer the contracts. And, finally, unions pushed for wage
standardization, job classification systems, formal grievance systems, and written
employment rules, all of which required personnel/labor relations staff to develop
and administer. The new government labor and social insurance laws had much the
same effect.

But there were also several distinctly negative effects. The early part of the 1930s
effectively eviscerated many corporate labor programs and left others badly wea-
kened. The HRM function had also lost a great deal of professional prestige, worker
confidence, and public approval. Now HRM appeared to many people as a largely
empty promise, a set of techniques to manipulate workers, and a covert tool for
union avoidance. Most damaging, however, was HRM’s loss of power and influ-
ence at the strategic level. While the tactical and administrative parts of HRM may
have experienced net growth in the latter part of the 1930s, the new collective
bargaining model had little place for the strategic component built on the unitarist/
mutual-gain (and paternalist) vision of Welfare Capitalism. Collective bargaining
was now widely seen as the preferred method to govern and administer employ-
ment, unions were the new source of innovation and strategic change, and cooper-
ation and goal alignment were replaced by conflict of interest, power balancing and
adversarial negotiations (Kochan et al. 1986). Indicative of this new viewpoint is the
dramatic turn-around of opinion of Leiserson. By the late 1930s he has abandoned
the non-union HRM model and declares: ‘Popular judgment now favors collective
bargaining ... The organization of labor and collective bargaining [are] necessary
and inevitable’ (1938: 40, 43).

The events and pressures associated with the Second World War amplified and
extended these disparate trends in HRM in the United States. In most of Europe
and Asia, HRM had gone into arrested development in the 1930s and then largely
disappeared amidst the economic devastation of the Second World War. Illustra-
tively, the International Industrial Relations Association continued to hold confer-
ences in Europe in the 1930s but the topics shifted from plant-level personnel work
to world economic planning, and then, with the outbreak of war in 1939, the
association disbanded (Kaufman 2004a).

During the war both collective bargaining and government regulation of
employment expanded and solidified in the United States, thus further limiting
HRM’s independent room for maneuver. But there were also a number of positive
developments. The hiring boom set off by the war created a need for recruitment
and selection specialists, while concerns with holding down turnover grew apace.
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Likewise, the mushroom growth in new war-related production plants and hiring
of inexperienced workers created a huge need for training programs and staff. In
order to comply with government wage control programs and prevent strikes,
companies also had to implement new job evaluation procedures and systematize
and formalize their compensation procedures. And, finally, employee benefit
programs proliferated during the war since benefits fell outside the government’s
wage control program. The net result was a considerable expansion of personnel
programs and departments. Data provided by Jacoby (1985), for example, show
that only 39 percent of companies in 1929 with 1,000-5,000 employees had a
personnel department, while in 19356 this ratio rose to 62 percent and then to
73 percent in 1946-8.

The United States emerged from the Second World War as the undisputed world
economic leader. Much of Europe and Asia lay in ruins. Over the next fifteen years
American industry enjoyed a golden age, Germany and Japan picked up the pieces
and started on a sustained industrial recovery, Great Britain slowly advanced in
absolute terms but declined in relative terms, and many nations in South America,
Asia, and Africa started to join the industrial world.

In a number of respects the two decades after the Second World War period saw
further advance in American HRM. Nonetheless, the field entered the 1960s with a
pervading sense of low status and marginal importance.

In the 1920s many large-sized firms still did not have any organized HRM
function; by the mid-1950s nearly every medium-large-size company had one.
Furthermore, these departments were adding staff, taking on new duties, and
growing in importance. American firms grew in size during this period, partly as
plant size expanded to take advantage of economies of scale and partly due to
mergers, acquisitions, and the rise of the conglomerate corporation. As Jacoby
(2003) notes, the 1950s was the era of the ‘organization man, symbolized by the rise
of mega-corporations, such as General Motors, IBM, and Sears Roebuck, and the
swelling ranks of middle management and white-collar technicians and staff. With
increasing corporate size came a need for more systematized and centralized
personnel practices.

Application of industrial psychology, industrial sociology, and ‘human relations’
to employment problems also emerged in the 1940s as a hot topic and created new
opportunities for HRM (Wren 2005). The human relations movement grew out of
the pioneering Hawthorne experiments at the Western Electric Company, led by
Elton Mayo. Whereas most of the focus of industrial psychologists in the 1920s had
been on narrow ‘technique’ applications, such as employee selection tests and the
relationship between work hours and fatigue, in the 1940s the focus among
behavioral scientists shifted to more overtly psycho-social topics, such as the
relationship between morale and work effort, interpersonal dynamics in small
work groups, and the role of non-financial incentives. These topics had many
potential applications to HRM and spurred the founding of a new applied research



THE DEVELOPMENT OF HRM 29

journal, Personnel Psychology. According to Brown and Myers (1956: 89) coming out
of human relations research was ‘a pervasive belief in the existence of a positive
correlation between the degree of “morale,” “job satisfaction,” or “loyalty,” on the
one hand, and the productive efficiency of the enterprise on the other hand. These
were the key variables that personnel management in the 1950s was enlisted to
promote.

The 1950s also saw the high water mark in union density and collective bargain-
ing. The most popular title for the corporate HRM function in large companies,
particularly in the union sector, was ‘industrial relations.” The industrial relations
department was typically divided, in turn, into the labor relations (collective
bargaining) section and personnel (employment) section (Heneman and Turnbull
1952: p. iii).The idea that industrial relations should be practiced in a strategic
manner, first articulated in the 1920s, was not lost on writers in the 1950s. Econo-
mist E. Wight Bakke, for example, wrote on this theme in an article aptly titled
‘From Tactics to Strategy in Industrial Relations’ (1948), while the practitioner-
oriented Personnel Handbook (Mee 1951: 3, emphasis in original) counsels readers
on the first page, ‘the detailed work of employee testing, of job evaluation, or other
day-to-day personnel operations is of little value unless these activities are welded
together in a carefully planned, well-integrated, efficient, and effective program to
help achieve the objectives of the business.” But given the importance of union—
management relations at the time, the strategic focus in HRM was most often
oriented toward unions and collective bargaining (Kochan and Cappelli 1984).

However, as union density began to recede in the late 1950s and collective
bargaining became routinized, resources and programs began to move back toward
the personnel part of the HRM function (Jacoby 1985). In non-union companies,
the HRM function was sometimes called personnel and sometimes industrial
relations, but the primary focus at the strategic level was union prevention and
maintaining a stable, motivated workforce. Personnel departments in the top tier
of progressive non-union corporations tended to be influential players, given that
these companies developed highly structured internal labor markets and gave great
emphasis to maintaining employee morale and job satisfaction (Foulkes 1980;
Jacoby 1997). At the large bulk of American companies, however, the personnel
department typically had little contact with strategic business and employment
policy and instead focused on tactical administration of various personnel activ-
ities. Often the personnel function was regarded as one of the lowest rungs in the
management hierarchy and a place for low-level administrators and clerks. For
example, Peter Drucker (1954: 275) characterized personnel as ‘partly a file clerk’s
job, partly a housekeeping job, partly a social worker’s job and partly “fire-fighting”
to head off union trouble or to settle it.” Twenty years later, Foulkes (1975: 74) noted
that only 150 of the Harvard Business School’s 39,000 graduates were employed in a
personnel position. He explained this anomaly by noting, ‘Many of them [the

»)

graduates] feel the personnel field is “low status” and “bad news”.
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A similar pattern developed in Japan after the Second World War. Japan
developed a ‘dual’ industrial sector with giant national and multinational firms in
the primary sector and small- to medium-size subcontractor and supplier firms
in the secondary sector. Primary sector firms developed a distinctive employment
system with highly developed and formalized ILMs featuring lifetime employ-
ment, seniority wages, extensive job rotation, and enterprise unions (Shirai 1983).
Powerful personnel departments were created to administer these ILMs. According
to Hirano (1969), these Japanese personnel departments had more authority and
range of responsibilities than the personnel departments of the leading American
companies in Japan. In the secondary sector, on the other hand, personnel
programs in Japanese firms were far more informal and less developed. In the
1980s the Japanese economy experienced a ‘productivity miracle’ and many foreign
observers concluded that a large part of the explanation resided with the ability of
the Japanese HRM system to foster loyalty, cooperation, and hard work. Books
and articles on Japanese management practices proliferated and now it was the
Americans and Europeans who were trekking to Japan for plant tours and man-
agement seminars. Largely lost from sight, however, was the fact that many of the
pillars of the Japanese management model were imported from America, includ-
ing not only the scientific management and total quality management principles of
Taylor and Edwards Deming but also the unitarist ‘goodwill’ employment model
pioneered by leading American writers and practitioners of industrial relations in
the 1920s (Kaufman 2004a; Wren 2005).

In Europe, by way of contrast, HRM only slowly recovered and developed from
the disasters of the Second World War, even as European industry rebounded.
E T. Malm (1960) wrote a survey of personnel management in Europe. He observed
that ‘personnel administration does not have the professional status in Europe
it enjoys in the United States, except for the United Kingdom’ (1960: 77). With
respect to Europe, he provided this overview (1960: 72):

Many European enterprises do not appear to think in terms of an integrated personnel and
industrial relations program. In some countries, the social welfare approach to employee
relations problems has received special attention. In others, the ‘personnel department’
turns out to be the ‘lohnbiiro’ or payroll office having no concern with basic personnel
problems. In still another, the ‘personnel officer’ saw his function as that of a records
manager. ... In the United States, modern consideration of personnel staff departments
emphasizes the variety of functional roles: advisory, service, coordinative, and analytical (or
‘control’). European personnel departments are often limited to the ‘service’ concept, and
have too low status and recognition to permit effective participation in problem solving
and policy formulation.

Malm went on to observe that (1960: 79), ‘The most serious and basic of the
problems affecting European personnel administration are those in executive
development and management education ... The problem in much of Europe is the
lack of a professional approach to management. He also noted, however, that a more
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American approach to HRM was slowly taking hold in Europe due to the
substantial transfer of management methods to Europe initiated under the
Marshall Plan and then carried forward through the 1950s sponsored by American
foundations and the American government. Many American business people and
academics traveled to Europe as members of productivity mission teams and for
sponsored consulting and teaching, while numerous Europeans came to the USA
for professional management training at universities and companies.

Shifting attention to the status of HRM in universities, a distinctly mixed picture
emerges. Outside of the USA, HRM received little attention in either research or
teaching, most particularly with respect to the personnel management part of the
subject. Malm notes, for example, that ‘Relatively little material on “personnel
management” is included in the curricula of universities in Europe, or even in
technical institutes or graduate schools of business and economics’ (1960: 78). One
reason for this situation is that in many European countries, such as Germany, the
employment relationship was (and still is) heavily regulated by labor law, making
legal education more important than management education for personnel
directors. A partial exception to this situation existed in Great Britain. Universities
gave very modest attention to personnel management per se, but significant
vocational training was provided by technical schools and professional groups,
such as the Institute of Personnel Management (Chartered Institute of Personnel
and Development 2005). Also, relative to other European countries universities in
Britain provided greater teaching and research in human relations and industrial
relations (and, correspondingly, relatively little in labor law, reflecting the light
degree of legal regulation of employment in Britain). Industrial relations, however,
was typically defined narrowly in Britain to include only labor-management
(union) relations, although starting in the mid-1960s the subject of management
began to garner more attention (Gospel 1992; Kaufman 2004a).

The 1945-65 period in the USA was a boom time for HRM broadly defined, but a
relatively stagnant time for personnel management per se. Into the 1950s the term
‘industrial relations’ continued to be defined broadly in America to include all
aspects of employment, including personnel. Prior to the Second World War only a
handful of universities had formal programs in industrial relations; after the war
several dozen new industrial relations centers and institutes were established
(Kaufman 20044a). The impetus for these new programs came foremost from the
dramatic spread of unionism and the pressing problems of collective bargaining,
dispute resolution, and contract administration. But also important was the
swelling interest in industrial human relations and its applications to management
and organization design. These new industrial relations programs greatly expanded
teaching and research in the HRM area and drew thousands of students to the
subject. The programs were multidisciplinary, had a social science orientation, and
sometimes were housed in business schools but more often were established as
free-standing units in the university (in order to ensure impartiality between labor
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and management). According to a curriculum survey (Estey 1960), the four core
courses in these industrial relations programs were: labor economics, collective
bargaining, personnel management (and human relations), and labor law. It is fair
to say, however, that the emphasis was on labor-management relations.

The personnel management side of the field was not held in high regard during
this time period and did not attract many students. A foundation-sponsored
assessment of American business education in the late 1950s reached this scathing
conclusion: ‘next to the course in production, perhaps more educational sins have
been committed in the name of personnel management than in any other required
course in the business curriculum’ (Gordon and Howell 1959: 189). Also indicative
is this remembrance of a former student at the Institute of Labor and Industrial
Relations at Illinois (Weber 1987: 15): “‘When I studied at Illinois in 1950-1951, there
were a few students at the institute who were taking personnel; they were déclassé
by definition. I would approach these fellows and quizzically ask why they
were going into personnel. ... They always gave one of two answers which were
descriptive of the field: (1) “I did it in the Army,” or (2) “I like people.””’

2.4 THE DEVELOPMENT
AND INTERNATIONALIZATION OF
CoONTEMPORARY HRM

In the post-Second World War period HRM in the USA experienced a low point in
its fortunes during the 1960s. Then the field slowly revived and expanded and by
the early to mid-1990s was at a new high in energy, activities, and reputation. Yet, as
century’s end neared there were also signs of continued problems and perhaps
some slippage in HRM in both industry and academe. Beginning in the early
1980s, the modern version of HRM also quickly spread beyond North America and
was transplanted to Europe, Asia, and other parts of the world. The subject is now
taught at universities in all parts of the globe and the term ‘human resource
management, either in English or translated into the national language (e.g.
Gestion de Recursos Humanos in Spanish), is increasingly the name companies
everywhere use to label their people management function.

The ‘doldrums’ experienced by HRM in the 1960s had several sources. I focus on
the academic end. As previously described, HRM was through the 1950s subsumed
as part of industrial relations. After 1960, however, the two fields gradually drifted
apart with IR more narrowly focused on unions and labor-management relations
and HRM on the functional parts of employee management. Accompanying the
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divorce of IR and HRM was a divorce between labor economists and scholars from
management and the behavioral sciences.

Up to the 1950s in the USA, economics was regarded as the foundation discipline
of business education, per the statement of Craig (1923: 36) that ‘Business has
always been recognized as a branch of the subject of economics.” Thus, personnel
management was widely regarded as ‘applied labor economics’ and through the
1950s many of the most recognized authorities on personnel, and authors of leading
personnel texts, were labor economists (broadly defined) and industrial relations
specialists (Kaufman 2000b, 2002). These economists, such as Heneman, Myers,
Strauss, and Yoder, were affiliated with industrial relations and tended to empha-
size the macro (‘external’), governance, and strategic dimensions of HRM, typically
with an emphasis on labor markets and labor relations. But by the late 1950s these
people were either retiring from academe or moving away from HRM to other
topics, while the new generation of neoclassical labor economists had little interest
in management.

As the economists exited, the HRM field became increasingly the preserve of
scholars from management and the behavioral sciences. Naturally, their interests in
employment had a more organizational (‘internal’) and psychological orientation
and were centered on subjects such as organizational design and control, leadership
styles, effective management principles, and the psychological and social aspects of
human interactions in the workplace. In the 1950s this group of researchers, such as
Arensberg, Argyris, McGregor, and Whyte, was most often affiliated with the
human relations movement, not HRM per se. In the early 1960s human relations
was absorbed in the new field of organizational behavior (OB), and its offshoot
organizational development (OD), and most of the leading behavioral scientists in
management and business schools became active in it (Wren 2005). The net result
was that the HRM field in the 1960s—Ilargely perceived at this point as personnel
management—was left in a rather marginalized position. On one side, the econo-
mists and IR scholars drifted away, while on the other the behavioral scientists
and management scholars gave their time and attention to the new field of OB.
Both groups looked down on PM as a largely a-theoretic subject dealing with
a collection of largely disconnected administrative procedures and employment
tools (Mahoney and Deckop 1986). Tangible evidence in support of this verdict is
provided in the volume Classics in Personnel Management (Patten 1979). The
articles in it illustrate the intellectual dominance of OB, the absence of economists,
and the depressingly low-level administrative nature of PM.

From this low point the field of HRM embarked on a slow but cumulatively
significant upward movement in intellectual substance, vigor, and participation in
the academic world. To a large degree, the status of HRM in the practical world of
industry mirrored this trajectory.

The term ‘human resource management’ first appeared in the textbook literature
in the mid-1960s in the USA (Strauss 2001). The inspiration for the term appears to
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come from a published lecture given several years earlier by economist E. Wight
Bakke entitled “The Human Resources Function’ (1958), although as noted the
phrase ‘human resources’ has an earlier origin. It is worthwhile to quote Bakke’s
conception of the human resources function for it bears on later debates about the
meaning of the term. He states (1958: 5-6, emphasis in original), “The general type
of activity in any function of management ... is to use resources effectively for
an organizational objective ... The function which is related to the understanding,
maintenance, development, effective employment, and integration of the potential
in the resource ‘people’ I shall call simply the human resources function. He also
states (1958: 4, emphasis in original), ‘The first thing that we ought to be clear on is
that there is nothing new about the managerial function of dealing with people. ...
Like other sub-functions of management ... it has been carved out of the general
managerial function, not put into it.

For the next fifteen to twenty years the terms personnel management and human
resource management largely coexisted and were often used interchangeably, albeit
with some sentiment that HRM reflected a more up-to-date terminology and
conception of the people management function. But then, starting in the early
1980s, two separate lines of thought developed. The first followed tradition and
argued that HRM and PM were largely different labels for the same subject. But
according to a second line of thought, the HRM term represented a new model and
philosophy of people management that was fundamentally different from the
traditional approach of PM and IR.

An early and influential expression of this position was by Harvard management
professor Michael Beer and colleagues in the book Managing Human Assets (1984)
and by Beer and co-author Bert Spector in an article entitled ‘Human Resource
Management: The Integration of Industrial Relations and Organizational Devel-
opment. In the book and article they describe what is called ‘a new HRM
paradigm. In their article they list fourteen characteristics that distinguish
the traditional employment management model, which they identify as ‘industrial
relations’ (including personnel), from the new paradigm they label ‘human
resource management. For example, they claim IR/PM are reactive, piecemeal,
part of a command and control employment system, mediators of conflicting
interests, and take a short-term perspective; HRM on the other hand is proactive,
integrative, part of an employee commitment and participation system, creator of
a unity of interest, and takes a long-term perspective. They summarize the new
HRM paradigm as reflecting (1984: 292) ‘the emerging view that people are an asset
and not a cost’ and ‘an HR function fully aware of and involved in all strategic and
business decisions’ (1984: 293).

Where did this second conception of HRM come from? Two intellectual devel-
opments were key.

The first, as suggested by the title of Beer and Spector’s article, is the melding of
theories and insights from OB/OD into traditional IR/PM. This process began in
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the 1960s, per the comment of Dunnette and Bass (1963) that ‘many of the leading
schools of business and industrial administration have shifted from the descriptive
study of current personnel practices to the application of principles of the social
sciences to the analysis of organizational problems. ... The behavioral sciences are
making rapid strides and are moving to a central position in the study of industrial
behavior. A decade later Martin echoed this observation, stating (1975: 150),
‘Personnel administration and management as taught in collegiate schools of
business changed drastically during the 1960s. This change stemmed in large
part from two 1959 foundation-sponsored studies of business schools, which
argued persuasively that business school curricula should incorporate more of
the behavioral sciences.” Martin found that the five most cited academic authors
in the practitioner personnel literature were all behavioral scientists associated with
OB/OD: Herzberg, McGregor, Porter, Maslow, and Argyris.

The common denominator in the writings of these OB/OD scholars is that
organizations can gain higher productivity and performance by designing work
and practicing management in ways that take into account that employees are
people with psychological and social needs and aspirations, rather than the trad-
itional model that (allegedly) follows economic theory and treats employees as akin
to an inert factor input and the self-interested ‘economic man. This duality is
captured, for example, in McGregor’s (1960) ‘theory X and theory Y’ management
system (command and control versus consensual and participative) and Walton’s
(1985) influential article ‘From Control to Commitment in the Workplace’ The
bedrock idea is that by treating employees as organizational assets rather than
disposable commodities, structuring work to make it more interesting and self-
controlled, and creating mutual-gain forms of compensation the employment
model is transformed from an inflexible, high-conflict, and low-productivity
system (the traditional pluralist IR model) to a flexible, low-conflict, and high-
productivity unitarist HRM system. This new organizational/management model
became widely known by various labels, such as ‘high-commitment’ workplace and
‘high-performance work system’ (HPWS), and the new HRM paradigm that
emerged in the 1980s was the ‘people management’ component. As such, HRM
was clearly positioned as different from traditional IR/PM and also as a superior
performer, as extolled in books such as In Search of Excellence (Peters and
Waterman 1982), The Ultimate Advantage: Creating the High-Involvement Organ-
ization (Lawler 1992), and Competitive Advantage through People (Pfeffer 1994). The
influence of OB became so strong that in many universities HRM gravitated
toward a course in ‘applied organizational behavior’

The second key event that heavily influenced and shaped the new HRM paradigm
was the development and popularization of the strategic management concept
(Boxall and Purcell 2000). Strategic management—earlier called strategic planning
and earlier still management policy, originated out of work by Michael Porter,
H. Igor Ansoff, and others (Wren 2005). It was soon imported into personnel/HRM.
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In one of the earliest contributions, for example, Devanna et al. (1982: 11) say of
the traditional personnel function, ‘The recent popularity of human resources
management is causing major problems for traditional personnel departments.
For years they have been explaining their mediocre status by bewailing their lack of
support and attention from the CEO.” They then go on to outline a new approach,
saying: “‘Whether the human resources component survives as a valuable and
essential contribution to effective management will largely depend on the degree
to which it is integrated as a vital part of the planning system in organizations. In
large part, the management of human resources must become an indispensable
consideration in both strategy formulation and strategy implementation.

The next two decades witnessed a veritable explosion of writing and research on
strategic aspects of HRM, leading in short order to the creation of an entirely new
subfield called ‘strategic human resource management’ (SHRM). As with the term
HRM, some authors define SHRM as a generic practice/approach, while others give
it a more particularized meaning. Wright and McMahan (1992: 298), for example,
state that SHRM is: ‘[t]he pattern of planned human resource deployments and
activities intended to enable an organization to achieve its goals.” This conceptu-
alization is generic since it encompasses all types of organizations and systems of
people management and requires only that the HRM deployments be chosen in a
forward-looking, integrated fashion in order to achieve the organization’s goals. It
also suggests HRM and PM are largely equivalent (since by logical inference
if SHRM is strategic then HRM is largely tactical, like PM). Other authors,
however, define SHRM more narrowly so it is effectively coterminous with the
employment model in the HPWS. In this spirit, McMahan et al. (1998: 197) state,
‘Today, what we call strategic human resource management may well be “second
generation” employee involvement with a relationship to firm strategy and per-
formance” This conceptualization of SHRM is both narrower and more
prescriptive—narrower since it seems to limit the room for strategic choice to
some permutation of the HPWS and more prescriptive since it suggests that a
strategic approach to HRM should incorporate employee involvement and other
HPWS practices.

Regardless of definitional disputes, what can be unambiguously stated is that the
development of the SHRM concept led to a substantial resurgence of academic
interest in the HRM function and strengthening of both the theory and practice of
people management. In the area of theory, for example, SHRM provided intellec-
tual support for the idea that a firm’s employees and HRM system can potentially
provide a long-run source of competitive advantage (Boxall 1996; Wright et al.
2001)—a contention that appeared to receive empirical support in studies that
found a positive link between advanced HRM practices and firm performance
(e.g. Huselid 1995; Becker and Gerhart 1996).

HRM in all guises was also promoted by several developments outside academe.
One example is the large-scale growth of government regulation of employment
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in the post-1960s period, including legislation regulating discrimination and equal
opportunity, pensions, treatment of disabled employees, and family medical leave.
Companies typically assigned compliance and administration of these new laws to
the personnel/HRM department, thus leading to new staff positions and respon-
sibilities.

Also important was the ongoing decline of the union sector. Companies gained
new opportunity to switch from defensive union avoidance and a pluralist collect-
ive bargaining approach of employment management to a more proactive, uni-
tarist, and high-performance approach. Many companies, to signal this shift,
relabeled their personnel and industrial relations departments as human resources
departments. Likewise, in the USA, the field’s major professional group, the
American Society of Personnel Administrators (ASPA), changed its name in 1989
to Society for Human Resource Management (SHRM).

A final factor that had a large impact was the tremendous economic success
enjoyed by Japanese industry in the 1970s—1980s and the widespread conviction
that a key ingredient was the Japanese HRM model built on high-performance
practices, such as participative management, extensive investment in employees,
and a mutual gain philosophy (Thurow 1992).

By the early to mid-1990s the practice and study of HRM had clearly experienced
a rejuvenation. This trend was clearly evident in universities. Student enrollment in
HRM courses was booming, business schools were hiring dozens of new HRM
professors, membership and participation in the HR Division of the Academy of
Management steadily rose, the leading management scholarly journals (e.g. Acad-
emy of Management Journal) were featuring far more HRM-related articles, and
new HRM field journals were born (e.g. Human Resource Management Review) or
renamed and strengthened (e.g. Human Resource Management). Adding to the
sense of resurgence was the palpable decline of the once-dominant industrial
relations field and its rival approach emphasizing a social science, multidisciplinary
curriculum.

Amidst this upbeat mood arose two other developments in the 1990s that
threatened the comfortable status quo and brought into light some long-standing
deficiencies and vulnerabilities that all the hoopla about SHRM and HPWS had
temporarily masked.

The first of these developments was the return of economists and industrial
relationists to the HRM field. In the late 1980s a new subfield of labor economics
emerged, called the economics of personnel, and quickly grew in terms of partici-
pants and publishing activity. Using the tools of neoclassical microeconomics,
these economists, led by Edward Lazear, developed a wide array of sophisticated
models to explain a plethora of personnel practices, such as different forms of
compensation, mandatory retirement rules, and screening models of employee
selection (Lazear 1999; Gunderson 2001). Other economists, coming from an
institutional and industrial relations perspective, have developed insightful models
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that explain the choice of employment systems across firms (Begin 1991; Marsden
1999) and the ‘make versus buy’ choice with respect to producing HRM services in-
house or purchasing these services from an external provider (Kaufman 2004b).
On one hand, the return of economists to the HRM field was a ‘plus’ for it
substantially added to and strengthened the theoretical and empirical work in
the area, particularly with regard to the macro (external) dimension. But also
brought to light were unmet opportunities and potential vulnerabilities. Evidence
reveals, for example, that the economics and management/behavioral science wings
of the field were often like the proverbial ships passing in the night, either unaware
of or uninterested in the other and thus forfeiting intellectual gains from trade
(Mitchell 2001; Kaufman 2004b). Also, a good deal of the management literature,
particularly at the textbook level, continued to be heavily descriptive and prescrip-
tive and thus vulnerable to encroachment by economists.

A second development also introduced a discordant note into the otherwise
bright picture. Even as the academic and practitioner literatures were brimming
with books and articles extolling the new HRM paradigm, evidence was also
accumulating that while individual HPWS practices were widely diffusing, rela-
tively few firms had adopted the full package (Freeman and Rogers 1999; Osterman
2000). Further, many companies continued to practice HRM in a fairly traditional
manner not much distinguishable from PM and IR. Indeed, while some companies
were moving toward the human capital/mutual-gains HRM model, many others
moved in the opposite direction. For them, ‘high performance’ was gained by
repeated downsizings, re-engineering programs, and corporate restructurings,
accompanied by large lay-offs, the end of employment security, the dismantling
of ILMs, the externalization of employment to temporary workers and contracted
employees, and the roll-back or elimination of many benefit programs (Cappelli
1999; Purcell and Purcell 1999). Accompanying this movement were, in many cases,
major reductions in the size and influence of corporate HRM departments and the
externalization of HRM services to call centers, temp firms, consultants, and
independent contractors (Jacoby 2003).

This scenario of events led to a degree of intellectual schizophrenia in HRM. For
example, if HRM is built on the idea that employees are assets then what type of
labor management system is being used at all the companies practicing down-
sizings and lay-offs? PM? IR? Likewise, if HRM is synonymous with a HPWS
employment model, then are companies such Wal-Mart and McDonald’s using
non-HRM? Most writers sidestepped these thorny conceptual issues, or focused
only on paradigmatic ‘best practice’ cases.

Also evident in the 1990s was a certain sense of desperation and prescriptive
boosterism in academic and practitioner writings on HRM. Part of the outpouring
of research on SHRM was a thinly veiled attempt to defend and enhance the
organizational survival of HRM in universities and companies (Kaufman 2004b).
Prescription also became wrapped up with a somewhat apocalyptic vision that



THE DEVELOPMENT OF HRM 39

HRM faced a stark choice of ‘transform or die. A number of articles, for example,
appeared with titles such as ‘Repositioning the Human Resource Management
Function: Transformation or Demise?’ (Schuler 1990). Also illustrative is the article
by David Ulrich in the Harvard Business Review (1998). He states (1998: 124),
‘Should we do away with HR? ... there is good reason for HR’s beleaguered
reputation. It is often ineffective, incompetent, and costly; in a phrase, it is value
sapping. Indeed if HR were to remain configured as it is today in many companies,
I would have to answer the question above with a resounding “yes—abolish the
thing!”” Ulrich’s statement suggests that despite all the much ballyhooed emphasis
on HRM as a strategic business partner, in many companies the function (appar-
ently) remains not much different from the low-level, administrative version so
often criticized in the past. One could also easily read this statement and reach the
mistaken conclusion that the function/practice of HRM is equivalent to the staff
and activities of the HRM department. The two, however, are quite distinct (if
overlapping), as recognized by writers from the earliest days of the field.

Before ending I want to briefly discuss the movement of modern HRM outside
North America. To give this topic the coverage it deserves, however, would require
another chapter.

Through the 1960s and 1970s the subject and practice of personnel management
had a secure if small and relatively low-status position in business firms and
universities outside of North America. In Britain and Australia, for example,
personnel courses were offered in universities as part of a commerce program
and a small number of personnel texts were available. The subject, however,
suffered from both an overall neglect of management as an academic discipline
and the dominant position of industrial relations and collective bargaining (Wood
1983; Bacon 2003; Kelly 2003). But the situation markedly changed in the 1980s and
early 1990s, not only in these countries but many others, and opened the door for
contemporary HRM to enter. Relevant factors include: growing national interest in
new management methods to stimulate productivity, industrial performance, and
competitive advantage in the world economy; the swing in public opinion and
national economic policy—epitomized by the coming to power of the Thatcher
government in the UK—away from labor collectivism and toward a neo-liberal
policy of open markets and individualized employment relations; the widespread
perception that American management methods were ‘best practice’ and thus to be
imported and emulated; the beginning of American-style professional business
schools; and a new research program on management by a small set of industrial
relations scholars. At this time the Japanese were also opening up new plants in
Britain and elsewhere with their own version of HRM and this further heightened
interest in the subject.

Although personnel slowly gave way to HRM in America over a twenty-year
period beginning in the mid-1960s, the switch-over was more sudden and contro-
versial in a number of other countries. I focus on Britain and Australia. In Britain
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the term ‘HRM’ started to appear in the mid-1980s (e.g. Hendry and Pettigrew
1986; Guest 1987) in journal articles. A particularly influential early book was John
Storey’s edited volume New Perspectives on Human Resource Management (1989).
As recounted by Kelly (2003), the topic of HRM entered academic discourse in
Australia in a significant way only in the late 1980s. She cites several influential
papers, such as Boxall and Dowling (1990). Common to both countries was an
initial period of hot debate and deep skepticism about this new import from
America. Kelly states, for example, that the response of many Australian academics
was (p. 152) ‘dismay, doubt, and deep concern. Scholars rejected the foundations
of HRM, the suggestions to integrate their field with HRM, and even notions that
the emergent field of study should be taken seriously. Debate followed debate’
A number of British authors wrote highly critical assessments of HRM, suggesting
it was little more than ‘rhetoric, ‘ritualism, and ‘religious fervor’ (Strauss 2001).

Why did HRM engender such a sharp and divided reaction? In part it was
because HRM threatened the well-established industrial relations group and in
part because HRM was seen as a stalking horse for union avoidance and Thatch-
erist neo-liberalism (Guest 1987; Purcell 1995). But also crucial to the debate was the
ambiguous and to some degree contradictory definition and model of HRM that
had come over from America. Was HRM a generic concept covering all forms of
labor management, another name for personnel management, or a new ‘human
asset’ model of labor management? The Americans tended to say, either pragmat-
ically or uncritically depending on one’s viewpoint, that HRM was all three and
‘let’s get on with it” Nor were American HRM scholars interested in a deeper probe
of the new paradigm’s underlying normative and ideological principles. What went
largely unquestioned in America, however, did not go unquestioned by scholars
in Britain and elsewhere. A minority view was that HRM was largely a repackaged
version of PM and thus not anything to get excited about. But many British and
Australian writers opted for the view that HRM was indeed a substantively different
model built on unitarism, individualism, high commitment, and strategic
alignment (e.g. Guest 1987; Storey 1995). Given this, several strands of critical
commentary and outright rejection emerged. One criticism, for example, was
that HRM is inherently flawed because it mixes positive/descriptive with
normative/prescriptive (Legge 1989); a second was that HRM is practiced in only
a distinct minority of workplaces and may thus be of small practical significance
outside the USA (Sisson 1993); a third was that HRM focuses only on corporate goals
and ignores employees’ interests (Mabey et al. 1998); and a fourth was that HRM
did not seem to deliver the advertised positive performance effects (Hope-Hailey
et. al. 1997).

From the early 1990s onward, the dust started to settle and HRM became more
firmly established and less controversial in Britain and Australia. The boundaries
and content of HRM remain unsettled to the present time, but a growing body of
thought holds that for HRM to be a useful intellectual construct across counties
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it must be defined in a broad, generic, and value-free way. Representative is the
statement by Boxall and Purcell (2003: 1) that HRM represents ‘all those activities
associated with the management of the employment relationship.” Illustrative of
HRM’s rising fortunes, Britain is home to two well-recognized scholarly journals,
Human Resource Management Journal and International Journal of Human Resource
Management, a number of British universities have established departments and
chairs of HRM, numerous HRM textbooks are available, and most universities
offer HRM courses.

In the 1990s HRM also spread rapidly to continental Europe, Asia, Latin America,
and Africa. As was true in the British case, in each of these regions the concept of
HRM and the mode of teaching and research reflects differences in university
systems and economic and political environments (Lawrence 1992). Also arising
out of the globalization of HRM is a new subfield of research on international and
comparative HRM. Numerous articles and books have appeared in recent years, for
example, on the practice and structure of HRM in Europe (e.g. Brewster 1995),
comparative differences in the HRM systems and practices in American, British,
German, and Japanese companies (e.g. French 1995), and strategic HRM from an
international perspective (e.g. Schuler et al. 2002).

2.5 CONCLUSION

The practice and academic study of HRM has made huge progress over the last
century. At the turn of the twentieth century the concept of human resource
management had not yet been invented, its practice in industry was highly infor-
mal and often grossly inefficient and inequitable, and no organized research or
teaching on HRM existed. At the beginning of the twenty-first century, the
situation is transformed. Not only has the idea of HRM spread across the world,
it is now recognized and practiced as a fundamental part of business, is the subject
of a voluminous academic and practitioner research literature, and has greatly
promoted efficient enterprise and more equitable and harmonious employee
relations. This is surely quite a positive record.

But the evolution of HRM is not without problem areas and shortcomings.
Some of these remain today. Compared to some other areas of business manage-
ment, such as finance, marketing, and accounting, HRM has often ranked lower in
strategic importance, corporate investment, and professional status. Likewise,
while some companies ‘walk the talk, view employees as organizational assets,
and make HRM a strategic driver of competitive advantage, many others
have either significantly scaled back their investment in employees and HRM or
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continue to practice people management in a largely tactical, administrative, and
cost-focused manner. With regard to academic research, this last issue highlights
the fact that at any point in time a wide frequency distribution of firms exists
ranked by their breadth and depth of HRM practices. This frequency distribution
also varies in systematic ways among countries, depending on their respective
histories, business institutions, legal environments, and cultures. A considerable
portion of recent academic research on HRM has been focused on the top tier of
companies in a small number of countries, leading to an unbalanced and overly
ethnocentric and normative (prescriptive) account. But the evidence provided in
this review also suggests that the progress of research in these areas is surely in the
right direction.
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CHAPTER 3

THE GOALS
OF HRM

PETER BOXALL

3.1 INTRODUCTION

HumaN resource management covers a vast array of activities and shows a huge
range of variations across occupations, organizational levels, business units, firms,
industries, and societies. This confusing detail and profound diversity naturally
begs a fundamental question: what are employers seeking through engaging in
HRM and how do their goals for HRM relate to their broader business goals? The
question that drives this chapter is not about the reasons for individual HR policies
and practices, important though they may be, but about the underpinning object-
ives of employers. In terms of the ‘level of analysis” involved, the focus is on goals
that characterize whole employing units: that is, firms or, where these are diver-
sified and devolved in labor management, business units, or establishments within
them. This unit of analysis should not, however, be seen as implying that firms are
somehow isolated islands. The chapter will lay emphasis on the fact that employer
goals are inevitably affected by the sectoral and societal contexts within which firms
operate.

The task is a difficult one: at this level of analysis, research shows that the goals of
HRM are often implicit (Gratton et al. 1999; Purcell and Ahlstrand 1994). Only the
largest firms tend to have formal or explicit goal statements for their overall HR
strategy. Even when they do, we need to be careful in taking them at face value. In
HRM, aspirational rhetoric may mask a more opportunistic and pragmatic reality
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(Legge 2005; Marchington and Grugulis 2000). Broad policies are always open to
the interpretations of managers, both general and specialist, and sometimes their
active subversion. Furthermore, particular patterns of HRM are laid down or
‘sedimented’ (cf. Giddens 1979) at certain critical moments in an organization’s
history (Poole 1986) and managers find themselves working within these traditions
without necessarily being able to explain how all the pieces got here. Goals may not
be seriously analyzed unless some kind of crisis emerges in the firm’s growth or
performance that forces reconsideration and restructuring (e.g. Colling 1995; Snape
et al. 1993). Our task, then, is better understood as trying to infer the general
intentions of labor management, recognizing that we are studying a complex,
collective process, built up historically in firms and inevitably subject to a degree
of interpretation, politicking, and inconsistent practice.

This chapter examines a range of frameworks, theories, and research contribu-
tions that throw some light on the goals of HRM. As a business school discipline,
much of the literature in HRM is normative, designed to support management
education and thus setting out an argument about what managers should do or,
more modestly, offering an analytical framework to assist practitioners to shape
their own policy prescriptions. Fortunately, it also contains studies that test the
predictions of theoretical models and thus provide a descriptive picture of what
employers actually do. The chapter reviews both normative and empirical contri-
butions within the HRM canon but its prime objective is to outline what we know
about the goals of HRM in practice and what needs further research.

The chapter treats HRM as a broad, generic term equivalent to ‘labor manage-
ment’ (Boxall and Purcell 2003; Gospel 1992). This definition needs to be con-
trasted with two others. First, it differs from the school of thought that sees HRM
as a high-commitment model of labor management (e.g. Guest 1987; Storey 1995),
one in which employers invest heavily in employees to secure high motivation and
low labor turnover. Such models exist but employer styles are actually much more
diverse (e.g. Katz 2005; Marchington and Parker 1990; Purcell and Ahlstrand 1994;
Rubery and Grimshaw 2003) and the goal of this chapter is to understand why.
Second, the definition used here differs from the school that sees HRM as an anti-
union employer strategy, as a form of union substitution, or as attack on the
collective institutions of industrial relations (e.g. Barbash 1987). Given the fact that
the rise of HRM has correlated with a major decline in private-sector union density
in Anglo-American countries, this reading is understandable, but it is again too
restrictive, as we shall see.

While the literature referenced in this chapter is mainly drawn from HRM, use is
also made of key sources in the industrial relations and labor economics literatures
which contain some important theory and studies on the goals of employers.
Although ideological perspectives and scholarly methods vary across these discip-
lines, one thing unites the various works cited: they share an assumption that firms
do not employ people for ‘the sheer hell of it They assume an underpinning
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rationale to employment, envisaging it as a costly and purposeful human activity,
serving some kind of desired end. Whether, of course, all parties are enamored of
the same ends is another matter.

3.2 GoaL FRAMEwWORKS IN HRM

As was widely noted in the late 1980s and early 1990s (e.g. Boxall 1992; Poole 1990),
the Harvard framework (Beer et al. 1984) provided one of the first major statements
in the HRM canon on the issue of employer goals (Fig. 3.1). In this framework,
managers in firms are encouraged to set their own priorities in HRM based on the
interplay of stakeholder interests and situational factors. HR outcomes, in turn, are
seen as having longer-term impacts on organizational effectiveness and on societal
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Fig. 3.1. The Harvard ‘map of the HRM territory’

Source: Beer et al. 1984.
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and individual well-being. As the emphasis on stakeholders and contextual factors
implies, the model was offered more as an analytical framework and teaching
device than as a theory (Beer et al. 1984: 17).

In terms of our understanding of overarching HRM goals, the most important
chapter in the Harvard text was the last one in which the authors sought to
integrate the huge range of HR choices that might be adopted by considering the
differences between ‘bureaucratic’, ‘market, and ‘clan’ models of HRM, a set of
categories that draws on the work of Ouchi (1980). The fundamental goals of HRM
are seen to differ across these styles or models. The bureaucratic model is seen as
concerned with ‘control and efficiency, using traditional authority and such staples
of personnel management as job descriptions and job evaluation to provide order
and equity (Beer et al. 1984: 179). This HRM approach is regarded as relevant to
markets with stable technology and employment levels. The market HRM
approach, on the other hand, aims to treat employees more like subcontractors,
fostering short-term exchanges and performance-related pay systems. This is seen
as relevant to fast-changing environments such as high-fashion merchandising,
advertising, and professional sports (ibid.: 180). Finally, clan HRM systems are seen
as building more diffuse kinship links, fostering shared values, teamwork, and
strong commitment in organizations seeking ‘long-term adaptability’ (ibid.: 181).
This is seen as relevant to firms pursuing quality and innovation. Combining
aspects of two or even three models is seen as useful when facing complex
environments (ibid.: 184).

While the links between HRM goals and the firm’s business strategy and
environment are only very briefly sketched in the book, the main message is that
HRM goals can, and should, vary based on contextual factors and that firms should
aim to develop a relatively consistent style. Beer et al. (1984: 178, 184) argue that
‘HRM policies need to fit with business strategy’ and with ‘situational constraints’
while also envisaging a role for management values (ibid.: 190-1). Most of this is
not well developed but the goal of fit with broader business strategy and context,
followed by internal consistency in HR choices, was argued to be the essential
purpose of HRM.

The Harvard framework was followed by a range of similar models (e.g. Baron
and Kreps 1999; Dyer and Holder 1988). In Dyer and Holder’s (1988) framework,
management’s goals in HRM are analyzed across the dimensions of contribution
(what kind of employee behaviour is expected?), composition (what headcount,
staffing ratio, and skill mix?), competence (what general level of ability is desired?),
and commitment (what level of employee attachment and identification?). Like
Beer et al. (1984), Dyer and Holder (1988: 10) advocate ‘consistency between HR
goals ... and the underlying business strategy and relevant environmental condi-
tions’ (with the latter, like the Harvard framework, including influences such as
labor law, unions, labor markets, technology, and management values). In Baron
and Kreps’s (1999) framework, managers are advised to consider the impact of ‘five
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forces’ on HR policy choices: the external environment (social, political, legal, and
economic), the workforce, the organization’s culture, its strategy, and the technol-
ogy of production and organization of work. This advice is not offered in a simple,
deterministic fashion: managers still have choices (such as where to locate plants in
manufacturing) but once some choices are made, certain environmental conse-
quences do follow (e.g. if you locate in the USA rather than Honduras, US laws,
culture, and workforce characteristics inevitably come into play). The goal of achiev-
ing internal consistency in whatever model of HRM is adopted (often called ‘internal’
or ‘horizontal’ fit) is then strongly emphasized by Baron and Kreps (1999).

In a similar fashion to Beer et al. (1984), Dyer and Holder (1988) also identify
three broad styles of labor management but go further than the Harvard authors by
providing more detail on how their three types of HR strategy—‘inducement,
‘investment, and ‘involvement’—are linked to environmental conditions. Induce-
ment, seen as having its roots in Scientific Management, aims for reliable, cost-
efficient employee behavior (ibid.: 18—24). This is deemed suitable for firms
operating in very competitive markets with simple, slowly evolving technologies.
Environmental conditions are seen as ‘largely benign, although militant unions
are not unheard of” (ibid.: 22). The investment strategy, with its roots in Welfare
Capitalism and Human Relations movements, pursues high employee competence
and commitment in a generously staffed organization. These goals stem from
paternalistic founders and are seen as consistent with a business strategy of com-
peting through differentiation rather than price in rapidly changing technological
environments (ibid.: 24—7). Unions are rare in these environments. Finally, the
involvement strategy, owing something to the Human Relations movement but also
to more contemporary emphases on participative management, aims for very high
employee commitment, competence, and creativity. Self and team management
loom large in this model. Firms pursuing involvement fall mainly into two types:
those in highly competitive markets (like inducers) and those pursuing innovation
or agility. Some firms may be pursuing the model not for any product market
reasons but as a response to ‘today’s highly educated and narcissistic labor force’
(ibid.: 28). The model is not seen as antithetical to unions but clearly requires a high
level of union—-management cooperation in a unionized environment (ibid.: 30).

Like the Harvard authors, if not more emphatically, Dyer and Holder (1988) and
Baron and Kreps (1999) argue for a contingent understanding of HR strategy or the
necessity of molding HRM goals and means to the firm’s particular context. Dyer
and Holder (1988: 31) conclude that ‘the inescapable conclusion is that what is best,
depends.” Baron and Kreps (1999: 33) assert that ‘in HRM, there is no one size that
fits every situation’ and when considering the high-commitment model of HRM
argue that it should not be adopted unless the benefits outweigh the costs (ibid.:
ch. 9). None of these frameworks is inherently anti-union or takes the view that
HRM is restricted to one style. The message in terms of the goals of HRM is one of
fit or adaptation.
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3.3 GoAaL THEORIES AND RESEARCH IN HRM

In terms of theoretical development, there are, however, problems with the broad
frameworks just described. It is hard to form testable propositions when it is
argued that HRM goals depend somehow on so many variables (Guest 1997; Purcell
1999). The objective of fitting HRM to key features of the organization’s external
and internal environment rapidly became a key theme in the HRM literature but
theoretical models of what this meant became more parsimonious.

In one of the earliest sources, Baird and Meshoulam (1988) argued that
HR activities, like structure and systems, should fit the organization’s stage of
development, implying informal, more flexible styles of HRM among start-up
firms and more formal, professionalized styles as firms become more mature.
Theoretically, however, most models of ‘best fit' in HRM did not follow Baird
and Meshoulam’s (1988) emphasis on adapting to organizational size and stage of
development but argued that the key goal was to achieve fit with the firm’s
competitive strategy. While there are other models of what is variously called
‘external” or ‘vertical’ fit in HRM, Schuler and Jackson (1987) used Porter’s typ-
ology of generic competitive strategies (cost leadership versus differentiation,
either on a broad or niche basis) to create what became the most influential
model. Their model is normative: it argues that HR practices ought to be designed
to mutually reinforce the firm’s choice of competitive strategy and, if so, business
performance will improve. If, for example, management chooses a competitive
strategy of differentiation through product innovation, this would call for high
levels of creative, risk-oriented, and cooperative behavior. On the other hand, if
management wants to pursue cost leadership, the model suggests designing jobs
which are fairly repetitive, training workers as little as is practical, cutting staff
numbers to the minimum, and rewarding high output and predictable behavior.

Although competitive posture can be complex, there are now several studies
which can be cited as offering some support for the argument that firms try to
relate a variety of HR practices to their competitive strategies (e.g. Delery and
Doty 1996; Guthrie et al. 2002; Jackson et al. 1989; Sanz-Valle et al. 1999; Youndt
et al. 1996). In a study of 200 Spanish firms, for example, Sanz-Valle et al. (1999)
find that those with an innovation or a quality strategy do indeed provide more
training and greater opportunities for employee participation than those pursu-
ing cost leadership, as Schuler and Jackson’s (1987) model predicts. They also find
that innovators pay better wages than those focusing on cost, again as the model
predicts. However, the fit between HR strategy and competitive strategy is not
overwhelming. These mixed results are typical for this kind of study. They suggest
that current competitive strategy is indeed playing some role in shaping goals
in HRM but that HRM goals are complex and various factors exert influence
over time.
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This means that single-factor explanations of HRM goals (such as, ‘employers
simply seek to manage people in a way consistent with their competitive strategy’)
are likely to be misleading. Without reverting to excessively complicated frame-
works, what other factors are needed? In manufacturing, surveys and case studies
indicate that the impact of competitive strategy on HR strategy is affected by the
dominant technology used in the sector and the firm (Boxall 1999; Purcell 1999;
Snell and Dean 1992; Youndt et al. 1996). In labor-intensive, low-technology
manufacturing, labor costs are typically in competition and firms commonly
seek to employ labor at least cost, as Schuler and Jackson (1987) predict (Table 3.1,
first row). Where these pressures are intense, firms are often observed shifting their
production facilities to low-cost countries or ‘offshoring’ workforces (Boxall and

Table 3.1 Predicting HR strategy: two different scenarios despite the same type
of competitive strategy

Firm's Nature of Worker actions and impacts of Implications for HR strategy
choice of  productive state regulation
competitive technology in
strategy the sector
Cost Low Where workforces are HR strategy is dominated by
leadership  technology, strongly unionized, this often  the need to survive in an
often highly strengthens the drive to environment where labor costs
labour- locate operations in low-wage  are in competition.
intensive countries. Among lightly Prediction: firms seek out
operations and unionized workforces, low-wage sites where output
large scale employment regulation is high and quality is
sets the lower bound of acceptable. Firms will pay
wages and conditions. the going rate in the local
labor market but avoid
paying premium conditions or
over-investing in training.
Cost High If organized into unions, HR strategy is based on
leadership  technology or  workers may extract more of a  developing and motivating
highly capital ~ wage premium but this is not ~ workers to maximize the
intensive; often likely to affect the economics  benefits of the technology
low staff of the firm unless work (which will help to achieve

numbers but  practices are inefficient the cost leadership strategy).

key specialist
skills very
important to
operations

or unduly inflexible. Requlation
by the state is not likely to have
much relevance because wages
and conditions are high in the
sector.

Prediction: high-wage,
high-skill models of labor
management are cost effective.
Investments in creating
'high-performance work
systems' are likely to be justified.

Source: Adapted from Boxall and Purcell 2003: 59.
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Purcell 2003). On the other hand, when a firm has expensive investments in
advanced technology, which requires highly skilled and careful handling, managers
are likely to adopt high-commitment HR models for core workers, even if their
competitive goal is to achieve the lowest unit costs in the industry (Godard 1991;
Steedman and Wagner 1989) (Table 3.1, second row). In effect, where there are high
‘interaction risks’ between specialized capital assets (in which the firm has major
‘sunk costs’) and the behavior of workers, managers are likely to adopt employ-
ment models that foster greater expertise and buy greater loyalty and care. As a
result, two firms which notionally have the same competitive strategy (in this case,
lowest unit costs) may move in different directions in HR strategy once the
influence of technology factors and cost dynamics in their sector is considered.
There is potential for a similar kind of interaction in services where the appro-
priate question concerns how management chooses to handle the balance between
tangibles and intangibles in the service offer (Lashley 1998; Lloyd 2005). Haynes
and Fryer (2000) illustrate this in their study of five-star hotels in Auckland. The
hotels all have excellent facilities, without which they cannot be five-star hotels, but
this neutralizes tangibles as a form of competitive advantage and makes competi-
tion through intangible elements (service quality) the main way in which managers
of the hotels can try to outperform others in their market segment. Performance is
improved through better investment in human resources: through better systems
for employee appraisal, development, and two-way communication, which improve
service quality and customer loyalty. On the other hand, it needn’t operate this way
in services. In Lloyd’s (2005) study of British fitness centers, managers in the
more highly priced fitness centers typically decided not to compete through the
quality of employee skills and, thus, the ability of their employees to advise
customers intelligently on appropriate fitness regimes. Tolerating high rates of
labor turnover, managers opted to compete through the quality of their facilities
(more luxurious and spacious premises with a greater range of fitness devices and
free grooming products) and not through people. Thus, in this case, a premium
service offer did not translate into high investment in human resources. While high
service prices are often associated with high-commitment models of HRM, as we
will note later in this chapter, managers in service firms may opt instead to compete
through the tangible elements of the service offer. As in manufacturing, then, we
must be careful with deductions directly from competitive strategy to HR strategy
or with models that suggest the former is the only key influence on the latter.
Besides the impact of technology or tangibles, reviews of ‘best fit' models in
HRM have noted how employer goals vary with the characteristics of employees
and the state of labor markets (e.g. Boxall 1992, 1996; Lees 1997). Large firms often
adopt one set of goals for managing their management cadres (particularly senior
managers) and another set for the rest of the workforce (e.g. Pinfield and
Berner 1994; Purcell 1987). In terms of managers, models of HRM typically involve
much greater investments—either in building the clanlike, long-term loyalty that
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Beer et al. (1984) describe or, alternatively, in offering their short-term, ‘market’
model with large bonuses for reaching key targets or a severance package for failing
to do so. Within large firms, there may also be major variations among non-
managerial workforce groups that reflect different union contracts, different labor
market pressures and differences in the degree to which the type of labor is critical
to production (e.g. Godard 1991; Osterman 1987). When labor markets are tight or
workers control critical know-how, managers tend to respond with more generous
employment offers and more motivating conditions.

Furthermore, as noted in Table 3.1, state regulation has an impact on the process
of adaptation to context that takes place in a firm’s HRM. Labor laws and labor
market institutions vary from country to country, as do cultural norms. There are
fundamental differences, for example, between US employment systems and those
that prevail in the ‘Rhineland countries’ of Germany, France, and the Netherlands
where ‘social partnership’ models accord a strong role to trade unions and works
councils (Paauwe and Boselie 2003; this Handbook, Ch. 9). This argument can be
linked to the observation that capital markets and the governance systems of firms
vary across ‘varieties of capitalism’ (Hall and Soskice 2001). Anglo-American stock
markets are seen as according high priority to shareholder returns and encouraging
shorter time horizons in management thinking, implying more flexible employ-
ment regimes and less investment in human resource development than is typically
found in countries like Germany and Japan with more patient capital providers
(e.g. Gospel and Pendleton 2003).

At a minimum, then, we observe employers adapting their goals to a context in
which their own competitive choices, the technologies or service tangibles they
adopt, the characteristics of their employees, the state of labor markets, and the
societal regulations and national cultures they encounter are all playing a significant,
interactive role. On top of this, the personal values, internal politics, and cognitive
limitations of management inevitably exert some influence. Adaptation to eco-
nomic realities is clearly a fundamental driver of employer behavior, but so too is
adaptation to the socio-political climate of work, both inside and outside the firm.

3.4 THE GoarLs orF HRM: A SYNTHESIS

The purpose of this section is to draw on the frameworks and research insights we
have discussed to present a synthesis of what we presently understand about the
fundamental goals of employers. As suggested immediately above, it helps if
we analyze the goals of HRM in terms of two broad categories: economic and
socio-political objectives.
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3.4.1 The Economic Objectives of HRM

The job for firms in what economists call the ‘short run’ is to secure their economic
viability in the industry or industries in which they have chosen to compete. In
order to support economic viability, firms are naturally concerned with labor
productivity, with the problem of how to establish a cost-effective system of
labor management (Boxall and Purcell 2003; Geare 1977; Godard 2001; Osterman
1987). Cost effectiveness can be understood as the need for every firm to stabilize a
production system that enables it to compete in its chosen market (Rubery 1994;
Rubery and Grimshaw 2003). The economics of production systems, involving
what is possible with certain types of technology and work organization, varies very
significantly across industries (Batt and Doellgast 2005). In other words, there are a
limited number of viable ways of producing products or services (sometimes called
‘dominant designs’) in each industry segment and the firm’s HR strategy needs to
support them or the firm will fail. The process of forming a pattern of HRM that
will underpin business viability takes place at founding and during the early growth
of successful firms (Boxall and Purcell 2003). Founding leaders play a key role in
this process: they either establish the basic HR strategy needed for viability or the
firm fails. This allows for their personal values and philosophies to have an impact
(as, for example, in firms such as the John Lewis Partnership in the UK and Hewlett
Packard in the USA) but only in a way that supports the need to be economically
viable or does not undermine it.

The fundamental need to adapt HR strategy to the economics of production
introduces major variation into HRM. Very expensive, high-skill models of labor
management, incorporating rigorous selection, high pay, and extensive internal
development, are unusual among firms in those services, such as fast food, gas
stations, and supermarkets, which are characterized by intense, margin-based
competition (Boxall 2003). In such circumstances, firms typically adopt a low-
commitment model of labor management, offering adequate rather than excellent
service standards because customers are more price than quality sensitive. On the
other hand, as Godard and Delaney (2000) argue, costly, high-commitment HR
practices are more often found where the production system is capital intensive or
where high technology is involved. In these conditions, the absolute level of labor
cost may be quite low but workers have a major effect on how well the technology is
utilized. It is thus economically ‘efficient’ to remunerate and train them very well,
making better use of their skills, and ensuring their motivation is kept high. In fact,
high-commitment models of HRM of this kind are now frequently a ‘table stake’
in certain types of advanced manufacturing and in many knowledge-intensive
professional service industries in the high-wage countries (Boxall and Purcell
2003). Firms either adopt these systems or they won’t survive in the business.

Identifying cost effectiveness as the most basic economic driver in HRM helps to
explain why employers do not, however, adopt high-commitment models of HRM
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across the board. To do so would ignore the impact of industry differences in
productive technologies and customer attitudes on which models of HRM are
economically sustainable. The emphasis on cost within cost effectiveness also helps
to indicate that ‘strategic tensions’ between employer and employee are inevitable in
any model of HRM, no matter how superficially appealing it is (Evans 1986; Boxall
1999; Evans and Genadry 1999). Boxall and Purcell (2003) argue that coping with the
twin tensions of labor scarcity and labor motivation within the economic resources
of the firm poses serious dilemmas for most, if not all, firms. Many small firms fail
because they cannot afford the labor they need or they survive but remain fragile,
tenuous organizations with high labor turnover and ongoing recruitment problems
(Hendry et al. 1995; Hornsby and Kuratko 2003; Marchington et al. 2003; Rubery
1994; Storey 1985). Furthermore, assuming an adequate labor supply, questions of
employee motivation, once workers are hired, are so central to the problem of cost
effectiveness that they have often been argued to be the primary problem itself.
Research in industrial relations, including the labor process literature (this Hand-
book, Ch. 8), typically grounds its understanding of management’s goals in an
analysis of the employment relationship as an open-ended, indeterminate contract.
In this view, the winning of workforce cooperation is seen as an ‘inherently fragile’
process and ‘continuing preoccupation’ for management (Keenoy 1992: 93). Another
way of saying this is that management is concerned with a critical, ongoing problem
of employee motivation because the impact of HRM is inevitably mediated through
line-manager and employee responses and interactions (e.g. Bartel 2004; Coyle-
Shapiro and Kessler 2000; Guest and Peccei 2001; Purcell et al. 2003).

The picture is further complicated by the reality of change in the environments
of firms. Labor productivity or cost effectiveness is aimed for in a given context. In
other words, given a particular market and a certain type of technology (among
other things), it is about making the firm’s labor resources productive at competi-
tive cost. The thrust is naturally towards stabilizing production regimes and the
work and employment systems that are central to them, enhancing predictability
and certainty in the management process (Osterman 1987; Rubery 1994). However,
some element of flexibility must be embedded in the firm’s approach to HRM if it is
to survive given the fact that industries, including their viable production systems
and costs structures, evolve. Theoretical reviews in labor economics and industrial
relations in the 1980s (Osterman 1987; Streeck 1987) underlined the need to bring
capacity to change or ‘organizational flexibility’ more firmly into our understand-
ing of employer goals and the same kind of concern has permeated the HRM
literature (e.g. Evans 1986; Wright and Snell 1998).

As with cost effectiveness, the flexibility dimension inevitably implies the need to
manage strategic tensions, including trade-offs with the interests of workers. Even
high-commitment firms will periodically need lay-offs: employer commitment to
employees is always conditional (Hyman 1987). Boxall and Purcell (2003) distin-
guish between ‘short-run responsiveness’—in which firms build a capacity to make
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marginal adjustments to staffing levels or labor costs when conditions change—
and ‘long-run agility’ (Dyer and Shafer 1999), a much more powerful ability to
learn in an environment that can change radically. At a minimum, organizations
need some degree of short-run responsiveness and this form of flexibility must now
be considered an employer goal alongside cost effectiveness. While some firms
aspire to long-run agility, organizational ecologists such as Carroll and Hannan
(1995), who study patterns of firm birth, growth, and decline in industries, observe
that this is very hard to achieve because core features of organizations are hard to
change once laid down in the early stages of establishment and growth. In other
words, there is a strategic tension between stabilizing a cost-effective work and
employment system and creating the capacity for radical change.

This discussion has outlined employer goals in relation to the viability problem
of the firm. A key question in the literature concerns the conditions under which
firms can, and do, pursue ‘sustained competitive advantage’ through HRM
(e.g. Boxall and Steeneveld 1999; Mueller 1996; Wright et al. 1994; this Handbook,
Chapter 5). In thinking about this question, it is helpful to distinguish between
labor cost advantages and labor differentiation advantages and to consider the
extent to which either form of advantage can be sustained. There is abundant
evidence that firms engaged in basic manufacturing industries such as clothing and
footwear have relocated plants to low-wage countries to take advantage of lower
labor costs (Boxall and Purcell 2003: 100—2). This, however, might simply be a
viability strategy, not one that brings sustained advantage: the firms that do it first
enjoy some temporary advantages but then these are competed away as others
follow suit. Differentiation in labor quality, through better-quality human capital
and smarter organizational processes (Boxall 1996), is much more what people
have in mind when they think of sustained human resource advantage. When do
firms embrace this goal? Boxall (2003) reviews existing studies on service sector HR
strategy, including Batt’s (2000) study of call centers and Hunter’s (2000) study of
rest homes, and develops a framework and set of propositions which argues that
firms rarely adopt this goal when they are locked into the cost-based competition
that occurs in mass services (Table 3.2). In mass services, customers are price
sensitive and will typically take part in self-service if the price is right. However,
the goal of HR advantage is envisaged as a possibility in more differentiated service
markets (‘Type 2’ and “Type 3°) where a group of more affluent customers will pay a
premium for better service. In these conditions, firms may pursue a goal of
sustained HR advantage through differentiating the quality of what people do.
This does not necessarily mean that they will do so: management may not see the
value or may choose to compete in other ways (Boxall 2003: 16-17). As noted above,
Lloyd’s (2005) study of UK fitness centers demonstrates that firms at the high end
of the market may simply seek to compete through better-quality facilities and not
employee skills (the tangibles rather than the intangibles). On the other hand, a
study by Skaggs and Youndt (2004) on a sample of 234 US service firms provides
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Table 3.2 Market characteristics, competitive dynamics, and HR strategy in

services
Service Knowledge Typical Competitive dynamics Predictions for HR
market type  content of work design in the sector strategy in firms
service
Type One: Mass Low: key Low discretion; Cost-based competition Firms typically fit
service markets managers or  may be highly  except to the extent HR strategy to
(e.g. gas franchisees ‘Taylorized' in limited by unions and  their cost-driven
stations, have critical  international state regulation; competitive
fast food, knowledge but franchises or substitution of labor strategies through
supermarkets) general labor  major chains; for technology and paying only the
uses limited,  otherwise self-service; some market-clearing
mostly generic unrationalized,  branding strategies wage and complying
know-how low-skill work  possible minimally with labor
laws; very limited
prospects for ‘HR
advantage' except
where premium
brands can be
created and
sustained
Type Two: A Low to Traditionally low A mix of cost and In mass markets, HR
mix of mass  moderate to moderate quality-based strategies are
markets and  knowledge discretion competition; greater Type One but
higher levels; mix of but potential profit opportunities for possibilities exist for
value-added  skill levels for job firms that identify ‘HR advantage' in
segments needed in the enrichment and higher value-added higher value-added
(e.g. elder care, workforce HPWSs segments segments; potential
hotels, call problems with
centers) imitability and
appropriability
Type Three: High High discretion; Expertise and Extensive
Very knowledge the natural home quality-based opportunities for
significantly, intensity of HPWSs competition but ‘HR advantage’ in
if not totally, with some anchors on  expertise-driven
differentiated relative pricing; some  niches; potential
markets (e.g. services may be problems with
high-level routinized and imitability and
professional migrate back to appropriability; use
services) Type Two competition  of lower-cost HR
strategies where
expertise is
routinized

Source: Boxall 2003.
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some of the best evidence available at this point. It shows that firms that match
high-quality human capital to a strategy of high-service customization outperform
those that do not. This implies that for the time being, at least, these firms are
enjoying competitive advantage through HRM.

3.4.2 The Socio-Political Objectives of HRM

As intimated earlier in the discussion of the process of adaptation in HRM, the
goals of HRM are best understood as plural (Evans 1986). There is no such thing as
a single ‘bottom line’ in HRM: viability has more than an economic meaning.
Employers are concerned with some degree of social legitimacy while simultan-
eously pursuing labor productivity (Boxall and Purcell 2003). If firms want to be
seen as legitimate and have ready access to society’s resources, then their employ-
ment practices must be seen to comply with labor laws and strongly held social
norms (Lees 1997). The need for social legitimacy means that variation in HRM
based on responses to different national institutional environments is strong
(Gooderham et al. 1999). This is emphasized in all the broad analytical frameworks
in HRM. Without denying that some multinationals wield considerable power
(Rubery and Grimshaw 2003), individual firms rarely have opportunities to influ-
ence social standards and generally take the established ethical framework in
relation to labor management as a given. Doing so helps to secure good order
within the workplace and institutional support outside it.

In this connection, it is useful to make a comment about the oft-advocated
objective of ‘internal fit. Because social legitimacy is a necessary goal (for all firms
that wish to avoid social sanctions, legal, moral, and economic), the notion of
‘internal fit’ must be treated with some caution (Boxall and Purcell 2003: 56-8,
243-5). It is clearly impossible to make all HR policies reflective of a chosen com-
petitive or economic mission. Some of a firm’s employment policies are there simply
to ensure compliance with labor laws and social conventions and have no necessary
connection to its competitive strategies. Here, then, is another strategic tension
associated with the goals of HRM.: if firms cannot afford to meet baseline regulatory
requirements in a particular country, they cannot do legitimate business there.

As with economic motives, it is useful to subject socio-political motives to
dynamic analysis. This suggests a fourth fundamental motive concerned with
enhancing, if not maximizing, managerial autonomy. In a classic study of man-
agement ideology, Reinhard Bendix (1956: p. xxiii) argued that ‘ideologies of
management are attempts by leaders of enterprises to justify the privilege of
voluntary action and association for themselves, while imposing upon all subor-
dinates the duty of obedience and of service to the best of their ability. Gospel
(1973) refers to management as having a less openly acknowledged ‘security
objective’ alongside its profit (cost effectiveness) motive, a goal to maximize its
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control over an uncertain environment including threats to its power from work
groups and trade unions. In situations where the problem of employee motivation
escalates to levels where employment relations become unstable and managerial
authority is threatened, securing the power to govern becomes the pressing man-
agement objective. Even where such dramatic threats are rare, the natural tendency
of management is to act, over time, to enhance its room to manoeuver. We see this
in the way multinational firms tend to favor investment in countries with less
demanding labor market regulations (e.g. Cooke 2001; this Handbook, Ch. 24).
We also see it at industry and societal levels, in the tendency of employer feder-
ations to lobby, over time, for greater freedom to manage and to resist new
employment regulations seen to be diminishing management prerogative.

As with the tension between short-run productivity and long-run flexibility,
there is a tension between the need to secure social legitimacy and the desire to
enhance managerial autonomy. Sufficient levels of managerial autonomy are needed
if management is going to tackle the problems of building productive and flexible
enterprises in sensible ways that win support from investors and the community at
large. Rational management needs space for action. However, excessive degrees of
management autonomy come at the expense of worker rights and can escalate
income dispersion, making society more fragile and less cohesive. Similarly, as is
widely noted, management control of key information can be used to enhance
management rewards to the detriment of both shareholders and workers.

By way of summary, Fig. 3.2 depicts the major motives that this chapter argues
underpin management’s HR activities. The arrows indicate the presence of strategic
tensions: there are tensions between economic and socio-political objectives as well as
within each of these goal domains. Space constraints limit any discussion of patterns
that arise across these four motives but the framework opens up important lines of
analysis. For example, one can readily identify firms in which management is seeking
to maximize autonomy and productivity (for example, through locating all produc-
tion in low-cost and loosely regulated countries). This is likely, however, to come at the
cost of some forms of agility and is likely, in time, to be met with legitimacy challenges.

The goals of HRM

Economic Socio-political
) Cost
Static effectiveness Legitimacy
I I
Dynamic Flexibility Autonomy

Fig. 3.2. The goals of HRM: a synthesis
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3.5 CONCLUSIONS

Management’s motives in HRM are both economic and social-political. Issues of
cost effectiveness, organizational flexibility, social legitimacy, and managerial
autonomy are all involved. At the most basic level, the mission of HRM is to
support the viability of the firm through stabilizing a cost-effective and socially
legitimate system of labor management. This is a critical task in the founding and
early growth stages of firms, just like the need to establish satisfactory marketing
and financial systems. If management cannot achieve this balance, the firm will fail
because an adequate set of human resources—a capable group of people with
sufficient motivation to work together productively and economically—is a neces-
sary condition of business survival. And if an element of flexibility is not built
into its HRM regime, the firm will fail at some subsequent point even if its initial
model of HRM is cost effective and legitimate.

As this makes clear, any serious analysis of the goals of HRM throws the spotlight
on the management of ‘strategic tensions.” Among the most important of these are
the tensions between employer control and employee motivation, between short-
run productivity and long-run adaptability, between corporate survival and
employee security, and between managerial autonomy and social legitimacy. The
management of these dilemmas is so important that it is useful to understand the
goals of HRM as fundamentally about the management of strategic tensions.

We need to advance our understanding of the goals of HRM in respect of both
viability and sustained advantage. Progress has been made in a variety of ways,
including multivariate analysis of survey data to identify key associations and
effects, and in-depth case studies. Both approaches should be encouraged but, in
the study of HRM goals, it is clear that we need greater methodological emphasis
on dynamics, as has long been advocated (e.g. Dyer 1984). In other words, we need
to study goals at major transition or crisis points such as founding, growth spurts,
and restructuring (Purcell 1999) when we have a chance to uncover how particular
models of HRM get there and how they link to broader economic and socio-
political considerations. Longitudinal studies of ‘strategic groups’ of firms, com-
peting in the same market segment, looking at what makes them similar and what
differentiates them in HRM, would be especially helpful.
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CHAPTER 4

ECONOMICS
AND HRM

DAMIAN GRIMSHAW
JILL RUBERY

4.1 INTRODUCTION

THERE is another class of questions which have been brought to the
forefront by recent theoretical work. One of these concerns the objectives
of firms, the reasons for their existence and the manner of their decision
taking. Each of these questions will require modes of analysis quite
different from those which have dominated this century ... When we
ask why firms exist we think of transaction costs and of increasing returns.
Neither is well understood and both, except for trivial cases, resist incorp
oration in traditional modes of analysis ... Asto a firm’s organisation, we
know that ‘the entrepreneur’ will not do and the understanding will
require not only organisation, information and team theory but almost
surely social psychology and an account of historical development.

(Hahn 1991: 49 50)

One of the leading protagonists of neoclassical economic theory, Frank Hahn, in
setting out his stall as to where economic theory and economics theorizing needs to
develop over the next century, prioritizes the theory of the firm as the subject matter
and the development of interdisciplinary and historical perspectives as the
methodological challenge. Human resource management (HRM) is a core part of
the theory of the firm; it is concerned primarily with how organizations manage the
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workforce, once decisions relating to the existence of the firm and the boundaries of
the firm have effectively been taken. Traditionally, economics has had little to say
about the management of organizations. The association of economics with an
individualized methodology and with the operation of the market, without due
attention to the institutions that structure and shape the market, make it a discip-
line peculiarly unsuited to the study of organizations and their workforces. As
Herbert Simon (1979) remarked, the key characteristic of the modern economy is
the amount of coordination, activity, and transactions taking place within organ-
izations; even in deregulated societies, there is still a tendency to form long-term
employment relationships, with most job changes occurring early on in careers.
Moreover, although a decision to ‘buy’—that is to outsource—is treated as a market
transaction, in most cases the result is a contract between organizations and not
with individual self-employed sole traders. These subcontract organizations still
have to ‘manage’ their own workforces, so that the internal organization of labor is
much more dominant than the market versus hierarchy analysis implies."

In order for economics to have much to say about HRM it is essential, as Hahn
implies, to identify a role for organizations and indeed for actors within organiza-
tions. Most of the theoretical work on the importance of firm strategy is found
outside the core mainstream, associated more with heterodox economists research-
ing innovation and varieties of capitalism. It is here that one finds various models
or approaches to economics that have resonances with the HRM literature; in
particular the work of Penrose (1995) on the growth of the firm and March and
Simon (1958) in developing notions of bounded rationality and the internal
management of labor.” The resource-based view of the firm that underpins much
of HRM is based on a methodology that is quite distinct from mainstream
economics. The focus is on the internal development of the organization—on its
path dependency that determines its access to unique resources—rather than on
the organization’s predictable and rational responses to external market forces. For
Penrose, ‘It is the heterogeneity, and not the homogeneity, of the productive
services available or potentially available from its resources that gives each firm
its unique character. Not only can the personnel of a firm render a heterogeneous
variety of unique services, but also the material resources of the firm can be used in
different ways’ (1995: 75).

' At a macro level, the market versus hierarchy analysis is used to explain the existence of firms but
at an organization level, decisions to source products or processes from the market are treated as if
they were simple market contracts with sole traders, unless the notion of hybrid forms or relational
contracting is introduced.

* There are also important antecedents of the study of HRM in the institutionalist economics
traditions associated with Commons and others, as reviewed by Kaufman (2004: 335 6). However,
this more open approach to economic analysis gave way to the hegemonic neoclassical theory of the
firm.
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The economics profession’s preference for methodological individualism®
inhibits its contribution to the understanding of collective actions within institu-
tional or organizational structures. Problems such as principal-agent differences,
application of game theory, and modelling decision-making in households may
have been the stuff of recent economic debate and advances, but for those working
within other disciplines that explicitly focus on group dynamics, internal politics
and power relations, and complex motivation theory (rather than simple profit or
utility maximization models), such developments may appear at best to be well
overdue and at worst to be trivial and partial. Furthermore, the dominant focus of
mainstream economics is on issues of static allocation of resources. As Hahn (1991)
further points out, economic theory has not been able effectively to incorporate
‘learning’—Ilet alone innovation—into its theoretical frameworks. There is a need
to return to more evolutionary approaches to the theory of the firm where
differences in the management and development of resources, including human
resources, may impact upon the likelihood of being and remaining among the
survivors.

A methodological difference between HRM and economics is the use of norma-
tive language, the focus on what should be rather than simply on what is happening
(Kaufman 2004). This can be partly explained by the greater interest in the
management literature in how organizations not only become but also remain
competitive. The embedding of knowledge and capacities for innovation in the
workforce provides scope for arguing that HRM policies should be designed not
just to meet current needs but also to ensure future competitive success
(Wright and Snell 1998). Purcell argues for the development of a strategic approach
where the overriding motivation in shaping HRM policies is to ensure the
achievement of ‘organisational flexibility and longevity’ (Purcell 1999: 8). This
requires not only adaptation to, but also management of, the external environment
of the firm. Mainstream economics is peculiarly unsuited to the development of
what Purcell terms ‘transition management. Managers need to do more than
respond to current or predicted price incentives: creating a high-performing
environment, characterized by the capacity to incorporate new knowledge, may
be a means of anticipating obsolescence rather then waiting until the market
provides appropriate signals.

These differences in HRM methodology allow new questions to be asked outside
of the core of economic analysis. However, the analytical separation from economics
also results in much of the specialist HR literature failing seriously to address issues
of markets and costs (exceptions include Boxall and Purcell 2003; Baron and Kreps
1999). The strategic HR literature’s focus on labour as an asset obscures its continu-
ing role as a cost. While the rhetoric succeeds in highlighting the positive and

3 Methodological individualism was first articulated by Hobbes and asserts that explanations for
social phenomena must be presented wholly in terms of facts about individuals.
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productive elements of the employment relationship, it deflects attention from the
most interesting aspect of employment—that employers want labor to be ‘both
dependable and disposable’ (Hyman 1987: 43). As a consequence, even the secure and
protected employment for the core labor force is not guaranteed, but is contingent,
inter alia, upon markets and cost conditions inside and outside the organization.

An analogous problem is found in the resource-based theory of the firm where
the value of the firm’s resources is treated as independent of the structuring of the
external market, a position challenged by Priem and Butler (2001), Porter (1990),
and others on the grounds that changes in markets can both undermine and even
create the value. Barney (1991) acknowledges the potential for ‘creative destruction’
of value through Schumpeterian-type changes to competitive conditions, but
Boxall and Purcell (2003) also advise against taking too literally the notion that
the resources which provide the sustained competitive advantage of the firm must
be inimitable and non-substitutable. Distinctive characteristics may grant an
organization competitive advantage for a while but eventually other organizations
will imitate and catch up, such that the distinctive characteristic becomes an
industry standard—or an enabling rather than a distinctive capability (ibid.: 82).
In the next stage, new distinctive characteristics will be developed, endowing either
the same organization or new organizations with competitive advantage. In short,
the focus in HRM on the organization as the unit of analysis is both a strength and
a weakness: it reveals the important issue of path dependency but a more fully
integrated analysis of the interplay between the internal environment and resources
and the external environment in which the organisation operates is still lacking.

The embedding of HRM in the market, political, institutional, and social
environment should provide insights into why HR strategies vary in form and
outcome over time and space. At a minimum, the degree of tightness in the labor
market could shed light on variations in retention and recruitment strategies and
outcomes. But, as Kaufman (2004) points out, such external ‘economic’ condi-
tions tend to be ignored in the HRM literature. Even less attention is paid to the
institutional environment within which the organization is functioning. The
outcome is a neglect not only of the changing dynamics of the market environ-
ment, but also of the more deeply rooted institutional structures associated with
the varieties of capitalism literature. Theories of best practice management of
work may make little sense if there are systematic variations both in governance
and in the operation of markets to which these practices should and indeed do
adjust.

The chapter is organized in three parts. In the first, we consider the development
of personnel economics and argue that there are shortcomings that reflect the one-
sided integration of economics into HRM. The second considers a selection of
studies that provide a more integrated attempt to span the economics and HRM
boundaries. In the third, we turn to the neglect of variations in national institu-
tions and business systems in the analyses of HRM policies within organizations.
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4.2 ONE-SIDED INTEGRATION: THE CASE
OF PERSONNEL EcoNOMICS

For the HRM scholar, economics provides several potentially interesting points of
departure. It has a long-standing theory of how markets allocate labor between
firms and how wage levels derive from prices set through product market compe-
tition, on the one hand, and the price at which workers are willing to sell their
labor, given the opportunity cost of working, on the other. It has a theory for how
risk aversion and incentives shape investment in human capital; a theory of the
firm, which purports to define the conditions under which allocation of labor by
command is more efficient than its allocation through market exchange; and a
theory of international trade, from which can be derived explanations of the
international division oflabor. And it has a tradition of theorizing growth, beginning
with Adam Smith, which has sought to understand how factor inputs (land, labor,
and capital) contribute to a country’s economic growth and productivity.

Compared to the disciplinary weight of economics, with its roots in classical
political economy of the eighteenth and nineteenth centuries, HRM falls into the
category of small fry. It was established in the USA as an academic discipline during
the early 1980s (see this Handbook, Chapter 2) and is still searching for a theoretical
framework (single or multiple) to lend rigor to a fast-growing body of empirical
research. However, while HRM scholars have largely developed their approach
separate to the discipline of economics, since the early 1980s economists have
turned their eyes to problems addressed within HRM. Our argument here is that
this largely one-sided integration has not been fruitful since (a) many of the
analytical tools from the economists’ bag of tricks are inappropriate for under-
standing the management of labor and (b) with some notable exceptions, the effort
has been led by mainstream economists, rather than heterodox economists, thus
establishing a too narrow view of how economics might be applied to HRM.

The one-sided integration has been inspired by a perceived need to toughen up
the analytical approach to HRM. The new field of ‘personnel economics’ purports
to remove the ‘fuzziness’ from HRM discussions, as one of its founders, Edward
Lazear, claims:

Until recently, there has been no systematic discipline on which to base human resources
decisions. Personnel matters were always regarded as too soft and too human to be dealt
with rigorously. ... There is nothing more frustrating to a professional, or a student for that
matter, then hearing a question answered, ‘it all depends, or, ‘one cannot generalise about
emotions. If one cannot generalise or provide answers that can be proven right or wrong,
then the field is vacuous and, unsurprisingly, of little value to practitioners. Fortunately,
things have changed during the past two decades. Personnel is now a science that provides
detailed unambiguous answers to the issues that trouble managers today. (Lazear 1998: 1)
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The approach applies notions from economics, such as incentives, opportunity
costs, and diminishing returns, to HRM issues such as recruitment and selection,
payment systems, training, lay-offs, job ladders, teamworking, and outsourcing.
Diffusion of new ideas about agency and contracts among economists were
perhaps a catalyst for the founding of this new field (Lazear 2000). As the above
quote suggests, the claims are ambitious and include providing answers to ques-
tions such as, ‘when is it optimal to lay off workers?, ‘what ratio of benefits to
wages maximizes the interests of both workers and firms?, how much authority
ought a worker be given?, and ‘what monetary incentives produce high levels of
teamwork?” Also, a measure of its success is its backwards integration into conven-
tional labor economics textbooks (e.g. Bosworth et al. 1996: chs. 18—21).

The application of incentives is illustrated by the worker effort/productivity
problem. Drawing on the principal-agent paradigm, first elaborated to analyze
the incentives for managers to act in the shareholders’ interests (Jensen and
Meckling 1976), personnel economics defines the employer as the principal and
the worker as agent. The root of the problem is the conflicting, self-interested
objectives of principal and agent; the principal aims to maximize returns to labor
costs and the agent wishes to maximize utility, where wage is a good and effort a
bad. As in HRM, personnel economics recognizes that effort is rarely observable.
Conditions of uncertainty and imperfect information (modeled variously as asym-
metric information or as symmetric ignorance) make the contract incomplete,
generating risks for both parties. Incentive theory, in this context, aims to devise
contracts that maximize worker effort at the least cost to the firm. Several pre-
scriptions for HRM policy follow. For example, a firm may use expensive systems
of screening where effort is hard to determine to identify employees whose
individual output is less than their cost (if the scale of losses associated with less
productive workers warrants the practice). Or, a firm may use output-based pay,
which both induces workers who are inefficient to quit (because pay is low) and
provides direct incentives to productive workers to produce more. Another option
presented is to widen the spread of the internal wage structure, creating higher
effort levels due to the so-called tournament model, which states that the
higher the spread the more a given worker exerts effort to obtain promotion to
the higher-paid position. Finally, where effort is difficult to observe (or to define),
and screening is prohibitively costly, steep seniority wage profiles can be designed
that create higher incentives for workers not to shirk, particularly if combined with
relatively large penalties for substandard worker performance.

Certain assumptions underpin this application of incentive theory. First, the
worker and the employer are rational, self-interested, maximizing agents. Second,
equilibrium conditions prevail. And thirdly, constrained maximizing behavior by
workers and firms generates efficiency (Lazear 2000). Given these assumptions,
HRM scholars drawn from the softer social sciences may be forgiven for suspecting
economists to have a profoundly unsophisticated approach to human motivation.
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Amartya Sen, arguably the most influential current non-mainstream thinker in
economics, has attributed this to the increasing dominance of the ‘engineering’
approach in economics, namely the focus on logistic issues based on a given set of
simple human motives, and the associated decline of the ethics-related view of
social achievement (‘how should one live?’) (Sen 1988). While Smith, Mill, and
Marx embraced both ethical and engineering issues in their writings, twentieth-
century economics increasingly eschewed ethical, or normative, considerations in a
collective effort to advance a ‘positive economics. But the historical disjuncture
from moral philosophy has weakened the usefulness of economics. In particular,
the simplified assumption of self-interested maximizing behavior is problematic
(Hirschman 1970; Simon 1979). It is not clear, as Sen argues (1988: 15—22), why it is
assumed all behavior other than self-interested maximizing behaviour is irrational.

Developments in game theory offer a potentially more interesting approach but
these have not yet found their way into mainstream approaches to personnel
economics. For example, behavioral game theory assumes a ‘social utility’ func-
tion, where individuals care about what other players get as well as themselves.
Experimental tests of a range of games find evidence that players do care about the
social allocation of rewards (Camerer 1997), providing several possible linkages
with HRM issues concerning employee consultation and negotiation: players
cooperate because of expectations founded on the reciprocal nature of social
values; and players are more willing to accept unfair offers when generated by a
chance device (Blount 1995).

HRM scholars may be less inclined than mainstream economists to assume
incentives have to be devised to correct workers’ ‘natural’ impulse to shirk. This
‘neo-Hobbesian’ approach (Bowles 1985) has drawn strong criticism from organ-
izational theorists:

In the economists’ view, people are assumed to be lazy, dishonest, and at odds with the goals
of managers. Although each of these assumptions may be valid in a specific situation, or for
a particular individual (for instance, when managing economists themselves), none is likely
to be right in most settings with normal human beings. (O’Reilly and Pfeffer 2000, cited in
Lazear 2000)

The reply from economists would be that such assumptions are only applied at the
margin—that up to a certain level workers are happy to exert effort for a given
wage, but beyond this level effort becomes a bad and incentive measures are
required. Similarly, monitoring mechanisms are only needed for a specific part of
worker behavior that is at odds with management interests (Lazear 2000). How-
ever, the narrow view of human behavior, coupled with simplifying assumptions
of perfect implementation of policies, directs attention away from many of the
more interesting consequences of incentive-led HRM policies.* For example,

4 There are instances within the personnel economics approach where more of the complexity of
the world of work is acknowledged. For example, Lazear (1998) notes that output based pay shifts the
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studies of output-based pay have highlighted several problems: where performance
is difficult to specify, notions of acceptable behavior may be targeted instead;
subjectivity in the appraisal process may lead to favoritism and bias; emphasis on
easily quantifiable outputs may lead to a decline in quality; emphasis on material
incentives may conflict with other norms of job satisfaction or work ethos; and
payments may be skewed because of their link with overall firm performance
(Grimshaw 2000; Marsden and Richardson 1994; Rubery 1995). Such studies
suggest those HRM policies that do focus on problems at ‘the margin’ can do
severe damage by alienating the many workers for whom rational behavior does
not solely involve self-interested maximization.

While incentive theory is at the heart of the personnel economics approach,
other tricks from the economists’ toolbox are also routinely applied to HRM issues.
For example, the Cobb-Douglas production function (where firm output depends
on a quantifiable matrix of inputs, including capital and labor) is applied to
calculate, using information on wage rates and productivity levels, the optimum
mix of high-skill and low-skill workers such that, in equlibirium, the ratios of
respective salaries and outputs deliver the maximum output (Lazear 1998). The
modeling can be adapted for differences in work organization, including situations
where each worker’s output is independent of others, as well as situations where
there is interdependency—with the output of skilled workers shaping that of
unskilled workers, or vice versa—or where worker output is contingent upon the
level and quality of capital. One problem is the assumption that data on the output
effects of teamworking and worker—capital complementarities can be easily col-
lected. Moreover, the skill mix is taken to determine output, holding all other
factors constant. But many studies in HRM, from the Hawthorne experiments to
the recent studies of high-commitment work systems (HCWSs), indicate that
HRM policies themselves may have an impact on output (Huselid 1995; MacDulffie
1995). This is consistent with economists’ notion of ‘efficiency wages’ where the
wage paid influences output through promoting effort. Cross-national compara-
tive studies also highlight the role of institutions such as training systems in
shaping skill mix, systems of work organization, and utilization of technology, all
of which interact to impact upon output levels (Steedman and Wagner 1989;
Mason 2000).

Another applied economists’ trick is the use of transaction costs to prescribe
when a firm ought to outsource or internalize a business activity. For Lazear, the
outsourcing decision depends upon a balancing of data on a subcontractor firm’s

risk of changing business conditions to the worker, despite the fact that firms are better able to bear
risk (since they can diversify risk by pooling across projects or spreading investments across financial
markets). And this risk is especially difficult for low wage workers for whom variations in income
impact upon their ability to pay for basic needs (food, housing, clothing). But, it is argued, the
personnel economist must balance this against the fact that effort is typically easier to observe among
those with less complex tasks, making output based pay an efficient choice (Lazear 1998: 119 20).
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cost per unit output compared to the firm’s cost per unit output, adjusting for the
opportunity cost of altering workforce size (1998: 346—50). Coase (1937) argued,
however, that the costs of using the market price mechanism to organize produc-
tion often remain hidden. Such costs include those of finding out market infor-
mation (e.g. the wage and output data pulled from the air in examples provided in
personnel economics textbooks) and those of establishing repeated market
exchanges (e.g. the costs of managing, negotiating, and respecifying contracts).
Again, qualitative evidence from HRM studies reveals the range of costs associated
with outsourcing, but some, such as those related to worker morale and commit-
ment (e.g. George 2003; Logan et al. 2004), do not lend themselves to inclusion in
neat models. A deeper problem is that the practice of comparing internal and
external firm data on cost per unit output presumes it is possible and desirable to
assess firm performance using narrow market-based yardsticks. Studies rooted in a
‘dynamic capabilities’ approach (Teece 2002) argue instead that the use of market
benchmarks and incentives in determining the strategy of the firm may have the
unintended consequence of reducing the value attached to those firm-specific
activities which cannot be organized using markets, especially learning and
cooperative activity. As Teece argues, ‘the properties of [firm] organization cannot
be replicated by a portfolio of business units amalgamated just through formal
contracts, as many distinct elements of internal organization simply cannot be
replicated in the market’ (2002: 158).

4.3 TOwWARDS MORE INTEGRATED
APPROACHES

While the integration of economics reasoning into human resource management
or vice versa has been limited, we can find several examples of serious efforts to
integrate the two approaches from both directions. Rather than attempt a com-
prehensive review, we pick out two sets of examples: first, explanations of the
choice of HR practices; and second, internal labor market theory.

4.3.1 Selection of HR Practices

The selection of HR practices presupposes a prior choice between market and
hierarchy, or make and buy. Kaufman (2004) argues for a more rigorous eco-
nomic analysis both of the make and buy decision and of the precise choice of HR
policies, on the grounds that HR policies carry costs that must be covered by
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improvements in output at the margin. These practices may have direct and
indirect impacts on productivity or output—direct by, for example, improving
the selection and thus the quality of labor, indirect by changing worker morale
and thereby effort levels. A standard economic framework (the Cobb—Douglas
production function, see above), whereby additional units of an HR practice are
adopted provided the marginal revenue exceeds the marginal cost, is then used to
explain why not all organizations are interested in developing high-commitment
systems and to move beyond the assertion of the existence of synergies between
the different elements of the HR package in the HPWS literature into an empir-
ically testable hypothesis. This approach serves to introduce a healthy note of
scepticism as to the efficacy of universal HR best practice bundles, but the
framework assumes that the costs and benefits of HR practices are known and
calculable. Nor is it able to deal with the issues of long-term and strategic
flexibility (Wright and Snell 1998; Purcell 1999) which may require the building
in of a capability to respond to future needs.

A second example of an integrated approach to choice of HR strategy is the HR
architecture model provided by two HR theorists, Lepak and Snell (1999), who
‘draw on the resource-based view of the firm, human capital theory, and transac-
tion cost economics to develop a HR architecture of four different employment
modes: internal development, acquisition, contracting and alliance’ (1999: 31). Two
variables explain the choice of HR practice—the value of skill and the specificity
(or uniqueness) of skill. The market versus hierarchy interface between HRM and
economics is expanded into a richer, more multilayered approach that distin-
guishes usefully between the value and the specificity of skill and between relational
and transactional contracting.

Following the personnel economics and HRM traditions, the focus is on describ-
ing practices within the organization and not on the interactions between HR
policy and the operation of the labor market. For example, in deciding between
making or buying skilled labor (internal development or acquisition), the institu-
tional arrangements that produce a supply of ready skilled labor are not consid-
ered. As economists have demonstrated (Marsden 1986), an effectively functioning
occupational labor market (where a ready supply of skilled labor can transfer
between organizations) requires that there is an institutionalization of systems of
training, skill-based job titles, and occupational structures. Differences in make/
buy decisions between organizations, sectors, and countries may therefore depend
more on the availability of ready trained labor than on the importance of the
uniqueness of skill. Another problem with the HR architecture approach is its focus
on the value of skill and not on the interactions between different job categories.
According to Boxall (1998), the strategic HRM literature has focused on the
contribution HR makes to strategic goals rather than operational efficiency. In
Lepak and Snell (1999), external contracting is proposed where human capital ‘is
generic and of limited strategic value’ and can therefore be ‘treated essentially as
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a commodity’ (ibid.: 39). The reliance on labor for operational efficiency, with all
its reputational effects, is ignored. While low-skilled labor may or may not be
readily replaced—dependent on the state of the external labor market—there is a
constant need on a daily basis to ensure that incumbent staff are motivated and
working in the interests of the client organization and cooperating in many cases
with other parts of the production chain. These requirements often go beyond the
compliance with rules and regulations specified by Lepak and Snell (Marchington
et al. 2005). There is thus a danger that by incorporating mainstream economic
reasoning into the HR area, the insights into the complexity of managing human
resources that derive from the traditions of industrial relations or personnel
management may be discarded.

These problems are perhaps more successfully avoided in Baron and Krep’s
(1999) textbook on strategic HRM, a collaboration between an economist and an
HR specialist. Baron and Kreps accept a high level of indeterminacy in HR
outcomes as ‘the employment transaction will be incomplete a priori to be filled
in as contingencies arise; and when the filling in takes place subsequently, the
discipline of the market will be dulled’ (ibid.: 81). They move beyond the notion of
economic rationality and self-interest as the only issue motivating behavior and
assert:

that the management of human resources is complex because the basic element is the
behaviour of people, whose perceptions and expectations are coloured by their perceptual
abilities and by their social experiences, and whose objectives mix (to varying degrees) pure
self interest, comparisons with others, and social obligation. Moreover, because the issues
involved are so important to individuals, society has an enormous stake in the outcome,
and society will express its interests in the outcome thorough social and legal constraints on
organisations and their relationship with employees. (Baron and Kreps 1999: 8)

This more complex approach is evidenced in their identification of six factors
associated with outsourcing, including the strategic nature of the task and the
degree of specific human capital required, cited by Lepak and Snell, but adding the
degree of interdependency with the core tasks, the need for staff to internalize the
firm’s welfare, the open-endedness of the task requirement, and the social distance
between the internal workforce and the type of workers who are to be outsourced.
Thus, this list is expanded to include complexities in production organization, the
scope for even low-skilled workers to disrupt or damage production systems if they
do not ‘internalize the firm’s welfare, and the role of social or labor market
segmentation in promoting outsourcing and fragmentation of production systems.
The consequence of this broader interdisciplinary approach is, from an economics
perspective, a loss of theoretical elegance and explanatory power. But the force of
this criticism depends upon whether the purpose, or indeed likely outcome, of
social science is to explain complex behavior and social organization by one unified
theory.
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4.3.2 Internal Labor Markets and Dual Labor Market Theory

Without internalized labor and continuous employment contracts, there would be
little substance to the subject of HRM. The existence of internalized labor and the
development of internalized rules for the management of labor has been explained
within mainstream economics through the transaction costs or new institutional
economics literature, associated with the work of Williamson (1975) from the 1970s
onwards. The use of open-ended and incomplete contracts is explained by the costs
of spot contracting, while the presence of firm-specific skills provides the rationale
for operating internalized labor markets designed to provide incentives to labor
with firm-specific skills to remain with the organization and cooperate in its
objectives.

Doeringer and Piore’s (1971) famous institutional analysis of internal labor
markets was not only published effectively contemporaneously with transaction
costs explanations of similar phenomena but the two approaches also shared some
conceptual similarities, with the identification of firm-specific skills as a core
rationale for the emergence of structured internal labor markets in both accounts
of hierarchy. However, in objectives and in methodologies the accounts diverge.
Doeringer and Piore’s motivation for the book was to escape from ‘reliance upon
market imperfections or non market institutions to explain deviations from the
results predicted by conventional economic theory’ (1971: 1). Instead they started
the analysis with the core institutional structures that shape the operation of the
labor market—firms’ internal labor markets—and asserted administrative rules to
be not only present, but also relatively rigid, leading to quantity rather than price
adjustments. Job evaluation and custom and practice took precedence over market
information in shaping internal wage structures. This analysis thus rejects the
notion that institutions and customs in the labor market are dependent upon
their continued compatibility with market needs.

The novelty of their work was in the linkage of the emergence of internal labor
markets with the processes that create social exclusion and disadvantage. Failure to
gain entry to internal labor markets resulted in long-term and often increasing
inequalities as those in the primary market gained access to training and advance-
ment and those in the secondary sector were regarded increasingly as inappropriate
recruits for the primary market, even at times of labor shortage. Thus Doeringer
and Piore did what few HR theorists have done and considered the implications of
organizational HR strategies for the overall functioning of the labor market. They
also broke ranks with mainstream economic theory by pointing to the possibility of
economic or market-based structures contributing to labor market segmentation
and disadvantage. Most economics accounts attribute any segmentation or disad-
vantage to pre-market factors. To some extent, the Doeringer and Piore model
stands unsatisfactorily between the pure transaction costs accounts of the devel-
opment of internal labor markets and more fully developed social and historical
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accounts (Jacoby 1984; Rubery 1978; Wilkinson 1981) of the processes by which
labor markets have come to be structured or ‘balkanised’ (Kerr 1954). Two main
critiques have been made: first, they overemphasized the importance of firm-
specific skills as the main explanatory factor and failed sufficiently to consider
the development and utilization of worker bargaining power; second, they pre-
sented a general theoretical approach, but in practice this reflected the institutional
characteristics of the US labor market. However, as we discuss below, Doeringer
and Piore are not alone in the HR field in failing to consider different societal
approaches to the management of human resources.

4.4 THE LESSONS OF COMPARATIVE
ANALYSIS: UNDERSTANDING How NATIONAL
INSTITUTIONS SHAPE FIRM BEHAVIOR

In this final section, we argue there are lessons to learn for HRM from comparative
studies by scholars who have adapted economists’ analytical techniques to under-
stand how country differences in institutions impact upon HRM practices. We
focus on two approaches, Marsden’s (1999) micro-founded theory of employment
systems and the ‘varieties of capitalism’ field of studies associated with Hall and
Soskice (2001).

These two approaches share several principles of theory and method. Both use a
deductive approach to establish possible varieties of employment practices and
thus argue for the testing of an exhaustive typology of diverse systems. Both
explore the mutual interplay between firm-level practices and strategic decision-
making, but extend this to include the interplay between firm strategies and
practices and national-level institutions as operationalized through social actors.
And both explore the effects of multiple, mutually reinforcing institutions, with the
argument that it is the particular societal bundle of institutions that matters rather
than an easily quantifiable institutional measure to be examined in abstract.
Finally, both are based upon what economists refer to as micro-foundations—a
rational choice incentive theory of behavior that is responsive to institutionalized
rules of the game (both approaches deploy game-theoretic terminology), which
reduce uncertainty and facilitate coordination of productive activity. For many,
this theoretical foundation is a strength as it demonstrates the importance of
institutions without reliance on ‘non-economic’ reasoning. For others, however,
the insights of the theories are limited by the adoption of a narrow conception of
the motivations for human behavior.
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Marsden’s work straddles the HRM—economics divide as is evident in his
research on incentive-based payment systems (e.g. Marsden and French 1998)
and on vocational training (e.g. Marsden and Ryan 1990). His 1986 book—The
End of Economic Man—further establishes his credentials as a non-mainstream
economist. As such, his application of microeconomic principles and concepts
such as transaction costs is unorthodox and owes more to the work of Herbert
Simon than to Coase or Williamson. Moreover, Marsden’s analytical framework
is enriched by a historical perspective gleaned from industrial relations
research. Nevertheless, the questions he poses follow the mainstream focus on
opportunism—e.g. Is it possible to specify a viable form of transaction that gives
sufficient protection to worker and employer against possible opportunism by the
other? Moreover, Marsden’s method fits neatly within the economics discipline
since it is deductive, not inductive as is much of the HRM literature.

Marsden establishes a typology of four national varieties of work organization
based on employment rules derived from alternative options for satisfying two
contractual constraints: (a) to align job demands with worker competences (firms
can emphasize complementarities either among production tasks or among
worker skills); and (b) to design an easily enforceable and transparent system of
task assignment (firms can choose a task-centered approach or a function/
procedure approach) (1999: ch. 2). The four identified types of transaction rules
for the employment relationship are said to be ‘constitutive, ‘in the sense that
without them there would be no lasting agreement between employers and
workers to cooperate in this way’ (ibid.: 61). Moreover, applying economic
reasoning from game theory models (which fits neatly as an application of
methodological individualism reasoning), Marsden seeks to show how each rule
can emerge in a world of uncoordinated, decentralized decision-making with
repeated interactions between workers and employers and is then diffused
throughout the major sectors of an economy. Importantly, he does not rule out
the supportive role of labor market institutions in this process (especially through
the state, unions and employers—ibid.: 107-9), but warns against the use of labor
market institutions to impose a particular rule as this may conflict with norms at
a workplace level (ibid.: 83—4). Marsden also shows how transaction rules have a
mutually supporting relationship with institutional features of labor markets—a
production approach to task allocation fits with patterns of employment mobility
associated with internal labor markets, and a training approach similarly fits with
occupational labor markets. The argument incorporates a relatively detailed,
historical account of labor market institutions, including, for example, the role
of the tripartite system of dual apprenticeship in Germany in propping up its
‘qualification rule’ approach to employment organization, the problems of
declining coordination among British employers for preserving a ‘tools of the
trade’ approach, and the importance of inter-firm support for job classification
systems in France.
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The analysis illuminates how firm-level HR practices interact with, and are
reinforced by, societal institutions as evidenced through the roles of social actors.
Also, unlike many comparative studies of HRM, it seeks to test an interesting set
of theoretical principles, extending our knowledge of the functioning of the open-
ended employment relationship to a cross-national setting. However, by accepting
a rational choice framework, where worker and employer exercise free choice,
Marsden has very little to say about situations where a worker is not free to reject
a situation where the risk of employer opportunism is high. Very little is offered to
explain patterns of labor market inequality, the undervaluation of women’s work,
or the poor conditions associated with secondary labor markets.” There may be
an opportunity, therefore, for adapting Marsden’s theoretical framework to
incorporate notions of power imbalance between worker and employer, although
this would then clearly depart from the equilibrium notions at the core of
his work.

Like Marsden, Hall and Soskice’s varieties of capitalism approach begins with a
consideration of the incentive structures of the firm and the employment relation-
ship (mainly following Milgrom and Roberts 1992). They identify two ideal types
of institutional arrangements, in which firms resolve coordination problems in
alternative ways—termed liberal and coordinated market economies. But where
Marsden emphasizes institutions as providing a supporting role to the strategic
decisions of firms, for Hall and Soskice institutions act as an interlocking system of
collective rules and networks (‘socialising agencies’): in their words, ‘In any
national economy, firms will gravitate toward the mode of coordination for
which there is institutional support’ (2001: 9) and, similarly, ‘institutions offer
firms a particular set of opportunities; and companies can be expected to gravitate
toward strategies that take advantage of these opportunities’ (ibid.: 15). As such,
their approach is radically different from the field of HRM, where firm strategy is
typically viewed as relatively unconstrained by national institutions. In particular,
as Culpepper has noted, the varieties of capitalism approach can make ‘grim
reading’ for public policy makers since it implies that where certain preferred
firm strategies are not compatible with a given institutional framework, it is better
to stick with alternative strategies that are compatible, ‘even if that means aban-
doning goals that could improve both the competitiveness of firms and the wages
of workers’ (2001: 275).

But by granting stronger agency to institutions, the varieties of capitalism
approach can illuminate firm strategy with regard to HRM. For example, with
respect to training decisions, the varieties of capitalism approach argues that firms

> Marsden does recognize this limitation and points to the work of economists in specifying the
way employers in low wage labor markets act with a degree of monopsony in setting wage rates and,
perhaps more importantly, opting to run with high levels of vacancies, thus generating higher
workloads for employees (1999: 231 2).
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will only collaborate effectively in vocational training schemes if institutions
(operationalized through the state, employer associations, and unions) can provide
the necessary coordinating functions of information circulation, deliberation
(where collective discussions among social actors are encouraged), monitoring,
and sanctioning. In their absence, whatever its intentions and objectives, an
individual firm will not commit to large investments in transferable worker skills
for fear of poaching by firms that do not make such investments, and workers will
not participate unless they have a credible assurance that new skills will be
appropriately remunerated. Moreover, because this approach stresses institutional
complementarities—where a given type of coordination in one institutional sphere
is complemented by coordination rules in other spheres (Aoki 1994; see, also,
Amable 2003)—the analysis can be extended to include the character of corporate
governance (especially regarding the types of finance of the firm, the exercise of
control, and the objectives of finance providers), the legal conditions for employ-
ment protection, and the institutions of industrial relations (especially the content
and coverage of collective bargaining and the roles of works councils, unions, and
employer associations). The approach thus presents a considerable challenge to the
field of HRM to recast the firm through the lens of how an interlocking web of
institutions enables or constrains particular strategic choices. Prescriptions for
firms to implement an HCWS bundle of HRM policies would be contingent
upon whether or not this fits with the character of a country’s corporate govern-
ance system (can firms access capital with terms independent of short-term
fluctuations in profitability?), the system of vocational training (can employees
be certain of highly reputable, certified training?), and the industrial relations
system (can social actors discourage poaching through monitoring and sanction-
ing devices?).

The approach has nevertheless been criticized for an overly functionalist and
static view of a country’s interlocking set of institutions—a weakness that to a great
extent reflects the incorporation of mainstream economists’ notions of rational
choice and equilibrium into the analysis. With a focus on ‘rules of the game,
country institutions are presented as establishing equilibrium ‘solutions’ to coord-
ination problems. Such an approach contrasts with that of historical institution-
alists where the focus is on the shifting balances of power and resources and on how
the multiple institutional processes at various levels interact in ways that often do
not fit together in a coherent whole, creating opportunities for actors to trigger
changes (Pierson and Skocpol 2002). Also, while a country systems approach is
useful for highlighting broad country differences, it glosses over important
differences within countries, especially concerning the extent to which the major
institutional framework covers the diversity of forms of employment relationships
and all groups of workers across labor market segments.
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4.5 CONCLUSION

In this chapter we have explored the suitability of an economics framework for the
study of HRM, considered the value of selected approaches that go some way
towards integrating the two worlds of economics and HRM, and argued for the
need to incorporate some of the rich empirical and theoretical insights derived
from comparative institutional analysis of employment organization. The starting
position of the mainstream economist is a set of assumptions that derive from
methodological individualism, which do not immediately marry with the concerns
of HRM and its focus on organizations and workforces. However, economists have
a capacity to adapt and develop their methodology to move into fresh areas of
research, and their entry into the world of HRM is no exception. With advances in
ideas about incentive theory, several economists have presented new ideas about
the workings of the firm, recasting it as ‘an incentive system’, drawing on a fast-
growing literature on principal-agent problems of coordination and game theory
(Alchian and Demsetz 1972; Holmstrom 1982; Holmstrom and Milgrom 1994).
Such ideas form the bedrock of studies in the field of personnel economics, but
while they may add a rich analytical flavor in addressing HRM issues, this field has
developed through a one-sided integration and it is the field of HRM proper where
the complex realities of the employment relationship are better recognized.

Various scholars have sought to develop a more integrated approach, but it is the
studies by those starting from a non-mainstream economics background that
appear most convincing. The lesson is that while economics is dominated by a
so-called mainstream approach, it is large enough to be home to an important
minority of economists who are sensitive to the limits of conventional analytical
tools, and it is perhaps within the non-mainstream camp where future integration
of HRM with economists’ analytical techniques ought to begin.

We ended our chapter with a review of the contributions of the comparative
study of employment organization to the understanding of HRM. It is through a
comparative perspective that the importance of institutions becomes clear, not
simply in shaping some fuzzy context to the workings of organizations, but in
generating ‘institutional signals’ (to adapt the economists’ terminology) to which
firm strategy gravitates. Moreover, a focus on coordination problems enables these
approaches to consider both the micro and macro consequences of alternative
HRM practices; as we have argued in this chapter, the field of HRM has not
adequately incorporated issues of national policy and national goals into an
analysis of the organization. Within the field of HRM, an embracing of a com-
parative approach could take these types of analysis further. For example, it might
consider how and under what institutional conditions varieties of HRM practices
are possible. What are the potential disjunctures among national institutions and
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the spaces made available for progressive (or destructive) HRM practices? And how
and in what ways do institutions shape the power relations between social actors in
the redefining of HRM and working conditions?
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CHAPTER §

STRATEGIC
MANAGEMENT
AND HRM

MATHEW R. ALLEN
PATRICK WRIGHT

5.1 INTRODUCTION

IT has been said that the most important assets of any business walk out the door at
the end of each day. Indeed, people and the management of people are increasingly
seen as key elements of competitive advantage (Boxall and Purcell 2003; Pfeffer
1998; Gratton et al. 2000). Spurred on by increasing competition, fast-paced
technological change, globalization, and other factors, businesses are seeking to
understand how one of the last truly competitive resources, their human resources,
can be managed for competitive advantage.

This idea that the human resources of a firm can play a strategic role in the
success of an organization has led to the formation of a field of research often
referred to as strategic human resource management (SHRM). This relatively
young field represents an intersection of the strategic management and human
resource management (HRM) literatures (Boxall 1998; Boxall and Purcell 2000).
Wright and McMahan (1992) defined strategic human resource management as
‘the pattern of planned human resource deployments and activities intended to
enable the firm to achieve its goals’ (1992: 298).
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The purpose of this chapter is to discuss this intersection between Strategic
Management and HRM, what we know, and future directions for SHRM research.
We will begin by briefly discussing the concept of strategy and the popularization of
the resource-based view (RBV) of the firm. Next we will address its role in creating
the link between HRM and Strategic Management including key questions that the
RBV has raised in relation to SHRM. We will then examine the current state of
affairs in SHRM,; the progress made, and key questions and concerns occupying the
attention of SHRM researchers. Finally, we will conclude with our views on future
directions for SHRM research.

5.2 STRATEGY AND THE RESOURCE-BASED
ViEw OF THE FIrRM

The field of strategy focuses on how firms can position themselves to compete, and
its popularity began increasing exponentially in the mid-1980s with two books.
First, Peters and Waterman’s (1982) In Search of Excellence provided a practitioner-
oriented analysis of excellent companies and the common threads that united
them. However, Porter’s (1980) Competitive Strategy presented a more academically
based analysis of strategy, but in a way that practitioners/executives quickly gravi-
tated toward. This Industrial/Organization Economics-based analysis primarily
focused on industry characteristics, in particular the five forces of barriers to
entry, power of buyers, power of suppliers, substitutes, and competitive rivalry as
the determinants of industry profitability. While this analysis did propose four
generic strategies (cost, differentiation, focus, and ‘stuck in the middle’), the bulk
of the analysis focused on external factors that determined company profitability.
This framework seemed to dominate strategic management thinking of the early
1980s.

However, with the advent of the resource-based view of the firm (Barney 1991;
Wernerfelt 1984), strategic management research moved to a more internal focus.
Rather than simply developing competitive strategies to address the environment,
the resource-based view suggested that firms should look inward to their resources,
both physical and intellectual, for sources of competitive advantage. Though others
had addressed the concept of the RBV previously, Barney (1991) specifically expli-
cated how firm resources contribute to the sustained competitive advantage of the
firm. He suggested that resources that are valuable, rare, inimitable, and non-
substitutable will lead to competitive advantage.
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Value in this context is defined as resources either exploiting opportunities or
neutralizing threats to the organization and rarity is defined as being a resource
that is not currently available to a large number of the organization’s current or
future competitors (Barney 1991). Inimitability refers to the fact it is difficult for
other firms to copy or otherwise reproduce the resources for their own use. Finally,
non-substitutability means that other resources cannot be used by competitors in
order to replicate the benefit (Barney 1991). When all four of these conditions are
met, it is said that the firm or organization possess resources which can potentially
lead to a sustained competitive advantage over time.

The resource-based view has become almost the assumed paradigm within
strategic management research (Barney and Wright 2001). It has been the basic
theoretical foundation from which much of the current strategic management
research regarding knowledge-based views of the firm (Grant 1996), human capital
(Hitt et al. 2001), and dynamic capabilities (Teece et al. 1997) are derived. In fact,
Priem and Butler (2001a4) mapped RBV studies against eighteen strategy research
topics, demonstrating the breadth of its diffusion within the strategic management
domain. More importantly from the standpoint of this chapter, the resource-based
view has become the guiding paradigm on which virtually all strategic HRM
research is based (Wright et al. 2001).

In spite of the wide acceptance of the RBV, it is not without criticism. Priem and
Butler (20014, 2001b) have leveled the most cogent critique to date suggesting that
the RBV does not truly constitute a theory. Their argument focuses primarily on two
basic issues. First, they suggest that the RBV is basically tautological in its definition
of key constructs. They note that Barney’s statement that ‘if a firm’s valuable
resources are absolutely unique among a set of competing and potentially compet-
ing firms, those resources will generate at least a competitive advantage (Barney
2001: 102)’ essentially requires definitional dependence. In other words, without
definitional dependence (i.e. ‘valuable resources’) the diametrical statement—that
unique firms possess competitive advantages—does not logically follow.

Their second major criticism of the RBV as a ‘theory’ focuses on the inability to
test it (Priem and Butler 2001b). They note the necessity condition of ‘falsifiability’
for a theory. In other words, in order for a set of stated relationships to constitute a
theory, the relationships must be able to be measured and tested in a way that
allows for the theory to be found to be false. This relates directly to the tautology
criticism, but brings the debate into the empirical realm.

In spite of these criticisms, even the critics agree that the impact of the RBV on
strategic management research has been significant and that the effort to focus on
the internal aspects of the organization in explaining competitive advantage has
been a useful one (Priem and Butler 20015). While the debate might continue as to
the theoretical implications of the RBV for strategic management research, it is
clear that it has made a significant contribution to Strategic Management and,
more specifically, SHRM research (Wright et al. 2001).
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5.3 A BR1EF HisTORY OF STRATEGIC HRM

Wright and McMahan’s (1992) definition of strategic human resource management
illustrates that the major focus of the field should be on aligning HR with firm
strategies. Jim Walker’s (1980) classic book Human Resource Planning was one of
the first to directly suggest considering a firm’s business strategy when developing a
human resource plan. Devanna et al’s (1981) article ‘Human Resources Manage-
ment: A Strategic Perspective’ added to the foundation. These attempts tended to
take an existing strategy typology (e.g. Miles et al’s (1978) prospectors, analysts,
and defenders) and delineate the kinds of HRM practices that should be associated
with each strategy. These attempts to tie HRM to strategy have been referred to as
‘vertical alignment’ (Wright and McMahan 1992).

Beer et al. (1984) introduced an alternative to the individual HR subfunction
framework for HR strategy. They argued that viewing HRM as separate HR
subfunctions was a product of the historical development of HRM and current
views of HR departments. They proposed a more generalist approach to viewing
HRM with the focus on the entire HR system rather than single HR practices.
This led to a focus on how the different HR subfunctions could be aligned and
work together to accomplish the goals of HRM and a more macro view of HRM
as whole rather than individual functions. This alignment of HR functions with
each other is often referred to as ‘horizontal alignment’ (see this Handbook,
Chapter 19).

The combination of both vertical and horizontal alignment was a significant
step in explaining how HRM could contribute to the accomplishment of stra-
tegic goals. However, given the external focus of the strategic management
literature at that time, HR was seen to play only a secondary role in the
accomplishment of strategy with an emphasis on the role that HRM played in
strategy implementation, but not strategy formulation. Lengnick-Hall and Leng-
nick-Hall (1988) stated, ‘strategic human resource management models empha-
size implementation over strategy formulation. Human resources are considered
means, not part of generating or selecting strategic objectives. Rarely are human
resources seen as a strategic capacity from which competitive choices should be
derived’ (1988: 456). A shift in strategic management thinking would be required
to change that perception and open the door for further development of the
SHRM literature.

The diffusion of the resource-based view into the Strategic HRM literature
spurred this paradigmatic shift in the view of the link between strategy and
HRM. Because the resource-based view proposes that firm competitive advan-
tage comes from the internal resources that it possesses (Wernerfelt 1984;
Barney 1991), the RBV provided a legitimate foundation upon which HRM
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researchers could argue that people and the human resources of a firm could in fact
contribute to firm-level performance and influence strategy formulation.

This resulted in a number of efforts to conceptually or theoretically tie strategic
HRM to the resource-based view. For instance, Wright et al. (1994) suggested that
while HR practices might be easily imitated, the human capital pool of an
organization might constitute a source of sustainable competitive advantage.
Lado and Wilson (1994) argued that HR practices combined into an overall HR
system can be valuable, unique, and difficult to imitate, thus constituting a
resource meeting the conditions necessary for sustained competitive advantage.
Boxall (1996, 1998) proposed a distinction between human resource advantage
(advantage stemming from a superior human capital pool) and organizational
process advantage (advantage stemming from superior processes for managing
human capital).

The resource-based view also provided the theoretical rationale for empirical
studies of how HR practices might impact firm success. One of the early
empirical studies of this relationship was carried out by Arthur (1994). Using a
sample of steel mini-mills, he found that a specific set of HR practices was
significantly related to firm performance in the form of lower scrap rates and
lower turnover. Huselid (1995), in his landmark study, demonstrated that the
use of a set of thirteen HRM practices representing a ‘high-performance work
system’ was significantly and positively related to lower turnover, and higher
profits, sales, and market value for the firms studied. In a similar study,
MacDuffie (1995), using data from automobile manufacturing plants, demon-
strated that different bundles of HR practices led to higher performance,
furthering the argument that the integrated HR system, rather than individual
HR practices, leads to higher performance. Delery and Doty (1996) similarly
demonstrated the impact of HR practices on firm performance among a sample
of banks.

This vein of research quickly expanded in the USA (e.g. Batt 1999; Huselid et al.
1997; Youndt et al. 1996), the UK (e.g. Brewster 1999; Guest 2001; Guest et al. 2003;
Tyson 1997), elsewhere in Europe (e.g. d’Arcimoles 1997; Lahteenmaki et al. 1998;
Rodriguez and Ventura 2003), and Asia (e.g. Bae and Lawler 2000; Lee and Chee
1996; Lee and Miller 1999), as well as in multinational corporations operating in
multiple international environments (Brewster et al. 2005).

In sum, the RBV, with its focus on the internal resources possessed by a firm, has
given the field a theoretical understanding of why human resources systems might
lead to sustainable competitive advantage and provided the spark to generate
empirical research in this vein (Guest 2001; Paauwe and Boselie 2005; Wright
et al. 2005).
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5.4 KEY QUESTIONS RAISED BY THE
ApprLicAaTION OF RBV To SHRM

In spite of the significant amount of research demonstrating a link between HRM
practices and firm performance, there are several key questions regarding the RBV
and its implications for SHRM research that remain unanswered. First, there is
some question as to whether current research on HRM and performance is truly
testing the RBV. Second, there is still a general lack of understanding around the
concept of fit, and its role in the link between strategy and HRM. Third, there are
still unanswered questions regarding HRM and whether or not HRM defined as
systems of HR practices truly constitutes a resource under the conditions outlined
by Barney (1991) and, specifically, whether those resources are truly sustainable
over time. Finally, there are several measurement and methodological issues that,
while not within the direct scope of this chapter, are worth mentioning as they are
pertinent to our discussion of this intersection between Strategic Management and
HRM research.

5.4.1 Testing of the RBV within SHRM

While the SHRM research just discussed has used the RBV as a basis for the
assertion that HRM contributes to performance, it has not actually tested the
theory that was presented in Barney’s (1991) article (Wright et al. 2001). Most of
this research has taken a similar view on how HR practices can lead to firm
performance. The model generally argues that HRM in the form of HR practices
directly impacts the employees either by increasing human capital or motivation or
both. This in turn will have an impact on operational outcomes such as quality,
customer service, turnover, or other operational-level outcomes. These operational
outcomes will in turn impact firm-level outcomes such as financial performance
in the form of revenues, profits or other firm-level measures of performance
(Dyer 1984).

In a similar vein, Wright et al. (2001) point out that there are three important
components of HRM that constitute a resource for the firm which are influenced
by the HR practices or HR system. First, there is the human capital pool comprised
of the stock of employee knowledge, skills, motivation, and behaviors. HR practices
can help build the knowledge and skill base as well as elicit relevant behavior.

Second, there is the flow of human capital through the firm. This reflects the
movement of people (with their individual knowledge, skills, and abilities) as well
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as knowledge itself. HR practices can certainly influence the movement of people.
However, more importantly, the types of reward systems, culture, and other aspects
of HRM influence the extent to which employees are willing to create, share, and
apply knowledge internally.

Third, the dynamic processes through which organizations change and/or renew
themselves constitute the third area illustrating the link between HRM and the
resource-based view of the firm. HR practices are the primary levers through which
the firm can change the pool of human capital as well as attempt to change the
employee behaviors that lead to organizational success.

There appears to be a general consensus among SHRM researchers around the
general model of the HR to performance relationship and the role of HR practices,
the human capital pool, and employee motivation and behaviors as discussed by
Dyer (1984) and others. The implications of this for RBV and SHRM research is
that while separate components of the full HRM to performance model have been
tested such as HR practices (Huselid 1995; MacDuffie 1995) and human capital
(Richard 2001; Wright et al. 1995), a full test of the causal model through which
HRM impacts performance has not (Wright et al. 2005; Wright et al. 2001; Boxall
1998). Current research has established an empirical relationship between HR
practices and firm performance, but more remains to be done. By testing the full
model, including the additional components of the human capital pool and
employee relationships and behaviors, a more complete test of the underlying
assumptions of the RBV could be established, thus adding credibility to the
theoretical model of the relationship between HRM and performance.

5.4.2 Fit and the Resource-based View of the Firm

In the Priem and Butler (2001a) critique of the RBV, one of the points brought up
as a theoretical weakness of the RBV is lack of definition around the boundaries or
contexts in which it will hold. They point out that ‘relative to other strategy
theories ... little effort to establish the appropriate contexts for the RBV has
been apparent’ (20014a: 32). The notion of context has been an important issue in
the study of SHRM (Delery and Doty 1996; Boxall and Purcell 2000). Most often
referred to as contingencies (or the idea of fit), contextual arguments center on
the idea that the role that HRM plays in firm performance is contingent on some
other variable. We break our discussion of fit into the role of human capital and HR
practices.

5.4.2.1 Human Capital and Fit

The most often cited perspective for explaining contingency relationships in
SHRM is the behavioral perspective (Jackson et al. 1989) which posits that different
firm strategies (other contingencies could be inserted as well) require different
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kinds of behaviors from employees. Consequently, the success of these strategies is
dependent at least in part on the ability of the firm to elicit these behaviors from its
employees (Cappelli and Singh 1992; Wright and Snell 1998).

Going back to the distinction between human capital skills and employee
behavior, Wright and Snell (1998) noted that skills and abilities tend to be necessary
but not sufficient conditions for employee behavior. Consequently, any fit to firm
strategy must first consider the kinds of employee behavior (e.g. experimentation
and discovery) required to successfully execute the strategy (e.g. focused on offer-
ing innovative products), and the kinds of skills necessary to exhibit those behav-
iors (e.g. scientific knowledge). Obviously, the workforce at Nordstrom’s (an
upscale retailer) is quite different from the workforce at Wal-Mart (a discount
retailer). Thus, the resource-based application to SHRM requires focusing on a fit
between the skills and behaviors of employees that are best suited to the firm’s
strategy (Wright et al. 1995).

While this idea of fit focuses on across-firm variance in the workforce, Lepak and
Snell (1999) developed a framework that simultaneously addresses variation across
firms and variations in HR systems within firms (see this Handbook, Chapter 11).
Their model of ‘human resource architecture’ posits that the skills of individuals or
jobs within a firm can be placed along two dimensions: value (to the firm’s strategy)
and uniqueness. Their framework demonstrates how different jobs within firms
may need to be managed differently, but it also helps to explain differences across
firms. For instance, within Wal-Mart, those in charge of logistics have extremely
valuable and unique skills, much more so than the average sales associate. On the
other hand, at Nordstrom’s, because customer service is important, sales associate
skills are more critical to the strategy than those of the logistics employees.

5.4.2.2 HR Practices and Fit

The theoretical assumption that the skills and behaviors of employees must fit the
strategic needs of the firm in order for the workforce to be a source of competitive
advantage leads to the exploration of how HR practices might also need to achieve
some form of fit. With regard to vertical fit, as noted previously, business strategies
require different skills and behaviors from employees. Because HR practices are
generally the levers through which the firm manages these different skills and
behaviors, one would expect to see different practices associated with different
strategies. For instance, one would expect that firms focused on low cost might not
pay the same level of wages and benefits as firms focused on innovation or
customer service.

Horizontal fit refers to a fit between HR practices to ensure that the individual
HR practices are set up in such a way that they support each other (Boxall and
Purcell 2003; Baird and Meshoulam 1988; Delery 1998). An example of this would be
a selection process that focuses on finding team players and a compensation system
that focuses on team-based rewards. Theoretically, the rationale for horizontal fit
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suggests that (a) complementary bundles of HR practices can be redundantly
reinforcing the development of certain skills and behaviors resulting in a higher
likelihood that they will occur and (b) conflicting practices can send mixed signals
to employees regarding necessary skills and behaviors that reduce the probability
that they will be exhibited (Becker and Huselid 1998). There appears to be some
agreement in the literature that both types of fit are necessary for optimal impact of
HRM on performance (Baird and Meshoulam 1988; Delery 1998; Delery and Doty
1996; Boxall and Purcell 2003), but not necessarily empirical support for these types
of fit (see this Handbook, Chapter 27; Wright and Sherman 1999).

5.4.2.3 Potential Pitfalls of Fit

The idea of fit, whether it be vertical or horizontal, raises two important questions
for SHRM researchers. The first question focuses on empirical support for the idea
of fit. Second, even if fit has positive consequences in the short term, does fitting
HRM practices with strategy or other contingent variables universally lead to
positive results? That is, are there negative implications of fit?

As previously discussed, numerous researchers have argued for fitting HRM to
contingent variables. However, the efficacy of fit has not received much empirical
support (Paauwe 2004; Wright and Sherman 1999). Huselid’s (1995) landmark
study sought to test the fit hypothesis using a variety of conceptualizations of fit,
yet found little support. Similarly, Delery and Doty (1996) only found limited
support across a number of fit tests. The lack of empirical support may largely be
due to focusing only on a fit between generic HRM practices and strategy, rather
than the outcomes, or products (Wright 1998), of the HRM practices (skills,
behaviors, etc.). Thus, it seems that it may be too early to draw any definite
conclusions about the validity of the fit hypothesis.

However, while fit between HRM practices and various contingency variables
might enhance the ability of HRM to contribute to firm performance, there is also
the possibility that a tight fit between HRM and strategy may inhibit the ability of
the firm to remain flexible enough to adapt to changing circumstances. Firms are
increasingly required to adapt to environments that are constantly changing, both
within and outside the firm. A tight fit may appear to be desirable but during times
of transition and/or change a lack of fit might make adaptation and change more
efficient (Lengnick-Hall and Lengnick-Hall 1988). Wright and Snell (1998) devel-
oped a framework in which HRM contributes to fit and flexibility simultaneously
without conflict between the two, but this framework has yet to be tested and the
question remains as to when and where fit might be more or less appropriate.

The second question raised by contextual issues surrounding SHRM and the
idea of fit is related to the efficacy of fit. Regardless of whether or not fit can have
a positive effect on organizational outcomes, there is still some question as to
whether or not true fit with key contingencies is feasible. Large organizations
operate in complex environments, often across multiple products, industries, and
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geographies. This complexity leads to questions regarding the ability of the firm to
fit HRM practices to all of these diverse and complex circumstances (Boxall and
Purcell 2003).

In addition, Boxall and Purcell (2003) argue that there are competing ideals
within a business that require trade-offs in fit. They describe fit as ‘a process that
involves some tension among competing objectives in management and inevitably
implies tensions among competing interests’ (2003: 188). A simple example of these
tensions can be seen in attempting to fit a strategy of commitment to employees
with a hostile or extremely competitive operating environment. A firm with a
strategic commitment to the well-being of employees operating in an economic
downturn or time of increased competition may be forced to make choices
between commitment to employees and a need for restructuring, lay-offs, or
other non-friendly actions toward employees in order to stay solvent. In these
situations, compromises will have to be made on either the fit with the strategy or
the fit with the environment or both, raising the question again as to whether or
not a true fit with contingencies is feasible.

These questions regarding the ability to achieve fit and the desirability of
achieving fit do not diminish the importance of understanding contextual issues
in SHRM research. Understanding the contextual issues surrounding HRM and its
impact on performance remains critical. In spite of the interest in the role of
contextual issues and fit in SHRM, findings in support of contingency relationships
have been mixed (Wright and Sherman 1999). Much of this criticism could be due
to ineffective methods used in the measurement of HRM or the contingency and
performance variables studied or that the correct contingencies have not yet been
studied (Becker and Gerhart 1996; Rogers and Wright 1998; Wright and Sherman
1999). In addition, Boxall and Purcell (2000) have argued that more complex and
comprehensive models of contingency relationships are needed in order to under-
stand the impact of context on the HRM to performance relationship. Regardless
of the reasoning, it is clear that the impact of context on this important relation-
ship is not yet completely understood and more research is needed to understand
the role of context, as well as questions surrounding models of fit in SHRM
research.

5.4.3 HRM Practices and Sustainable Competitive Advantage

Another issue that has been raised by the RBV and its application to SHRM
research is the sustainability of HRM as a competitive advantage. Whether one
focuses on bundles of HR practices as an HR system, the human capital pool, or
employee relationships and behaviors, there remains the question as to whether
HRM as a resource meets the inimitability and non-substitutability conditions
that are required in the RBV for sustained competitive advantage (Barney 1991).
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According to Barney (1991), there are three general reasons why firm resources
would be difficult to imitate: the resources are created and formed under unique
historical conditions, the resources are causally ambiguous, or the resources are
socially complex.

Labeled as path dependency by Becker and Gerhart (1996), the unique historical
conditions under which HRM is formed in individual firms may make its under-
standing and replication extremely difficult, if not impossible. HR systems are
developed over time and the complex history involved in their development makes
them difficult to replicate. The development and implementation of a single HR
practice such as a variable pay system takes place over time including time to solicit
management input and buy-in, work out discrepancies, and align the practice with
current strategies as well as firm culture and needs. The end result is a practice that
reflects the philosophies and culture of the firm and its management, created to
solve the specific needs of the company. Compound that single HR practice with a
whole system of practices each with its own history and evolution specific to a
particular firm, its philosophies, and current situation and you have an HR system
that cannot be bought or easily replicated without a significant investment of both
time and financial resources.

Causal ambiguity implies that the exact manner in which human resource
management contributes to the competitive advantage of the firm is either un-
known or sufficiently ambiguous so as to be difficult or impossible to imitate.
According to Becker and Gerhart (1996), the ability to replicate a successful HR
system would require an understanding of how all of the elements of this complex
system interact and in turn impact the performance of an organization. Given the
previous discussion of the basic HRM to performance model and the manner in
which it is expected that HRM contributes to firm performance, it is difficult to
imagine how the intricate interplay among various HR practices, human capital
and employee behaviors, employee outcomes, operational outcomes and firm-level
outcomes, could be understood by a competitor in a meaningful way.

Finally, Barney (1991) points out that competitors will find it difficult to replicate a
competitive advantage based on complex social phenomena. Given the nature of
HRM and its direct relation to employees, almost every aspect of the HR system, the
human capital, and especially the employee behavior and relationships has a social
component. The way in which HR practices are communicated and implemented
among different departments and parts of the organization is influenced by the
various social relationships involved; top management to general managers, general
managers to department heads or managers, and those managers to employees as
well as interactions between departments and employees. The complexity of the
social relationships in the case of HRM makes it difficult for competitors to imitate it.

Finally, for a resource to constitute a source of sustainable competitive advantage
it must be non-substitutable. This implies that competitors should not be able to
use a different set of resources in order to achieve similar results (Barney 1991). This
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concept has not yet been tested, but could provide for interesting research in the
area of contextual factors and SHRM.

If, in fact, it is found that a particular set of HR practices is positively related to
performance in a given context, then a follow-on question to that which would get
at the substitutability question might be whether or not there is another set of HR
practices for which the results are similar. This could lead to discussions about
strategic configurations of HR practices rather than universal high-performance
work systems that have dominated past research (Delery and Doty 1996). Regard-
less of whether there is one or many ways to achieve similar results in different
contextual situations, the testing of these possibilities would lead to an increased
understanding of the relationship between the RBV and SHRM research and the
sustainability of HRM as a strategic resource.

5.4.4 Measurement and Methodological Issues

In addition to key questions surrounding the RBV and SHRM research, there are
also several measurement and methodological issues which have hindered our
ability to better understand the relationship between strategy and HRM. Measure-
ment issues relating to the HRM, competitive advantage and key control variables
have made the comparison of results across studies and interpretation of findings
difficult (Rogers and Wright 1998; Dyer and Reeves 1995). In addition, there are
questions around the appropriate level of analysis within the firm at which to test
these relationships as well as issues related to the mixing of variables measured at
different levels of analysis (Rogers and Wright 1998; Becker and Gerhart 1996).
Finally, as was pointed out, the majority of research to date has focused on the
relationship between HR systems and firm-level performance and, while the
findings indicate a positive relationship, there is insufficient evidence at this
point to be able to infer that the relationship is causal (Wright et al. 2005). A full
discussion of these issues is beyond the scope of this chapter and a more thorough
discussion may be found in other chapters in this text (see particularly Chapters 26
and 27), but it is important to note in discussing key questions in SHRM that they
exist and need to be addressed or at least considered in future research.

5.5 FUTURE DIRECTIONS

Research on SHRM management over the past decade has made significant
progress in developing our understanding of the role that HRM plays in firm
performance. The field now has a significant foundation upon which to build
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future research. In our opinion, future research should focus on both answering
key questions that remain in understanding the relationship between HRM and
performance and expanding or broadening what is considered SHRM. Such
extension would encompass both other resources and other theories currently
studied in strategic management research.

5.5.1 Key Unanswered Questions

The previous portion of the chapter pointed out several key questions that have
been raised as a result of the application of the RBV to SHRM research that are not
yet answered. First, research that directly tests the concepts outlined in the RBV has
not been done (Priem and Butler 2001a). Thus future research should focus on
testing the concepts of the RBV by testing the full model through which HRM leads
to competitive advantage or firm performance. Do HR practices impact the human
capital pool and the relationships and behaviors of the employees and do those
outcomes in turn impact both operational and firm-level performance? Answering
these questions by testing the full causal model would be a significant contribution
to our understanding of the strategic nature of HRM. In essence, this reflects the
‘black box process’ that Priem and Butler (2001a) argued must be addressed by
RBV theorists and researchers.

Second, future research should focus on understanding the contextual questions
surrounding the HRM to performance relationship. Mixed results in past context-
ual research are not reason enough to abandon the question all together. It is highly
likely that HRM matters more or less in certain situations or under certain
conditions. Efforts should be made to continue to test established models of
HRM in new and unique situations. In addition, more thorough tests of moder-
ating variables in the HRM to performance relationship should be tested. Given the
complexity involved in the measurement and testing of these relationships and the
mixed results of past research in this area it is likely that researchers will need to
seek out contexts with reduced complexity such as departments within large
organizations or small businesses where reduced complexity will provide more
meaningful measures of potential moderating variables and more meaningful tests
of the moderating relationships can be performed.

Another step that needs to be taken in understanding the role of context in the
HRM to performance relationship is to move away from universal-type models of
HRM such as high-performance work systems and high-involvement work systems
and develop and test different configurations of HR practices that might apply to
specific situations. In doing this, researchers will be able to better understand the
specific bundles or HR practices that are applicable or fit with different types of
organizations or situations, thus making a significant contribution to our under-
standing of the types of HRM that will matter in a given situation.
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5.5.2 Expanding the Role of SHRM

Future research in SHRM should focus on conceptually expanding what is con-
sidered to be the role of SHRM. Historically, SHRM has been viewed as the
interface between HRM and strategic management (Boxall 1996) with the focus
of much research being on understanding how the HRM function (namely HRM
practices) can be strategically aligned so as to contribute directly to competitive
advantage. This implies a concern with how HR practices can contribute to strategy
implementation without addressing the larger question of how HRM can contrib-
ute or play a role in strategy formulation (Lengnick-Hall and Lengnick-Hall 1988).

Wright et al. (2001) argued that it is the human capital (the knowledge skills and
abilities of the human resources) as well as the relationships and motivation of the
employees that leads to competitive advantage. The purpose of HR practices is to
develop or acquire this human capital and influence the relationships and behav-
iors of the employees so that they can contribute to the strategic goals of the firm.
Future research should examine human capital and the social interactions and
motivations of the human element within a firm (Snell et al. 2001), not only as
independent variables but also as mediating and dependent variables. A focus in
this area will bring the field more in line with contemporary views in strategic
management. Research in this area will also help us to get beyond questions
regarding how HR practices can facilitate the strategic goals of a firm and begin
to understand how organizations can understand the resources found in their
human element and use that understanding to influence or even drive their
decisions about their strategic direction. For instance, IBM’s strong HR pro-
cesses/competencies led it into the business of offering outsourced HR services.
This was an internal resource that was extended into a new product line, and
illustrates how an understanding of such resources can influence strategic
direction.

Along these same lines, another way to break away from this notion of HRM as a
facilitator of the strategic direction of the firm is by focusing on some of the
resources currently salient to strategic management researchers. In their review of
the RBV and SHRM relationship, Wright et al. (2001) argue that the RBV created a
link between HRM and strategic management research and that as a result of this
link the two fields were converging. Because of this convergence, the potential
impact of SHRM research on mainstream strategy issues is tremendous. Increas-
ingly, strategy researchers are focusing on knowledge and knowledge-based re-
sources (Argote et al. 2000; Grant 1996), human capital (Hitt et al. 2001), social
capital (Inkpen and Tsang 2005, McFadyen and Cannella 2004), capabilities
(Dutta et al. 2005), and dynamic capabilities (Teece et al. 1997), as critical resources
that lead to organizational success. While HRM practices strongly influence these
resources, the SHRM literature seems almost devoid of empirical attention to
them. Only recently have researchers begun to explore these issues (Kinnie et al.
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2005; Thompson and Heron 2005). Additional research in these areas would
provide tremendous synergy between HRM and strategy.

In addition, alternative theories such as ‘learning organizations’ (Fiol and Lyles
1985; Fisher and White 2000), real options theory (McGrath 1997; Trigeorgis 1996),
and institutional theory (Meyer and Rowan 1977) can be combined with SHRM
research to enhance our understanding of the strategic nature of HRM. For
instance, Bhattacharya and Wright (2005) showed how real options theory can
be applied to understanding flexibility in SHRM. In addition, Paauwe and Boselie
(Chapter 9) provide a detailed analysis of how institutional theory can better
inform SHRM research. The use of these in addressing questions in SHRM research
will provide new lenses through which researchers are able to view the HRM to
performance relationship, potentially providing new insights and ideas that will
further our understanding of SHRM.

5.6 CONCLUSION

While the field of strategic HRM is relatively young, significant progress has been
made at a rapid pace. Researchers have provided great theoretical and empirical
advancements in a period of just over twenty-five years. Much of this progress is
the result of the RBV and its emphasis on the internal resources of the firm as
a source of sustainable competitive advantage. The RBV and its application to
SHRM research created an important link between strategic management and
HRM research. Its application has been followed by a significant amount of
research using the RBV as a basis for assertions about the strategic nature of HRM.

However, the link between HRM and strategic management can be strengthened
by breaking away from the focus on HR practices. Other key resources currently
being researched in strategic management have the potential to be directly
influenced by HRM, but their coverage by SHRM researchers has been minimal,
leaving a tremendous opportunity for future research in this area. In addition to
this, new theories relevant to strategic management have yet to be combined with
SHRM research, leaving potential for additional contributions to our understand-
ing of the intersection between strategic management and HRM.
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CHAPTER 6

ORGANIZATION
THEORY AND HRM

TONY WATSON

6.1 INTRODUCTION

HumanN Resource Management is an activity that occurs in work organizations
across the industrialized world. HRM is also an academic ‘subject’ that is taught
and researched, primarily in higher education in those same industrialized
societies. However, this latter ‘HRM’ is not an academic activity which has a
clear body of theoretical ideas of its own. There is almost no literature on the
‘the theory of HRM. This is not to say, however, that theories are absent from
academic HRM. Use is made of theoretical concepts from areas such as psychology,
sociology, employee relations, economics, and strategic management. And, to
some degree, use is made of ideas from organization theory. The purpose of
the present chapter is to identify the contributions that have been made by ideas
from organization theory to our understanding of the organizational activity
of human resource management—and its earlier ‘personnel management’ mani-
festation. Attention will also be given to ways in which greater use might be
made of organization theory in the analysis of HRM activities and processes in
the future.

HRM processes are organizational processes. They occur within all work organ-
izations and they cannot be understood separately from the way in which we
understand organizations themselves. The same can be argued about management
more broadly. In effect, any ‘theory of management, like any ‘theory of HRM, has
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to be grounded in a ‘theory of organization.” Managerial work generally and human
resourcing work specifically is ‘organizing work. And it occurs in formally
structured enterprises which utilize human labor. These work organizations con-
stitute the topic of organization theory.

6.2 ORGANIZATIONS AND
ORGANIZATION THEORY

Organization theory can be characterized as an intellectual activity which utilizes
methodological and conceptual resources from social science disciplines such as soci-
ology, social psychology, and anthropology in order to provide explanations of how
things happen in the sphere of authoritatively co-coordinated human enterprises.
The wording ‘authoritatively coordinated human enterprises’ is a more sociologic-
ally sophisticated way of referring to work organizations. It recognizes that the
social arrangements under consideration—companies, schools, churches, armies,
public administrations, and so on—are all characterized by their use of bureau-
cratic ways of coordinating task-based activities. And Max Weber’s classic charac-
terization of bureaucracy emphasized the centrality of ‘authority’ (legitimized
power) in these organizing processes (Weber 1978). Bureaucracy, in the seminal
Weberian formulation, involves the control and coordination of work tasks
through a hierarchy of appropriately qualified office holders, whose authority
derives from their expertise and who rationally devise a system of rules and
procedures that are calculated to provide the most appropriate means of achieving
specified ends. This characterization comes from Weber’s ‘ideal type’ of bureau-
cracy (a construct of what a bureaucracy would look like if it existed in a pure
form—not a description of what an bureaucracy ideally should be). Managers in
work organizations are ‘appropriately qualified office holders’ in this sense. An HR
manager is thus appointed, in principle, on the grounds of their experience and
qualifications as the best person available to do the HR tasks specified in a formal
organizational job description.’ Their ‘right’ or their authority to appoint people,
instruct staff, or make workers redundant derives from their technical HR expertise
and its linking, through their formal role in the managerial hierarchy, to specific
organizational tasks.

Whilst recognizing the necessity of organization theory’s attending to the formal
aspects of organizational life, we must remember that the formal or ‘official’
aspects are always in interplay with the informal or unofficial within the ‘negotiated
order’ of every organization (Strauss et al. 1963; Strauss 1978; Day and Day 1997;
Watson 2001a). And we must also remember that organizations are ‘sites of
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situated social action’ which are influenced not only by ‘explicitly organized and
formal disciplinary knowledges’ such as marketing, production, or HRM but also
by ‘practices embedded in the broad social fabric, such as gender, ethnic and other
culturally defined social relations’ (Clegg and Hardy 1999: 4). The fact, for example,
that HR managers occupy a different class position from those occupied by many
of the workers with whom they deal inevitably influences manager—worker inter-
actions. And it has been observed that gender factors can significantly color the
interactions between HR and other managers (Miller and Coghill 1964; Watson
1977; Gooch and Ledwith 1996).

6.3 THE EMERGENCE OF
ORGANIZATION THEORY

Although bureaucracy has existed for a long time, the prevalence of bureaucratized
organizations across both public administrative and industrial spheres has been a
more recent phenomenon, coming about over the last two centuries of human
history. Over this period, various writers made contributions which might be seen
as attempts to theorize these organizational developments, most notably Adam
Smith (1776), Charles Babbage (1832), Andrew Ure (1835), Karl Marx (1867),
Frederick W. Taylor (1911), Max Weber (1922), Elton Mayo (1933), Chester Barnard
(1938), and E ] Roethlisberger and W. J Dickson (1939). Although these writers
cannot all be directly identified with a growing social scientific way of thinking and
writing about organizations they are all people who have been taken up as sources
of ideas or as inspirations by social scientists over the last half-century or so—the
period in which the recognized academic subject of organization theory has existed
(sometimes as ‘organization studies, sometimes as ‘organization science’). But
there were other very significant and previously neglected strands of organizational
thinking that went into the subject which emerged as organization theory in the
USA in the middle of the twentieth century. These were produced by the mechan-
ical engineers who moved beyond an interest in solving technological problems to
an interest in solving organizational dilemmas (Jacques 1996; Shenhav 1994, 1995,
1999; Shenhav and Weitz 2000). At first sight, we might not expect these engineers
to have a great deal of relevance to what we these days call HR issues. But as we shall
see later (pp. 113—14) this is anything but the case.

For present purposes, we simply need to note that engineers had a significant
influence on the ‘new’ subject of organization theory. Their contributions fit into
one of the two themes which Starbuck identifies as ‘motivating’ the birth of
organization theory: the theme of finding ways in which ‘organizations can operate
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more effectively’ (Starbuck 2003: 171—4). This theme can be identified with the
‘opportunities’ that organizations were perceived to be offering mankind. The
second theme, however, was one identified with perceived ‘threats’ presented by
bureaucratic organization. This was the theme of ‘bureaucracy and its defects’
(Starbuck 2003: 162). A key role in bringing these two themes into a single
organization theory was played by Selznick (1948) who, influenced by various
managerial writers like Chester Barnard, ‘departed from the sociological focus on
“bureaucracy” and framed his discussions in more general language about “organ-
izations” and “formal organizations”’ (Starbuck 2003: 170). And, says Starbuck, by
the 1960s organization theory had ‘arrived’—but with that arrival and the subse-
quent ‘expansion and affluence’ of the subject (coming about with the massive
expansion of degree programs in business) there has been significant fragmentation
(2003: 174). This is a matter with which we must now come to terms. Organization
theory is anything but a unified subject and, in examining its relevance to
and connection with HRM, we have deal with the fact that, in effect, there is more
than one organization theory that HRM has or to which HRM might relate.

»>

6.4 VARIETIES OF ORGANIZATION THEORY

Anyone wishing to turn to organization theory as a resource for the analysis of
activities like HRM faces the difficulty that there is no single coherent OT frame-
work readily available to them. Instead they find themselves presented with a
variety of theoretical perspectives. One recent overview of organization theories
covers over thirty of these (Vibert 2004) whilst another assembles the variety of
approaches into three main perspectives: the modern, the symbolic, and the
postmodern (Hatch 2006). And things have perhaps been made even more daunt-
ing by the arguments among organization theorists themselves about the extent to
which the main paradigms (the clusters of assumptions about the world and about
scientific knowledge adopted by different theorists) allegedly underlying these
various approaches are compatible with each other. Some argue, for example,
that the different theoretical, methodological, and political orientations of the
various sets of theorists are fundamentally incompatible with each other. Thus, it
is argued that any given researcher needs to locate themselves within one particular
paradigm—a functionalist, an interpretative, a radical humanist, or a radical
structuralist paradigm, say (Burrell and Morgan 1979; Jackson and Carter 2000).
An alternative approach is to switch back and forth between these various para-
digms to find insights pertinent to the area being analyzed. Hassard (1993) has
demonstrated the advantages of this strategy for organizations generally and



112 TONY WATSON

Kamoche (2000) for HRM—analyzing recruitment and training within the func-
tionalist paradigm before looking at HRM generally within the terms, first, of a
radical paradigm and, second, an interpretative paradigm. Other writers, however,
argue for the development of a single frame of reference for studying organizations
(Pfeffer 1993; Donaldson 2001).

The organization theory paradigm debate continues in the organization theory
literature (Burrell 2002; Keleman and Hassard 2003). Tsoukas and Knudsen try to
cut through all of this, however, by observing that when it comes to investigating
‘particular topics, in particular sites, organizational researchers do not so much
‘apply’ or ‘follow’ paradigms as ‘explore’ what is available to them and, ‘having to
cope coherently with all the puzzles and tensions stemming from the complexity of
the phenomena they investigate, they extend, synthesize, and/or invent concepts
(cf. Rorty 1991: 93-110)’ (Tsoukas and Knudsen 2003: 13). This corresponds to a
strategy of pragmatic pluralism (Watson 1997) which similarly follows the basic
principle of Philosophical Pragmatism (Putnam 1995; Mounce 1997; Rorty 1982) in
which knowledge is assessed in terms of how effectively it informs the projects of
the human beings who make use of it, as opposed to judging it in terms of how
closely it ‘mirrors’ or represents objectively existing realities (Rorty 1980). The
pragmatic pluralist investigator, in producing an analysis of a particular aspect of
social life, such as HRM, or of a particular set of social events or circumstances,
draws upon elements from various disciplines or perspectives to produce an
analytical framework which can stand as the conceptual foundation for that
particular investigation. Concepts are selected on the criterion of relevance to the
issues arising in the investigation. The framework which emerges must, neverthe-
less, have its own ontological, epistemological, and methodological integrity. It
cannot, for example, jump from an ontological assumption at one stage of the
analysis that organizations are pluralistic patterns of interaction involving varying
goals of a multiplicity of organizational actors to an assumption, at another stage of
the analysis, that organizations are entities possessing ‘organizational goals’ of their
own (Watson 2006).

6.5 FOUR STRANDS OF ORGANIZATION
THEORY RELEVANT TO HRM

Having established how we might bring together for purposes such as analyzing
HRM practices ideas from different ‘approaches’ within organization theory, we
need briefly to map out some examples from this variety of perspectives and note
briefly how they have played a part in the emergence of HRM so far. To do this, it is
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helpful to identify several ‘strands’ of thinking. This mapping, it must be stressed,
is produced, once again, in the spirit of Philosophical Pragmatist thinking. It has
been devised in order to help the traveler proceed on their journey, as opposed to
producing a totally ‘correct’ or accurate representation of the nature of the ground
over which that journey is to occur.

6.5.1 The Functionalist/Systems and Contingency Strand

In this strand of thinking, organizations are viewed as systems: as social entities
which function as self-regulating bodies which exchange energy and matter with
their environment in order to survive. They ingest ‘inputs’ which they convert
into ‘outputs’ The approach has some of its roots deep in historical social
thought and, at a level nearer the surface of the soil in which it grew, in the
‘structural functional’ style of sociological thinking which set out to explain
various social institutions and aspects of social institutions in terms of the
functions that they fulfill for the overall social ‘whole’ (or ‘system’) of which
they are a part (Abrahamson 2001; Colomy 1990). Thus, to take a very simple
example, one would explain the high rewards paid to senior managers, relative to
the wages paid to ordinary workers, by arguing that the organizational system in
which these people are employed, in order to continue in existence, needs the
expertise that can only be obtained if those relatively higher incomes are pro-
vided. Relative differences of class or organizational power are not considered and
neither are the deliberate efforts of managers to give themselves a relative
material advantage in the organizations which they run. In spite of the danger
of removing human initiative or agency from explanations of what happens in
organizations, systems analyses have the advantage of making us constantly aware
that organizations are more than the sums of the parts from which they are
made: they are patterns of relations which need constantly to be adapted to allow
the organization to continue in existence. It also stresses that what happens in
one part of an organization (in one ‘subsystem’) tends to have implications for
what happens in other parts or ‘subsystems.

Systems approaches to organizations have roots other than those in social
thought and social science. They have also been influenced by biological thinking
and by ‘general systems thinking, a cross-disciplinary scientific way of thinking
about a whole range of different phenomena (Boulding 1956; Von Bertalanfty 1972;
Emery 1969). But systems thinking in the organizational sphere has also been
significantly influenced by the contributions made by engineers (above p. 110).
The outcome of this is that a powerful metaphor in management thought, which
has been of immense attractiveness to managers, has been that of the organization
as a system, as a big social machine which takes in raw material, knowledge, and
human effort and outputs various goods and services, with this whole apparatus
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being designed and controlled by the expert ‘human engineer’ managers who are
appointed to fulfill the organization’s ‘goals’ (Watson 2006). Such a conception
inevitably has a powerful attraction for people trying both to explain and give
legitimacy to the personnel management or HR ‘function’ in an organization: its
role is portrayed as one of dealing with the human ‘input’ to the organizational
system, not just recruiting the labor that the system needs but also administering
and developing it so that it most effectively plays its role in producing the system’s
outputs. Personnel matters played a central part in the work of the engineering
‘systematizers’ who were, in effect, the proto-organization theorists who did so
much to shape both organization theory and management practices in the twen-
tieth century. These people, Shenhav tells us, applied mechanical engineering
methods, not just to the administrative restructuring of firms and their accounting
procedures but also to the determination of wages and the selection criteria in
employment (2003: 187). Among the magazines that helped disseminate this
systems ideology was the periodical Personnel and, as Shenhav notes, ‘many of
the subsequent scholars of organizations were readers and writers for these maga-
zines’ and the articles, often collected in book form, provided ‘the seedbed from
which discourse on rational organizations grew’ (2003: 191).

The discourse on rational organization and personnel management that
emerged and is most clearly made manifest in the textbooks used across the
English-speaking world was not just rooted in a systems view of organizations, it
was also normative and prescriptive, as Legge’s (1978) analysis of those texts shows.
In reaction to this tendency, Legge took a significant step forward by arguing for a
non-prescriptive organization theory approach to personnel management. The
prescriptive approach, she argued, led to confusions about organizational goals
and personnel objectives which, in turn, led to further confusions ‘about the nature
of the personnel function itself’ (1978: 16). Also, the ‘prescriptive intention of these
books’ succumbed to ‘stilted generalizations that neglect both the complexities and
dynamism of real organizations’ (1978: 16). This move is significant because it
marks the point—alongside the present author’s sociological study of the person-
nel occupation (Watson 1977 and below, p. 117)—where personnel/HR matters
began to be studied in a social scientific style where the priority is given to analysis,
explanation, and understanding of employment management phenomena as
opposed to seeking ‘best practices’ that managers might adopt. Legge’s research
focused on the tensions and ambiguities with which personnel managers have to
deal and she pointed to contingency theory as a resource which personnel man-
agers, acting as applied social scientists within their own organizations, might use
to overcome some of these tensions and conflicts. The contingency theory version
of systems thinking (Donaldson 2001) is concerned with how the contingent
circumstances of organizations (their size, technology, business environment,
and so on) ‘influence the organization’s internal structures and processes’ (Legge
1978: 97). The ‘contingency insight, as we might call it, has been brought forward
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into a non-functionalist style of analysis (i.e. one in which contingencies are given
no ‘determining’ role) by Child (1972, 1997), who links contingent circumstances to
strategic managerial choices, an insight that can valuably inform how we under-
stand the ways in which different HR strategies are chosen in different circumstan-
ces (Watson 2004, 2005).

In the 1980s, the employment management aspects of organizations began to
be examined in a new way, one which saw a relabeling of the activity as HRM
rather than as personnel management or personnel administration. The factors
behind this and the key characteristics of the ‘new” HRM are discussed in Chapter 2.
The renewal of scholarly interest in employment management processes and
practices might have been a point at which organization theory resources were
turned to. But this did not happen. And HRM has continued to ‘follow a
different lead’ theoretically (Morgan 2000: 860). Why was this the case? On the
one hand, there was the fact that organization theory had moved firmly away
from its earlier managerial origins, with its re-engagement with the more critical
version of Weberian sociology that was now available (below pp. 116-17), the
revisiting of Marxian labor process thinking (below pp. 117-19) and the growing
‘interpretativist’ interest in human agency, language, and meanings which fol-
lowed from the broad sociological rejection of functionalist theorizing (this
clearly signaled by Silverman 1970; see also Reed 1996). This meant that organ-
ization theory was moving quickly away from its earlier systems-thinking base.
But, on the other hand, systems ideas were too valuable to the HRM project for
them to be abandoned in the way organization theory had largely done. Systems
thinking had what might almost be seen as a natural affinity with the new HRM.
‘HRM’ thinking therefore tended to follow its own direction. This was one more
consistent with the earlier, more managerially engaged, systems-based, organiza-
tion theory. As Jacques observes, the three themes of the new thinking—‘com-
prehensive as opposed to patchwork direction of the human function in
organizations; linking operational HR issues to the firm’s strategy and structure;
learning to regard expenditures on labor and worker-embodied knowledge as an
investment rather than an expense’—represented a clear continuity with earlier
managerially oriented American social science (1995: 202). The message of the
new HRM, to put it at its simplest, was ‘integrate, integrate, integrate’ and,
theoretically, this tends to mean in the social sciences ‘systems, systems, systems.
What Greenwood calls a ‘mainstream HRM’ thus takes a ‘systems maintenance or
functionalist approach, viewing HRM as a mechanism for the attainment of
organizational goals’ (2002: 262).

The main theoretical thrust within HRM research and writing is clearly in the
area of the relationship between HRM practice and corporate strategies (Tichy et al.
1982; Schuler et al. 2001). This work is covered in Chapters 3, 5, 26, and 27. There is a
considerable input here from economics, a discipline which, as Guest notes, is very
much ‘theory-led, and therefore has the potential to help overcome the general
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theoretical inadequacies of HRM (2001: 1093). But a systems emphasis plays a
significant role in this work (Sanchez-Runde 2001) and systems ideas are advocated,
beyond this, as a means to better integrated management performance (Broedling
1999), as a means for analyzing different national models of HRM (Hendry 2003),
and as a means for linking HRM to general management (Ghorpade 2004).

6.5.2 The Weberian Strand

As has already been implied, Max Weber is a key figure, if not the key figure, in
organization theory. It has often been commented that much of the six-or-so
decades of the history of organization theory has been a debate with Weber’s
ideas on bureaucracy. But the ‘Weberian’ ideas that were brought into early
organization theory in mid-twentieth-century America were a particular version
of those ideas that were selected and ‘framed’ in a way that resonated with the
dominant managerial interests of the time in overcoming the problems inherent
in bureaucracy and finding ways of improving the effectiveness of organizations.
In this early organization theory writing, scholars such as Blau (1955), Gouldner
(1954), and Thompson (1967) ‘assumed that Weber equated rationality with
efficiency’ (Shenhav 2003: 196), with the effect that ‘bureaucracy was reified and
was used as an ahistorical framework for effective functioning implying a per-
formative intent in his scheme’ (Shenhav 2003: 197). This strand of thinking in
organization theory, which we might cheekily label the ‘counterfeit-Weberian’
strand, has to be contrasted with a much more sociological, critical, and theoret-
ically sophisticated version of Weber’s contribution to the field which scholars
subsequently found themselves able to make in the light of newer translations and
readings of his work (Albrow 1970; Beetham 1996; Eldridge 1971; Kalberg 2005; Ray
and Reed 1994; Ritzer and Goodman 2003: ch. 4; Turner 1996).

The newer appreciation of Weber’s work recognizes that his key contribution is
to locate bureaucratized organizations in their historical and political context and
to acknowledge that, alongside whatever significant advantages they offer human
beings, they also present problems for human freedom and expression. The
contemporary, non-managerialist, Weberian strand of thinking in organization
theory, then, is one that recognizes that organizations are sites of rivalries, conflicts
of interest, and power in which a ‘paradox of consequence’ typically comes into
play: a tendency for the means chosen to achieve ends in the social world to
undermine or defeat those ends. A simple example of this, in practice, might be
the well-known tendency for performance indicators or metrics (often introduced
by HR managers to monitor certain organizational behaviors with a view to
encouraging people to perform better) to set minimum standards of performance
in practice, thus actually discouraging improved performances (‘We have fulfilled
our quota of job upgradings for this month, why should we do any more?’).
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The means chosen to achieve a certain end has become an end it itself—thus
undermining the achieving of the purpose for which it was designed.

The present author’s study of the personnel management occupation (Watson
1977) set the work of personnel managers firmly in this context of handling conflicts
and contradictions in social life, at the societal, organizational, and departmental
level. The personnel occupation was shown to have come about, not because of the
‘system needs” which required it (which would be a functionalist analysis) but—
following Weber’s focus upon the interaction of ideas and interests in processes of
social change (Bendix 1966)—because particular historical actors came forward and
created an occupation to handle some of the unintended consequences of processes
of rationalization. Personnel management is thus shown to be both an outcome
of the rationalization process of social life and employment and a reactor to it—in
the sense that it takes on many of the tensions, conflicts, contradictions, and
ambiguities that come about in the modern bureaucratized enterprise.

New institutionalism is a development of broadly Weberian thinking. It is
increasingly being applied to HRM (Purcell 1999), in part to counter an over-
emphasis on economic rationality of the ‘resource-based view’ of the firm which
plays a key role in economic/strategic management analyses (Boxall 1996). The new
institutionalism follows Weber in putting alongside economic rationality factors
(zweckrationalitiit), normative or value-based (wertrationalitiit) factors. It puts
particular emphasis on the various pressures on organizations to become similar
to each other. Paauwe and Boselie (2003 and this Handbook, Chapter 9), for
example, suggest ways in which the three institutional mechanisms influencing
organizational decision-making identified in DiMaggio and Powell’s (1983) seminal
article can be related to HRM. Coercive mechanisms include trade unions and
government legislation; mimetic mechanisms include the imitating of the strategies
of competitors and the various management fads and fashions; normative mech-
anisms include such things as occupational HR training and links through HR
managers’ professional bodies (Paauwe and Boselie 2003: 60). And Boxall and
Purcell point to the pursuit of ‘social legitimacy’ (one of the ‘three key goals for
HRM’, 2003: 33; cf. Lees 1997) as a significant factor pressing organizations to
become similar to each other.

6.5.3 The Marxian Strand

The notion of unintended consequences of deliberate human actions that plays a
key role in the Weberian strand of thinking also arises in Marxian thinking in the
notion of the contradictions within capitalism. Modern institutions of employ-
ment, of which ‘HRM’ is a part, are central to the capitalist mode of production.
But these institutions are part and parcel of a class system, given that they are based
on a logic in which a capital-owning class, through a managed ‘labor process,
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extracts surplus value from members of an employee class. And within this set of
relations lie the seeds of the capitalist political economy’s eventual destruction. The
people working for a wage or salary eventually come to realize that they share the
objective position of being exploited. They reject the ideologies that misled them
into accepting their situation and they abandon a “falsely conscious’ appreciation of
their place in society. They consequently ‘rise up’ and throw off their oppressors.
This may seem so unlikely to any observer of the contemporary scene that they are
tempted to dismiss out of hand such a way of looking at organizational structures
and class processes. However, the underlying insight may still be valid: just because
contradictions do not seem likely to lead to capitalist failure in any foreseeable
future, it does not mean that the underlying fault lines are not there and do not
need to be taken account of in any realistic organization theory. And as Desai
(2002) has pointed out, there are characteristics in the dominant forms that
capitalism is coming to take in the twenty-first century that are far from incon-
sistent with the long-term analysis in Marx’s writing.

Marxian thinking has perhaps had its greatest impact on organization theory in
the analysis of trends in the shaping of labor processes in modern organizations
(Grugulis et al. 2000-1; Spencer 2000; see also Chapter 8 below). This analysis of
trends in the design, control, and monitoring of work activities by managers
(acting as agents of the capital-owning class to extract surplus value from the
labor activity of employees) was stimulated by Braverman’s (1974) argument that
the logic of capitalist employment relations has led to a general trend towards the
deskilling, routinizing, and mechanizing of jobs across the employment spectrum.
In his influential book, he wrote of the role of people like personnel managers as
‘the maintenance crew for the human machinery:” ‘personnel departments and
academics have busied themselves with the selection, training, manipulation,
pacification and adjustment of “manpower” to suit the work processes’ (1974: 87).
Subsequent thinking, however, whilst working within the same radical tradition as
Braverman, has recognized that capitalist interests are better served by upgrading
work in some circumstances and by downgrading it in others (Friedmann 1977;
Edwards 1979). This insight can be incorporated into broader critical thinking
about HRM by considering ways in which HR strategists will tend to lean towards
‘low commitment, direct control, human resourcing practices when employee
constituencies are perceived as creating low strategic uncertainty and towards
‘high commitment, indirect control, human resourcing practices when employee
constituencies are perceived as creating high strategic uncertainty’ (Watson 2004: 458).

Marxist thinking has perhaps not had as significant a direct impact on theorizing
about HRM as it has had on academic industrial relations (Hyman 1989). But its
indirect influence is there in all those approaches which pay attention to the
indeterminacy of employment relationships and to the structural conflicts of
interest which pervade them (e.g. Boxall 1992; Coff 1997; Evans and Genadry 1999;
Purcell and Ahlstrand 1994). Marxist thinking also informs the ‘currently popular
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distinction between the rhetoric and reality of HRM in contemporary debates’
which ‘essentially replays an identical relationship between ideological practice and
the truth’ to that seen in Marxist discourse (Barratt 2003: 1071). Legge illustrates
this Marxian tendency when she analyzes HRM rhetoric, for example, as ‘masking
the intensification and commodification of labor’ (1995: 325). Although it was
recast in Weberian terms as an example of the paradox of consequences,
there was an echo of Marx in the Watson (1977) account of the societal role of
personnel management as one caught up in managing some of the ‘contradictions
of capitalism.

6.5.4 The Post-Structuralist and Discursive Strand

The post-structuralist element of social thought, closely connected to ‘postmodern’
thinking, treats human and social reality as if it were a text—a set of signs which are
not tied into any kind of pre-existing reality. The implication of this is that there is
no basic truth outside language and that there is no reality separate from the ways
in which we write and talk about the world. Thus, as Westwood and Linstead put it
with regard to organizations, ‘Organization has no autonomous, stable or struc-
tural status outside the text that constitutes it’ (2001: 4). This means, Reed observes,
that any ‘quest for universal, scientific generalizations or principles of organization
and management, that has played a dominant role in organization theory’s histor-
ical and intellectual development, is firmly rejected in favor of a much more
relativist and political conception of knowledge production and diffusion’ (2005:
1623). The post-structuralist theorist who has had the greatest impact on organ-
ization theory has been Foucault, and central to the parts of his work that have
been taken up by writers on work and organization has been his emphasis on
‘decentring the human subject.” This entails rejecting any concept of an autono-
mous thinking and feeling human subject with an essential and unique personality
or ‘self. The human being’s notion of ‘who and what they are’ is shaped by the
discourses which surround them. These discourses exert power over people by
creating the categories into which they are fitted: ‘the homosexual, ‘the criminal,
the ‘mentally ill, for example (Foucault 1980). Such categories not only define for
people ‘who they are’ but lay down the ways in which people are to be treated by
others.

The relevance of these insights to issues of human resourcing is fairly obvious.
Discourses are society’s statements of ‘truth and knowledge’ and, as McKinlay and
Starkey (1998) put it, these are the means whereby ‘society manages itself. There is
a potential, then, for theorizing HRM in these terms: as a set of statements of truth
and knowledge through which people’s subjectivities are managed in modern
societies. This has been taken up by Townley who analyzes HRM as a ‘discourse
and technology of power that aims to resolve the gap inherent in the contract of
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employment between the capacity to work and its exercise and, thereby, organize
workers into a collective, productive power or force’ (1994: 138). Findlay and
Newton (1998) focus on appraisal practices to demonstrate the insights that
Foucauldian thinking has to offer and Barratt (2003) puts forward a spirited defense
of Foucauldian perspectives on HRM and HRM-related issues in response to its
critics. Legge (1995) looks at the discourse of HRM in a similar manner and has also
utilized post-structuralist ideas of deconstruction (Derrida 1978) to enable readers
of HRM to ‘take apart the texts and stories of the advocates of human resource
management’ to bring out their paradoxes, contradictions, and absences (2001: 53).

Discourse analysis, it should be noted, is not only used by organization theorists
following a post-structuralist line of argument (see Alvesson and Karreman 2000;
Grant et al. 1998, 2004). Watson (2001b) used a concept of discourse to identify two
rival ways in which human resourcing issues were understood and acted upon in a
large business organization and Francis and Sinclair have applied it to cases of
‘HRM-based change’ (2003).

6.6 ConcLUsIONS: THEORIZING HRM wiTH
RESOURCES FROM ORGANIZATION THEORY

It was suggested earlier that the way forward in the relationship between organ-
ization theory and HRM might be one in which pragmatic pluralist principles are
followed. This would mean that, within an ontologically and epistemologically
consistent framework, concepts are drawn from the various theoretical traditions
or ‘strands’ to deepen our understanding of HRM practices. Table 6.1 summarizes
the above analysis of the various strands of organization theory which have had an
impact on HRM. And, in its right-hand column, the table identifies some of the
ideas that can be brought together from the four strands to analyze HRM practices
and events.

The theoretical resources set out in the right-hand column of Table 6.1 do not
constitute a complete ‘theory of HRM. What is provided here is nevertheless
inevitably informed by the broader theorizing of personnel and HR institutions
developed by the present author. That theorizing has occurred in the context of
attempting to make sense of and explain events observed in detailed case-study
research on the shaping of HR strategies in ‘real life’ (as opposed to textbook
idealizations) practices of employing organizations. The analysis of strategic
changes in a case study business (Watson 2004, 2005) attempts to go beyond
what is typically produced in the mainstream HRM literature and handles—and
relates to each other—both the ‘micro’ and the ‘macro’ aspects of HRM processes.
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Table 6.1 The contributions of four strands of organization theory to HRM

Role of proto-

Role of OT in the

Role of OT in

The potential role of OT

OT in the social scientific academic HRM in the future analysis of
emergence of study of personnel HRM: contributions from
personnel management four OT strands which
practices might be utilized within
a ‘pragmatic pluralist’
framework
Functionalist/ Mechanical ~ Contingency theory Preference for a Acceptance of the notion
systems engineers identified as an systems (and often  of the organization as a
strand and the expert resource prescriptive) style recognizable pattern
'systematizing' which personnel  of thinking which of actions and
of employment managers might ~ OT had largely commitments but
practices use to deal with  abandoned; greater without retaining a
the ambiguities influence of strategic conception of the
and tensions management and organization as an entity
inherent in their ~ economics in more  with goals or purposes of
roles (Legge 1978) formal theorizing its own; contingent
than OT circumstances
understood as matters
interpreted by managers
and taken into account
in strategic choices
Weberian Personnel Emerging attention HRM experts understood
strand management to the institutional  as employed by owning/

seen as both a
manifestation
of societal
rationalization
processes and a
handler of its
unintended
consequences in
the sphere of
employment;
interaction of
human ‘interests
and ideas' in
context of rival
priorities among
personnel and
other managers
(Watson 1977)

pressures towards
organizational

'isomorphism' which

make HR practices
more similar across

different employing

organizations and
disseminate HRM

thinking generally
(Paauwe and Boselie

2003; Boxall and
Purcell 2003)

dominant interests to
work within a
bureaucratic logic of
authority based on
expertise; the division

of labor within that
bureaucracy leading to
(unintended) tensions
and rivalries between HR
and other managers who,
at the same time as
working to bring about
the continuation of the
enterprise, act to further
their personal and career
interests—all of this
occurring in the context
of (a) the ambiguities,
conflicts, and
uncertainties inherent in
work organizations and

(continued)
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Table 6.1 (continued)

Role of Role of OT in the  Role of OT in The potential role of OT
proto-OT social scientific academic HRM in the future analysis of
in the study of personnel HRM: contributions from
emergence of management four OT strands which
personnel might be utilized within
practices a '‘pragmatic pluralist’

framework

employment

relationships and (b) the
continuous danger of
chosen means coming to
subvert the ends which
they were designed to

fulfill
Marxian Marxist industrial ~ Conflict manage- HRM activities set in the
strand relations (Hyman  ment seen as a vital context of the
1989) part of HRM; labor  reproduction of

process analysis; patterns of advantage

ideology unmasking and disadvantage,

in ‘critical HRM' globally as well as

(Legge 1995) nationally
Post- Post-structuralist HRM discourse
structuralist ‘critical HRM' understood as shaping
and discursive (Townley 1994) working assumptions of
strand HR actors and providing

sense-making resources
for their use in
sense-making and
initiatives

Attention is paid to the detailed roles played by specific organizational actors with
their particular personal values, career interests, and organizational situations. But
these issues in the case study business are analytically located within and related
to a global political economy and a broader societal culture in which matters like
class, gender, and occupation are shown to play an important part. Similarly, the
theorizing pays attention to the interplay between material interests and structures
of domination, on the one hand, and matters of language and discursive practice
on the other. And, further, the theorizing is sensitive to the interplay between
constraining/enabling circumstances and contingencies, on the one hand, and
managerial and personal choices on the other.

The style of organizational theorizing advocated here is a critical and a social
scientific one. This fits with the general trend whereby organization theory has
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broken free from its earlier managerialist anchor and its concern with making
organizations more competitive or effective. HRM writers, it would seem, have
been reluctant to sever these ropes (Watson 2004). Hence, it can be argued that
there needs to be more utilizing of critical social science thinking generally and
non-managerialist organization theory specifically in the study of HRM. But in no
way whatsoever is this to argue for HRM research and writing which lacks
relevance for people with a practical involvement in HRM. Nobody at all is helped
by analyses that confuse the ‘is’ and the ‘ought’ of HR practices. In the final
analysis, good theory tells us about ‘how things work in the world’ And if
organization theory can help us produce ‘good theories’ about how HRM processes
‘work’ in practice then it will be of equal relevance and value to everyone involved
with HRM. It will equally inform the thinking and the actions of people who want
to develop HRM skills, people who want to challenge HRM institutions, and
people who simply want to reflect in a detached and scholarly manner upon
HRM institutions and practices.
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CHAPTER 7

HRM AND THE

WORKER
TOWARDS A NEW
PSYCHOLOGICAL

CONTRACT?

DAVID E. GUEST

7.1 INTRODUCTION

For managers who accept the argument that effective management of human
resources provides a distinctive basis for competitive advantage (Barney and
Wright 1998), the case for taking human resource management seriously is
compelling. But terms sometimes associated with advocacy of strategic human
resource management such as a ‘full utilization of the workforce’ or ‘exploiting
your assets’ do not bode well for the workers who constitute those human
resources. So what’s in it for the workers? Does human resource management
(HRM) offer them a positive deal or is it, as Keenoy (1990) once suggested, ‘a
wolf in sheep’s clothing? This chapter will explore HRM from a worker’s
perspective. It will build on an analytic framework proposed by Wright and
Boswell (2002) and utilize the concept of the psychological contract to consider
how HRM helps to shape workers’ attitudes and behavior and in particular their
satisfaction and well-being.
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Some of the language of strategic HRM has provided ammunition for critics who
might see it as little more than a different system of management control designed to
enmesh the worker more deeply in the organization while offering little in return.
This means that we must first consider what we mean by HRM and how it relates to
the long-standing issue of managerial control. This is important because it helps to
provide a context for some of the debates on the role of HRM and in particular some
of the more critical writing about HRM as a potential form of exploitation of
workers. The analysis of the shifting basis for control can also be linked to debates
abouta ‘new deal’ that have helped to stimulate interest in the psychological contract.

7.2 HRM, MANAGERIAL CONTROL, AND THE
NEw PsycHOLOGICAL CONTRACT

In highlighting the role of HRM as a potential source of competitive advantage,
Barney was pointing to an opportunity but not providing a solution, since he did
not advocate a form of HRM most likely to provide competitive advantage. His
background in strategic management meant that he leant towards a contingency
approach whereby HRM should be designed to fit with the wider strategic thrust of
the organization. However, this still leaves open the question of whether it is
possible to identify dominant approaches to HRM that might be adopted in
specific contexts. Writers from Miles and Snow (1984) to Boxall and Purcell
(2003) have tried to provide answers.

Not everyone agreed that a contingency approach was appropriate. Walton
(1985), an early and influential voice in the debates on HRM, argued that we needed
to move from what he termed ‘control’ to ‘commitment’ as the basis for managing
the workforce. Walton’s essential case was that the traditional model of tight
managerial control over the workforce was no longer effective, largely because it
was based on the wrong set of assumptions about the nature of contemporary work
and the contemporary workforce and therefore about how best to manage it.
Furthermore, he argued that there were efficiencies in a high-commitment model
since it meant that workers exercised self-control, obviating the need for
external control over behavior and performance, and research on organizational
commitment (e.g. Meyer and Allen 1997) reveals a consistent association with lower
labor turnover. Therefore, there are likely to be gains for the organization through
improved performance and improved retention and gains for the workforce
through greater autonomy, control, and intrinsic job satisfaction. More controver-
sially, Walton implied that the commitment model was likely to be more effective in
all contexts. He was therefore an early advocate of a universalist model of HRM.
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High-commitment management, as a distinctive approach to HRM, challenged
the traditional basis for management control by suggesting that what was required
was a move from external control through management systems, technology, and
supervision to self-control by workers or teams of workers who, because of their
commitment to the organization, would exercise responsible autonomy and con-
trol in the interests of the organization. Another way of describing it is to suggest
that the way in which managers and professionals have traditionally been managed,
based on assumptions about their motivation and commitment, should be
extended throughout the workforce. To many managers, this might appear to be
a high risk.

The contrast between control and commitment has been used to describe
different approaches to HRM. The distinction has also been described as top-
down versus bottom-up management (Appelbaum and Batt 1994), a ‘low road” and
a ‘high road’ approach (Milkman 1997), and ‘hard’ versus ‘soft HRM (Storey 1992).

Influenced partly by the vogue for process re-engineering and partly by research
in organizational psychology and labor economics, another approach to HRM is
often manifested through an emphasis on performance management. The effective
adoption of best HR practices remains as the heart of this approach; but it differs
from the high-commitment model in the important respect that management
retains much of its control. The focus is on the adoption of practices designed to
maximize high performance by ensuring high levels of competence and motiv-
ation. The relevant HR practices, which have their roots in goal-setting theory
(Locke and Latham 1990) and, to a lesser extent, expectancy theory (Lawler 1971),
offer an approach to fully utilizing employees. If the focus remains exclusively on
high performance, it displays little concern for worker well-being.

This short analysis reveals two ‘ideal type” approaches to HRM that address the
issue of control of workers in rather different ways. The ‘high-commitment’ model
appears to cede control to employees by emphasizing self-control alongside but
also as a means of generating high commitment. The ‘performance management’
model allows managers to retain control and uses HR practices as a means
of directing workers’ efforts more effectively. The former emphasizes intrinsic
control and intrinsic rewards; the latter emphasizes external control and extrinsic
rewards.

Attempts have been made to integrate elements of these two contrasting
approaches. At a strategic level, this might be achieved through the concept of
flexibility. In the UK, the initial idea of the flexible firm was based on a distinction
between a core group of key workers and a peripheral group who were less central
to the success of the organization (Atkinson 1984). The implication was that most
key workers could be managed using a high-commitment model while peripheral
workers required tighter performance management. Indeed, this second group
could either be managed differently or possibly offered different kinds of contract
or subcontracted to other firms.
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A somewhat different perspective on flexibility has been presented by Lepak and
Snell (1999) who argue that it is appropriate to recognize different categories of
worker and to develop distinctive HR practices to reflect these differences. In their
model, they outline four categories based on the value and uniqueness of human
capital. Where both are high, they suggest that a high-commitment approach to
HRM will be most appropriate; where both are low, a more contractual relation-
ship with a narrower focus on performance will be more effective. The core of the
flexibility argument is that the approach to HRM should be determined by
strategically identified characteristics of the workforce. It implies that HRM is
likely to be differentiated across organizations but also within organizations and
therefore, potentially, to affect different categories of worker in different ways.

A second attempt to reconcile these contrasting approaches to HRM and control
of the workforce is offered by advocates of what has come to be described as ‘high
performance’ or ‘high involvement’ (Batt 2002) work systems. Building on expect-
ancy theory, Becker et al. (1997) and Guest (1997) suggested that high performance
depends on adopting HR practices that lead to workers having high ability/
competence, high motivation, and an opportunity to contribute through jobs
that provide the discretion, autonomy, and control to use the knowledge and skills
and to exercise motivation. A key feature of this approach is that it places
employees at the centre of HRM. Furthermore, with its elements of internal and
external control and intrinsic and extrinsic incentives, it perhaps offers a pragmatic
approach to high performance. Nevertheless, its focus is on performance, and
despite taking account of issues such as trust and job security, it has little explicit
to say about workers’ satisfaction and well-being. The key challenge for HRM
within the framework being adopted here, which places the worker at the centre of
the agenda, is to identify the circumstances under which HR policy and practice
can result in both high performance and high levels of employee satisfaction and
well-being.

While the differing approaches to HRM and management control imply rather
different views about workers and may appear to show different degrees of concern
about workers’ well-being, they are all invariably presented essentially as routes to
better performance. Walton implies that, like it or not, in the contemporary
workplace there is no choice but to manage with the commitment rather than
the compliance of the workforce. Yet this is still an argument about organizational
performance rather than worker well-being and leaves open questions about the
association between organizational performance and worker well-being.

Although there has been a continuing, albeit often low-key dimension in the
debate on the relationship between HRM and performance about the need to take
more seriously the role of employees, in practice, most of the research on HRM and
performance has neglected what has been termed the ‘black box’ or the process
whereby HRM affects performance. However, it is generally acknowledged that it
must be partly through its impact on the attitudes and behavior of the workforce.
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There is therefore a strong case for exploring the impact of HRM on employees or,
to put it another way, how employees react to HRM. There is an even stronger case
for incorporating this into the study of any link between HRM and performance to
test for any full or partial mediation effect of employee attitudes and behavior.
These issues are explored in some detail elsewhere in the book and we will therefore
not pursue them further here. Instead we will focus more directly on outcomes of
primary concern to employees. These include intrinsic and extrinsic rewards, job
satisfaction, well-being, and the wider issues of work-life balance, health, and life
satisfaction. The framework of the psychological contract, which is introduced in
the next section, implies that a positive deal may result in benefits for both the
employer and the employees; in other words, while the focus is on employee-
centered outcomes, they may be linked to employer-relevant outcomes as well.

Before moving on, it is important to clarify two central terms used in the
remainder of this chapter. First, a distinction has been drawn between approaches
to HRM. As other chapters highlight, there is no clear consensus in research and
writing about either the conceptual or operational definition of HRM. Reference
will be made to studies that address ‘high-involvement, ‘high-commitment’ and
‘high-performance work systems.” As implied above, these overlap considerably.
Irrespective of the term used, the focus will be on their association with employee
attitudes, behavior, and well-being.

The second term that is extensively used in this chapter is ‘worker well-being.
This goes beyond job satisfaction to cover the mental and physical health of
workers. Therefore, while it includes job satisfaction, it also covers work-related
stress and in the context of current debates, and insofar as there is spillover, can
also be extended to include work-life balance and satisfaction with life as a whole.
These are issues of central concern to many workers but of more marginal interest
to organizations. They have not been a typical focus of studies of the impact of
HRM.

7.3 THE ROLE OF THE PSYCHOLOGICAL
CONTRACT

The aim of achieving both organizational and individual goals—of gaining both
high performance and high employee satisfaction—implies some form of exchange,
a deal in which both sides can win. It is in this context that the psychological
contract may help to provide some insights. There have been three main reasons
for the growth of interest in the psychological contract as a potentially useful
analytic framework. The first is the belief that the core of the deal is changing



HRM: TOWARDS A NEW PSYCHOLOGICAL CONTRACT? 133

(Rousseau 1995; Herriot and Pemberton 1995). The second is that organizational
change is now so pervasive that sooner or later any deal is in trouble, creating scope
for breach and violation (Morrison and Robinson 1997), and making the retention
of employee commitment, even with the best of HR practices, more difficult to
achieve. The third is the argument that the nature of deal-making is changing from
general deals to more idiosyncratic deals, putting more pressure on local manage-
ment to make and manage them (Rousseau 2001).

Before exploring these issues in more detail, we need to define the psychological
contract. There are various definitions but the one that we will use defines the
psychological contract as ‘the perceptions of both parties to the employment rela-
tionship, organization and individual, of the reciprocal promises and obligations
implied in that relationship’ (Herriot and Pemberton 1997; Guest and Conway
2002b). These promises and obligations can range from those that are clear and
explicit and close to components of the formal employment contract, such as more
pay in exchange for better performance; to others that are more informal and
implicit such as a boss—subordinate agreement about flexible working hours to
accommodate domestic circumstances. While both parties should be aware of the
exchange, there is scope, particularly in the more informal deals, for misunderstand-
ing and disagreement. It has been suggested elsewhere (Guest 2004) that to fully
understand the potential consequences of the psychological contract, it is important
additionally to take into account issues of fairness and trust. This is because the ‘deal’
may have been agreed by a worker but may be judged partly in the context of the deals
made with others. Also, it is possible that promises are being met at present but a
continuing contribution is likely to be based partly on an assessment of whether the
other party to the deal can be trusted to continue to deliver in the future.

The argument about the changing nature of the psychological contract is
sometimes presented in terms of an old and a new deal (Herriot and Pemberton
1995). In the context of managerial and professional workers, this can be described
as a shift from an upwardly mobile long-term career with the same organization in
return for loyalty and good performance, to provision of challenging work and
development opportunities in exchange for high performance. The distinctive
changes concern a reduced focus on loyalty and commitment in return for security,
with greater emphasis instead on notions of employability (Bridges 1995) and
boundaryless careers (Arthur and Rousseau 1996). For non-managerial workers,
the change is away from the old idea of a fair day’s work for a fair day’s pay towards
a greater emphasis on pay related to contribution and an expectation of flexibility
that can fly in the face of traditional approaches to defining roles and rewards based
on job analysis and job evaluation. All this implies a more challenging environment
for workers at all levels.

These changes have been defined within the psychological contract literature
along a number of dimensions of which the best known is the distinction between
transactional and relational contracts. Transactional contracts are those that are



134 DAVID E. GUEST

clearly defined, time bound, and easy to monitor. Relational contracts are more
implicit and informal and less easy to tie down and monitor. Some of the literature,
focusing on change in psychological contracts, and mindful of the claimed growth
in numerical flexibility reflected in portfolio workers and boundaryless careers, has
suggested a move towards transactional contracts. A contrasting literature, focus-
ing more on functional flexibility, has suggested a move to relational contracts. An
example of this would be a blurring of what constitutes organizational citizenship
behavior and a concern that extra-role activities such as staying late at work as a
matter of course, and reflecting a long hours culture, becomes an informal norm.
The transactional-relational distinction was initially brought to the analysis of
psychological contracts by Rousseau, who found support for it in some of her early
empirical work (Rousseau 1990). However, Coyle-Shapiro and Kessler (2000)
found three factors and Hui et al. (2004) also found three, adding a ‘balanced’
factor to the first two. Furthermore, the boundary between transactional and
relational elements is, in some cases, far from clear. There is therefore some
doubt about the validity of the distinction, doubt about the direction of any
change, and, more fundamentally, doubt about whether it makes sense to consider
a move in one direction or another. If two or three relatively independent dimen-
sions are identified, then it should be possible to be simultaneously high or low on
each or all of them.

Nevertheless, the argument about the changing nature of the psychological
contract poses distinctive challenges for the human resource function. First, it is
important to have policies and practices that can keep up with a rapidly changing
context and also tap in to changing employee expectations. In recent years, the
growing interest in work-life balance provides a good example of this. Second, it is
probably wise to expect that some people are going to believe that their psycho-
logical contract has been breached. Indeed, Conway and Briner (2002a) found that
psychological contracts are breached on an almost daily basis. However, they also
indicate that if breach of the psychological contract is an everyday occurrence, then
it may not be too serious. Morrison and Robinson (1997) have drawn a distinction
between breach and violation. The step up to violation occurs when there is an
emotional reaction and the worker feels affronted and upset by the experience. The
challenge for the HR profession is to ensure that this rarely happens since it is
invariably associated with negative outcomes for both individual and employer
(Conway and Briner 2005).

A related challenge for the HR function is a shift from general to idiosyncratic
contracts. General deals are relatively easy to monitor and manage from the centre.
The case made by Rousseau (2001, 2003) is that the growth in flexibility, concerns for
work-life balance, and the reducing size of many workplaces means that key
elements of the psychological contract are negotiated at the local level between
the employee and her line manager. The kind of social exchange that has long
been recognized in the context of leader—member exchange (LMX) theory
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(Yukl 2005) will become more pervasive. As a result, they may be out of the control
of the HR department, which needs to ensure that line managers fully understand
their obligations as agents of the organization in making informal arrangements
with employees.

One way in which this might be achieved has been suggested by Bowen and
Ostroff (2004). They argue that to understand how HRM has an impact, we need to
look not only at the system of practices but also at supporting processes. They
highlight in particular the role of organizational climate as a powerful mediating
variable, a view supported in the research of Gelade and Ivery (2003). More
specifically, they acknowledge, in line with the conventional analysis of the psycho-
logical contract, that on the basis of their experiences, individuals will perceive
psychological climates; they argue that the key is to turn these into collective
climates and thereby enhance the strength of the HR system. Social exchange theory
has been used extensively within organizational behavior to explain how this might
be achieved, notably through the concepts of perceived organizational support
(Eisenberger et al. 1986). By providing a degree of consistency in supporting a strong
organizational climate, these additional elements of the environment should pro-
vide an important complement to the system of human resource practices.

Wright and Boswell (2002: 261) argue that the psychological contract is import-
ant for the analysis of the relationship between HRM and workers because ‘psy-
chological contracts and related perceptions are perhaps best viewed as linking
mechanisms between HR practices and individual attitudes and behavior.” This
view is reinforced by Rousseau (Rousseau 1995; Rousseau and Greller 1994) who
suggests that experience of HR practices helps to shape workers’ perceptions of the
exchange relationship. In other words, the psychological contract provides an
important linking mechanism that can help to explain how HRM might influence
employee attitudes and behavior and, if the further link can be demonstrated,
organizational performance. One advantage of utilizing the psychological contract,
also noted by Wright and Boswell, is that it focuses on workers’ perceptions of
HR practices. The emphasis therefore shifts from the organizational level and
managers’ statements about practices to the individual level and accounts of how
workers experience HRM (Mabey et al. 1998).

7.4 HRM, THE PsycHOLOGICAL CONTRACT,
AND WORKER WELL-BEING

Conway and Briner (2005) suggest there are three ways in which the psychological
contract might affect behavior. Each in turn can be related to human resource
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practices. First, psychological contracts, more particularly the promises and com-
mitments made by the organization and its agents, provide a goal structure that can
help to motivate and direct behavior. Second, psychological contracts might
operate through a system of social exchange, based on what Gouldner (1960)
termed the norm of reciprocity. Third, they may operate through a form of equity
theory, reflected in a balanced psychological contract. Where there is a balance
between the promises and obligations of employer and employee, it would be
predicted that the outcomes will be more positive than when there is imbalance.
Conway and Briner note that the evidence relating to each of these explanations
about how the psychological contract influences outcomes is relatively limited.
However, there is an extensive literature in support of the positive impact of goal-
setting (Locke and Latham 1990). There is rather more psychological contract
research relating to social exchange. The results are somewhat mixed but generally
support the view that a positive offer, manifested in promises from the employer,
will be reciprocated by more promises on the part of the employee as well as
commitment and motivation to meet the promises and obligations (Conway and
Coyle-Shapiro 2004). The one key study that addresses issues of equity or balance
(Shore and Barksdale 1998), albeit conducted within an explicitly social exchange
framework, does show that where there is a balance, whether it is based on high or
low levels of reciprocal promises and commitments, then the outcomes for em-
ployees are more positive.

The promises and obligations that form the core of the psychological contract
are likely to be shaped by a variety of factors, including the organization’s human
resource practices. These will be communicated initially though the information
provided during the recruitment and selection process, including, in some cases,
more or less realistic job previews. They will be reinforced and perhaps modified
through further processes of socialization (de Vos et al. 2003), social information-
processing (Salancik and Pfeffer 1978), and various forms of communication
(Guest and Conway 2002b). Guest and Conway explored the ways in which
organizations sought to communicate the psychological contract and which pro-
cesses were rated most effective by HR managers. They found three broad types of
communication, covering communication around the process of recruitment,
communication from the top of the organization, including mission statements
and broad general promises, and local communication that was more job and
person related. Perhaps not surprisingly, communication and promises associated
with local communication of the psychological contract were rated most effective
and those coming from the top of the organization were least effective in managing
the psychological contract and the employment relationship.

We noted earlier that the impact of HR practices and the way in which the
organization seeks to communicate the deal are likely to be at least partly a
function of the characteristics of the workers who form part of the exchange.
Conway and Briner (2005) review the evidence about individual characteristics
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that might help to shape the deal and perceptions of it. They report Coyle-Shapiro
and Neumann’s (2004) research concerning different ideologies of exchange which
suggests that these are relatively stable personality characteristics. They found
variations between those they labeled ‘entitleds’ who generally expect to receive
more than they give in exchange, ‘equity sensitives’ who are concerned to achieve a
balance, and ‘benevolents” with a creditor ideology who are happy to give more
than they receive. These different orientations to the exchange are likely to shape
perceptions of the deal and reactions to it. Raja et al. (2004) found that differences
in personality characteristics such as neuroticism affected preferences for relational
and transactional contracts. These individual differences may strengthen the case
for promoting idiosyncratic deals. They also support the need for a consistent
context, which, as Bowen and Ostroff (2004) suggest, might be reinforced by a
supportive climate, providing a strong HR system and encouraging a positive
exchange between employee and employer. HR practices applied at the organiza-
tion or establishment level thus set a framework but the ‘deal’ will often be
elaborated at the local level between the line manager and each of her staff.

Despite the assumption of Rousseau (1995) that HRM will help to shape the
psychological contract, there is little published evidence that explicitly considers
either this or any subsequent link to employee attitudes, behavior, and well-being.
One exception is a series of surveys in the UK by Guest and Conway. Guest and
Conway’s (2002b) study of 1,306 employers found that more promises are likely to
be made and more are likely to be kept by the organization where more ‘high-
involvement” HR practices are in place. Surveys of UK workers report similar
findings (see, for example, Guest and Conway 20024, 2004a). Workers reporting
that they experience more HR practices also report that more promises are made by
the organization and that they are more likely to be kept. These results from both
employers and employees suggest that the presence of HR practices may help to
make the promises more visible and explicit or, in the language of the psychological
contract, more transactional. Transactional psychological contracts may be easier
to monitor and attract stronger obligations on the part of management to keep
them. In summary, greater numbers of HR practices are associated with a more
extensive psychological contract and with a greater likelihood that the promises
and obligations will be met.

The next step is therefore to determine the consequences of meeting the prom-
ises and obligations in the psychological contract. This has been the major focus of
research on the psychological contract, although most attention has been paid to
the consequences of non-fulfillment or breach of the psychological contract.
Studies (e.g. Conway and Briner 2002a4; Robinson 1995; Robinson and Rousseau
1994; Turnley and Feldman 1999) have confirmed that breach of the psychological
contract is commonplace and that when it escalates to violation (Robinson
and Morrison 2000) it has more serious negative consequences. It has consistently
been associated with reduced commitment to the organization, lower job
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satisfaction, reduced organizational citizenship behavior, and an increased turn-
over intention and actual staff turnover (see Conway and Briner 2005 for a review).
It is important to bear in mind that if breach is associated with negative outcomes,
then fulfillment of promises, which, as we have seen, is associated with greater
numbers of HR practices, leads to positive outcomes (see, for example, Turnley et al.
2003).

While these outcomes are of interest from a worker’s perspective, with the
exception of job satisfaction, they are likely to be of more concern to the organ-
ization. Very few studies have actually considered outcomes associated with work-
ers’ well-being. In their review of all the published studies concerned with breach
and violation of the psychological contract, Conway and Briner (2005) could find
only two concerned with well-being, both by themselves (Conway and Briner
20024, 2002b). These found that violation of the psychological contract was
associated with poorer moods and feelings of reduced well-being. However, there
is relevant data in the surveys by Guest and Conway (20024, 2004a) using the
analytic framework set out in Fig. 7.1. Based each year on a sample of 1,000 workers
broadly representative of the UK working population with respect to age, gender,
and occupational status, a core set of questions covered experience of human
resource practices, the psychological contract, and outcomes such as satisfaction,
stress at work, and aspects of well-being, life satisfaction, and work-life balance.

After controlling for other factors, greater experience of human resource prac-
tices is associated with a greater number of reported promises and a higher level of
reported fulfillment of promises in the psychological contract. There is a direct
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association between HRM and the range of attitudinal outcomes including work
satisfaction, life satisfaction, and satisfaction with work-life balance but this
association is either fully or partially mediated by the measure of the state of the
psychological contract. There is a small positive association between greater
experience of HR practices and stress. However, there is a strong negative associ-
ation between a positive state of the psychological contract and stress and evidence
that the state of the psychological contract moderates the relationship between
HRM and stress. With respect to other aspects of well-being, a positive state of the
psychological contract is associated with fewer reports of harmful experiences at
work and with a much lower likelihood that the demands of work will be perceived
as harmful. On a more positive note, those reporting a positive state of the
psychological contract are also likely to report that they find their work more
exciting. The 2004 survey explored the concept of a ‘healthy workplace” as defined
by the UK Health and Safety Executive (Cousins et al. 2004) following concern
about the rapid growth in long-term absence due to non-physical ill health. The
survey found a strong association between greater experience of HR practices and
worker reports of a ‘healthier workplace. Both a ‘healthier workplace’ and a more
positive state of the psychological contract were associated with much lower levels
of work-related stress.

While this section has focused on the role of the psychological contract, it is
important to note that there have been other studies linking HRM and employee
attitudes. There is evidence from both the USA (see, for example, Appelbaum et al.
2000; Batt 2002) and from the UK (Guest 2002; Patterson et al. 1997) linking more
extensive experience of HR practices and greater satisfaction, motivation, and
commitment.

In summary, what these studies reveal is that, based on employee reports of their
experiences of ‘high-involvement” HR practices, an approach recommended by
Gerhart et al. (2000) to ensure that data is collected on actual practices, there is an
association between greater current experience of these practices and a range of
outcomes associated with employee well-being. Specifically, they are associated
with higher levels of work and life satisfaction and better work-life balance. They
are also associated with greater job security and a better quality of workplace. All of
these outcomes are partially or fully mediated by the measure of the state of the
psychological contract which includes as its central component a measure of
fulfillment of promises by the organization. This measure is also strongly associ-
ated with lower levels of stress at work and serves to moderate the small positive
association between HRM and stress at work. These surveys also show a positive
association between both greater experience of HR practices and a positive state of
the psychological contract and a range of organizationally relevant outcomes such
as greater commitment, motivation, and intention to stay. Since there is also
evidence, elsewhere in the book, that greater use of HR practices is associated
with positive organizational outcomes and some evidence that these are mediated
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by employee attitudes and behavior, there is support for a provisional conclusion
that through greater use of ‘high-commitment’” HRM, everyone wins. It would
seem that we are getting closer to finding the conditions under which it is possible
to have high performance and high worker well-being.

7.5 WORKER WELL-BEING OR WORKER
EXPLOITATION?

The evidence presented above consistently reveals a positive association between
the greater use of high-commitment HRM and various indicators of workers’
well-being. It also confirms that the psychological contract acts as a mediator
between HRM and employee attitudes. Despite this, there have been critical voices
raised against HRM, partly because of its potentially negative consequences for
workers.

A major concern is that HRM is likely to be associated with the intensification of
work. One of the aims of HRM is to raise performance; the issue is how this is
raised. There is empirical evidence that in the UK work has become more intensive
(Green 2001) with longer hours for some workers but also more time spent in
productive activity, leaving less space in the working day for recovery or reflection.
However, since there is also evidence that there has at the same time been only a
relatively modest implementation of HR practices (Cully et al. 1999), it is difficult
to support a claim that intensification can be attributed to HRM. Insofar as there is
any substance to the claim, it might be attributable to the greater focus on
performance management which falls within the ‘hard” or ‘low-road’ version of
HRM, designed to direct worker effort to increasing performance.

One of the indications of externally imposed demands is higher work-related
stress (Karasek and Theorell 1990). Appelbaum et al. (2000) found that workers
reported less stress in US organizations with high-performance work practices. In
contrast, the study by Ramsay et al. (2000) using the UK WERS data found an
association between their measure of HRM and higher reported stress among
workers. This finding must be viewed with some caution since their measure of
HRM does not conform to any standard model. However, it does suggest there may
be some substance in the claims that HRM might have negative consequences. The
two studies by Guest and Conway (20024, 2004a) found a modest but significant
association between greater experience of HRM and work-related stress. However,
in both surveys, the association was moderated by the state of the psychological
contract. In other words, HRM is only associated with stress where management
fails to meet its promises and obligations.
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The second major concern expressed by critics of HRM is that it promotes a
unitarist system which reduces workers’ collective voice. Evidence from the UK
Workplace Employee Relations Survey (Guest and Conway 2004b) and from the
annual surveys of the psychological contract (Guest and Conway 1999) shows that
trade union membership and trade union recognition is associated with lower
levels of satisfaction with work, after controlling for a range of individual and
organizational factors. Guest and Conway (1999) compared the impact of union
membership and a set of high-commitment HR practices on work satisfaction and
other outcomes and found that the positive impact on outcomes such as satisfac-
tion was derived from the HR practices rather than the union presence. The most
positive workers were those reporting high levels of HR practices and no union
membership while the most negative workers were those with low levels of HR
practices and trade union membership rather than those without both. This
suggests that a union presence may provide voice but often this voice will not be
associated with work satisfaction.

Despite the absence in these surveys of any association between a union presence
and positive worker satisfaction and well-being, there is evidence from other
sources that a mutual-gains (Kochan and Osterman 1995) or partnership model
(Guest and Peccei 2001) may benefit both the organization and its employees.
Where there is an established trade union presence and a climate of cooperation,
this may be an appropriate means of promoting the link between HRM and worker
satisfaction and well-being while also providing the kind of safeguards that are
sometimes necessary to ensure that individual managers do not seek to bypass the
spirit of trust that partnership can help to promote. If the psychological contract
operates at the individual level, then the mutual-gains or partnership model offers
a more collective equivalent. In terms of Bowen and Ostroff’s (2004) analysis, it
helps to promote the strength of the HR system. To date, there are few reported
cases of the effective implementation of this kind of working arrangement.

The third broad criticism of HRM is that it is a form of deceit, promising one
thing and delivering another, using subtle approaches to incorporate workers into
an organizational way of thinking and in effect brainwashing them to become
‘willing slaves’” (Scott 1994). This concern has been voiced in the UK by Legge (1995,
2000) and Keenoy (1990) and has been addressed in some detail elsewhere (Guest
1999). Essentially, it boils down to the issue of whether we take workers’ accounts of
their experiences seriously. The case for taking workers’ accounts seriously is
compelling; and as the workforce becomes increasingly well educated and well
informed, it becomes even stronger. The available accounts generally do not
support the view that they feel deceived or exploited by HRM.

In summary, there is some evidence that HRM, in whatever form, increases the
demands of the job, either by providing greater autonomy or through externally
shaped controls, and can be associated with slightly higher stress. However,
there are powerful mediating and moderating factors, including the psychological
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contract, suggesting that this need not be a major concern. There is no evidence
that a trade union presence serves to alleviate stress or improve worker well-being
more generally. Nevertheless, where a union is well established, a case can be made
for pursuing a mutual-gains model that might serve to protect and enhance worker
well-being, reinforcing the positive impact of HRM.

7.6 SUMMARY AND CONCLUSION

This chapter has explored human resource management from the perspective of
the worker. We have been concerned primarily with the non-managerial workers,
but, as noted above, it is important to recognize that the workforce is increasingly
well qualified and the proportion of what can be described as ‘knowledge workers’
is growing. This affects the balance of workers’ orientations and priorities in work
and life outside work. It also gives more credence to the view of HRM as a process
of extending policies and practices directed to managerial and professional workers
to the rest of the workforce.

The chapter has given some emphasis to the question of management control
and the implication of how the challenge to control is resolved through the
approach to HRM that is adopted. This matters because the ‘hard, top-down
perspective is more management centered and management controlled while the
‘soft’ bottom-up approach is more likely to result in the high-involvement HR
practices that take some account of workers’ concerns and place employee attitudes
and behavior closer to the heart of the policy framework.

The psychological contract has been used to help to explain how HRM has an
impact on employee attitudes and behavior. Building on social exchange theory, it is
suggested that when the employer offers promises and makes commitments, these
will be reciprocated by the employee. The evidence presented confirms that greater
use of HR practices is associated with a greater number of promises in the psycho-
logical contract, a greater level of fulfillment of these, and better levels of perceived
fairness of the deal and trust in management. Fairness and trust are strongly
implicated in the traditional employment relationship and these findings,
reinforced by ratings of the state of employer—employee relations, confirm that a
positive state of the psychological contract is associated with better employment
relations as well as a whole range of additional positive outcomes. This suggests that
even in the absence of a trade union and traditional pluralist industrial relations,
policies and practices designed to ensure a fair exchange within the psychological
contract can promote effective employment relations. This helps to counter some of
the concerns about exploitation in the absence of a union presence.
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There is still a case to be made and a battle to be won to promote greater
adoption of the high-commitment/high-performance work system approach to
HRM. In those organizations that do adopt it, the benefits to the organization and,
in this context, more particularly to the workers are apparent. It is likely to lead to a
more secure and better quality of working life, a better work-life balance, and
greater overall life satisfaction. These are outcomes that are well worth pursuing.
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CHAPTER 8

HRM AND THE

WORKER
LABOR PROCESS
PERSPECTIVES

PAUL THOMPSON
BILL HARLEY

8.1 INTRODUCTION

Our starting point for this discussion is that HRM and LPT, as bodies of theory
and research, have some fundamental commonalities of purpose. That is, both are
concerned with the dynamics and regulation of work and employment relations.
Rather than target a straw man or pop management versions of HRM, we aim to
focus on the growing body of work which utilizes empirical and theoretical
analyses to develop an informed understanding of key issues such as what HRM
means in terms of concrete practices, their drivers, and implications for workers,
managers, and organizations. As will become clear in the course of the chapter, we
take issue with a number of the key claims made by scholars of HRM, but we
nonetheless recognize that there is a growing body of work which deserves serious
consideration if we are to continue to develop and refine our understanding of the
regulation of work and employment.
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One problem with such engagement is that HRM is not a homogeneous body of
scholarship. The most obvious distinction is between those who see HRM itself as a
distinctive approach to managing the employment relationship based on a high-
skill, high-commitment workforce and a central role for human capital in firm
strategy (Guest 1987; Storey 1985); and those who take a more contingent perspec-
tive and seek to identify ‘what HR practices are profit-rational in which contexts’
(Boxall and Purcell 2003: 10). To the extent that the first group is more likely to
make distinctive, contrastable claims, our engagement is more with them than the
second. However, the difference is not as substantial as it may appear. For the latter
group, HRM 1is not merely a territory (e.g. work, employment, and industrial
relations) to write about. Its prime purpose is still normative—to derive general,
though context-dependent rules that guide and enhance the quality of labor
management in the firm. So, Boxall and Purcell (2003) utilize a framework in
which the critical HR goals of cost effectiveness (through labor productivity),
organizational flexibility, and social legitimacy create multiple bottom lines
whose tensions can and must be managed by successful firms. There is, in our
view, sufficient commonality to refer to ‘core propositions.

8.2 CorE ProrosiTioNs oF HRM

We argue that there are at least three core claims to which most scholars of HRM
subscribe. The first is that major changes in the nature of the environment in which
organizations operate have placed pressure on organizations to be more strategic in
their management of employees. This is the familiar view that most organizations
are now operating in increasingly global, competitive, and volatile markets in
which they must be flexible and able to develop unique products and services
which are not easily imitable. Whilst some sector differentiation is made, according
to most of the HRM literature it is through employees that such competitiveness
can best be developed, because employees possess the kinds of skills that allow
flexibility and which are difficult to imitate.

Second, largely as a result of changes mapped out above, there has been a shift
away from management practices that involve the attempt to control employees
towards those which seek to win employee commitment and generate motivation.
The essence of this argument is that Taylorist labor management practices, with their
emphasis on squeezing effort from employees, simply do not work in an environ-
ment where organizations must harness the skills and creativity of their workforces.

The third, and closely related, claim is that in the context of these changes and
contra the arguments of radical or conflict theories of the employment relationship,
both workers and managers can increasingly be beneficiaries of the new approaches



HRM: LABOR PROCESS PERSPECTIVES 149

to work and employment. This is because in an environment where employee skills
and commitment are central to organizational success, it is precisely by giving
employees more that organizations will gain more. HRM is based explicitly or
implicitly on a pluralist perspective of competing, but containable interests among
stakeholders. Successful strategies therefore rely on the ‘principle of aligning
employer and employee interests’ (Boxall and Purcell 2003: 245).

8.3 LABOR PRoOCESS THEORY:
CORE PROPOSITIONS

What equivalent observations can be made with respect to the key claims of LPT?
Since the publication of Braverman’s (1974) Labor and Monopoly Capital, consid-
erable conceptual and geographic diversity means that, like HRM, LPT does not
speak with one voice. Nevertheless, we would argue that there is a core theory—
indeed from the Labor Process Theory volume onwards (Knights and Willmott
1990), considerable discussion has taken place on what this is (see Jaros 2005 for a
detailed review). The core claims of LPT tend to be abstract rather than contingent.
Or put it another way, whereas HRM claims focus on specific changes to, for
example, skill or control, LPT proceeds from higher-order statements about the
structural properties of the capitalist labor process that shape skills and control
(Thompson 1990). This is important because many observers wrongly associate
LPT with contingent claims (in this case made by Braverman) such as the deskilling
thesis or the ubiquity of Taylorism as a control system.

So what are these core propositions? The starting point is the indeterminacy of
labor—the unique character of labor as a commodity requires its conversion from
labor power (the potential for work) into labor (actual work effort) in order for the
accumulation of capital to take place. Incomplete labor contracts are a common-
place observation from a variety of perspectives, but the difference is in cause and
consequences. This struggle over ‘conversion’ is located in the constant renewal of
the forces of production under the impact of the competitive accumulation of
capital. Amongst the central consequences is the control imperative. As market
mechanisms alone cannot regulate the labor process, systems of management are
utilized to reduce the indeterminacy gap between labor power and actual labor.
Given divergent positions in the social relations of production and therefore
potentially conflicting interests, that imperative does not go unchallenged. The
notion of the workplace as a contested terrain is a central motif of LPT, which is
often described as a ‘control and resistance model’ of workplace relations. This is
not wholly accurate. It has long been recognized that although the workplace
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relations between capital and labor are ones of ‘structured antagonism’ (Edwards
1990), capital, in order to constantly revolutionize the work process, must seek
some level of creativity and cooperation from labor. LPT has therefore long
recognized that there is a continuum of possible, situationally driven, and over-
lapping worker responses to relations of ownership and control in the workplace—
from resistance to accommodation, compliance, and consent.

Despite the fact that this approach does not seek to explain or predict specific
outcomes (such as deskilling) from more general imperatives, it has still left many
writers more sympathetic to HRM unhappy. In essence, core LPT is still seen as a
structuralist straitjacket. Particular objection is made to the control imperative and
the idea of managers as ‘agents of capital’ (Storey 1985: Watson 1994). However, this
confuses a James Bond notion of agent—people given orders and sent out into the
world to execute them—with a more general notion of particular groups of
managers who must interpret and enact their agency role on behalf of capital
within specific institutional, market, and workplace conditions. As Elger (2001)
observes, post-Braverman LPT came to accept a ‘relative autonomy’ of the work-
place within capitalism. Whilst some on the more Marxist wing demur, most
contributors accept that though there is an inherent struggle between capital and
labor at work, this has no necessary links with any wider class struggle.

HRM theory, unlike LPT, does not appear to conceptualize capitalism as setting
structural limits to the degree to which the interests of labor and capital can
converge. The latter is inherently more skeptical about managerial ideology, pes-
simistic about the progressive character of workplace change and the capacity to
reconcile competing interests. However, the two ‘sides’ should be capable of
debating and attempting to resolve the status of empirical claims about trends in
the workplace and the wider economy.

There are no significant methodological barriers. It is true that LPT writers have
a preference for qualitative approaches that can reach beneath the surface of
managerial rhetoric and conventional survey evidence on worker attitudes and
dominant narratives of workplace change to identify the reality of practices on the
ground and uncover worker voice and action. However, though most LPT research
has been based on case studies or ethnographies, it is not in principle hostile to
quantitative approaches. Indeed, the core propositions of LPT cannot be addressed
through qualitative case studies alone. Survey and related methods can also be used
to test dominant rhetorics against worker voice and management practice (e.g.
Harley 1999). As Thursfield and Hamblett note, because of its realist epistemology,
LPT thus differs from the influential idealist critique that focuses on HRM as ‘a
cultural construction that is made up of a number of metaphors and myths’ (2004:
114). LPT and HRM can therefore fish in the same waters, testing different
propositions through identical datasets.

In sum, LPT ‘has tried to account for the variations and complexity of workplace
relations and identify key trends across sectors, companies and nation states, whilst
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setting out the systemic features of the capitalist labor process that shape and
constrain those relations’ (Thompson and Newsome 2004: 135). While LPT only
has indirect interest in some areas of concern to HRM, notably labor market issues,
its research programs have incrementally generated some key propositions and
findings and the rest of the chapter sets those out in relation to parallel claims made
within HRM literatures.

8.4 INTERROGATING HRM

We now move to consider what insights LPT can provide into the core proposi-
tions of HRM through examining three sets of closely related issues which LPT can
elucidate and challenge. Each of the issues is addressed by considering empirical
studies which have been undertaken, informed by a LPT perspective, showing how
these studies have generated conclusions which are different from those which the
core propositions of HRM would suggest.

8.4.1 Control

As we indicated earlier, HRM claims have been made that there has been from the
1980s onwards a move from control to commitment. Influential articles from Walton
(1985) and Bowen and Lawler (1992) sought to locate these changes in new
competitive pressures and the enhanced demands of a service-oriented, know-
ledge-based economy. As a result, ‘command and control” was no longer seen as an
option for successful businesses, and coercion and rules were displaced by values,
trust, and self-direction as a means of coordination.

It has to be said that such conceptualizations of control are very weak. Walton
refers to the control strategy as if there were a single disposition of management or
context within which to operate. Explicitly or implicitly, control is treated as
coterminous with Taylorism, bureaucracy, and adversarial industrial relations
systems. In his view, new strategic contingencies (take your pick from post-Fordism
to the knowledge economy) mean that control is not required. A more credible
proposition offered by some HRM writers is that there has been a shift towards soft
controls: in other words, towards practices intended to gemerate commitment
through a combination of culture-led changes and delegation of authority. Soft
controls tend to be presented as part of a package of high-commitment practices
sustained by a strategic orientation and a high level of integration between
corporate, functional, and operational levels of the business (Kochan et al. 1986).
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LPT had already anticipated the idea of a shift to soft(er) controls. Burawoy
(1985) argued that modern production regimes combined coercive mechanisms
with those directed at consent and limited forms of workplace citizenship. This was
followed by an influential paper by Ray (1986) that presented corporate culture as
the last frontier of control, enabling organizations to internalize controls and
generate emotional identification—though she qualified this by admitting that
new controls operated alongside traditional ones, were internally contradictory,
and may not work or work outside particular contexts.

HRM propositions on changing controls have had wider resonance because they
share some characteristics with overlapping claims about the intent and outcomes
of new management practices made by some critical researchers with links to LPT
such as Willmott (1993) and Sewell (1998). Associated with ‘post-structuralist’ or
Foucauldian perspectives, the main argument sees corporate culture as an effective
means of extending managerial control more congruent with postmodern times
and their emphasis on consumption and identity. Though the language of govern-
ance of the employee’s soul is critical, the HRM claim is repeated that modern
management focuses on the ‘insides’ or subjectivity of workers rather than their
manifest behaviors (Deetz 1992). Such arguments countered the optimistic gloss of
HRM notions of empowerment and teamwork, but reinforced the view that new
normative controls were seen to work. Whilst, from Burawoy (1979, 1985) onwards,
LPT recognized that consent can be generated from both worker and managerial
practices, what is implicitly shared across some HRM and post-structuralist com-
mentators is an assumption that management can shape identities in a way that
overcomes traditional bases of interest formation. Yet without an acknowledge-
ment of structured antagonism and divergent interests one is left only with consent
and accommodation, and not control and resistance.

A double critique—of claims made on behalf of HRM and by post-structuralists—
was the explicit starting point of Thompson and Ackroyd’s (1995) influential
article. But this critique developed into a more ambitious attempt to systematically
map contemporary worker actions across the domains of time, effort, product, and
identity (Ackroyd and Thompson 1999). The concept of employee misbehavior,
though not without dispute within LPT, meant that LPT was better equipped to
address and move beyond the partial decline of formal organization and collectivist
industrial relations. Issues of culture and identity are not denied, but are seen as
new contested terrains, as illustrated in Taylor and Bain’s (2003) account of how
call center workers use humor and other informal action as a tool of resistance.

The conceptual weaknesses of soft control arguments have often been com-
pounded by a tendency to draw evidence primarily from managerial sources and to
confuse the formal capacities of technological and managerial systems with their
actual usage and effectiveness. Such observations have been shared by a wide range
of more mainstream commentators on HRM. Survey and case study evidence
demonstrates limited attitudinal transformation and a predominance of behavioral
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compliance in the face of adverse conditions for employees created by corporate
restructuring and change programs (Cooper 1995; Hope and Hendry 1995;
Korczynski et al. 1995; Rosenthal et al. 1997). We will return to the broader issue
of the sustainability of soft controls in the last section.

8.4.1.1 LPT: Key Propositions on Control

One of the key propositions of LPT with respect to contemporary trends in
managerial control is the persistence of worker resistance, even to new normative
forms of control that focus on worker attitudes and emotions. In part this is an a
priori theoretical argument—given the indeterminacy of labor, control can never
be complete and is always contestable. But it is also derived from the evidence
discussed in the last section: of continued informal misbehavior by employees
(revealed in qualitative case studies) and of limited buy-in to managerial norms (as
revealed in surveys and case studies).

Three other propositions can be identified. First, there is a claim concerning
continuity, in combination. In other words, LPT research has sought to challenge the
displacement argument of HRM writers—that when new practices expand, others
by definition contract or disappear. It accepted that the normative sphere has
been an expanding area of managerial practice, without endorsing the view
that these have replaced or even marginalized the more traditional mechanisms
of bureaucratic rationalization, work intensification, and aspects of scientific
management.

Much of the continuity evidence comes from European and North American
critiques of claims about lean production. The rhetoric of devolved decision-
making and ‘working smarter not harder’ was countered by qualitative research
showing work intensification and multi-tasking under modified traditional
methods, dubbed variously democratic Taylorism or participative rationalization
(see for example Delbridge 2000; Parker and Slaughter 1995). At the same time, it
was recognized that under lean production regimes, management focuses more on
the normative sphere in order to bypass trade union representation and secure
worker identification with broader organizational norms (Danford 1998).

New practices such as control through customers were identified by labor
process writers as ‘borrowing heavily from and extending traditional management
paradigms’ (Fuller and Smith 1991). A later generation of researchers have been in
the forefront of studies of the expanded realm of call center work, noting how
surveillance and monitoring is intended to create an ‘assembly line in the head’
(Taylor and Bain 1999). To gain competitive advantage through interactive service
work, companies frequently seek to generate high commitment and shared iden-
tity, but these interventions are built on top of traditional controls. Korczynski et al.
(1995) refer to the continuing rationalizing logics that management seek to recon-
cile with service quality, producing a form of customer-oriented bureaucracy. Nor
are such tendencies confined to routine work.
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Within these studies we can identify a second proposition—the extension of
controls into new territories. Not only are new controls being added to old ones, old
forms of control are being applied to new territories. The classic example is the
scripting of service interactions, originally popularized by Ritzer (1993), but linked
to the development of a variety of feelings’ rules for the mobilization of emotional
labor by writers working within a labor process tradition such as Bolton (2004).
LPT sees knowledge management as, in part, an extension of controls into what
were hitherto areas of limited regulation. Companies employing expert labor are
under increased competitive pressure to speed up the product development cycle,
prompting management to try to identify, monitor, and standardize the tacit
knowledge of such workers (McKinlay 2005).

We would also identify an emergent final proposition. As has been noted, LPT
has long pointed to the existence of combinations of controls, but a clear trend
seems to be evident—towards the increased hybridity of control structures as
environments and organizational structures become more complex (Alvesson
and Thompson 2005). In call centers that trend is towards integrated systems of
technical, bureaucratic, and normative controls (Callaghan and Thompson 2001).
The significance of such developments is highlighted by Houlihan (2002), who
shows that whilst work and markets vary in the industry, there is a characteristic
high-commitment, low-discretion model of call center work and management.

LPT needs to specify the drivers in a more credible way, but hybridity of this
kind—where conventional soft HRM practices coexist alongside neo-Taylorist
work organization—poses a significant challenge to HRM. Whether with respect
to call centers (Batt and Moynihan 2002) or more generally (Watson 2004), HRM
writers tend to rely on contrasting ideal types of high-commitment and low-
commitment HRM strategies, In other words, even where HRM writers argue for
the existence of contingent strategies, they are conceived as coherent packages—
high orlow trust, high or low skill and so on. This is not a stable hybrid. Capital still
has to manage the tensions and trade-offs, resulting in shifting and precarious sets
of choices and adjustments across different sectors, but this is a long way from
control or commitment.

8.4.2 Work Organization

Claims of a move to non-Taylorist or humanistic work organization are hardly new
(Harley 2005). Nevertheless, HRM literatures make a number of claims about these
approaches to work organization. First, it is argued that they are increasingly
common. Second, organizations that employ such approaches to work organiza-
tion, particularly in a systematic and strategic fashion, can foster high levels of
satisfaction, commitment, and mutual gains among their employees (Guest 2002).
Finally, largely as a result of their impact on employees, these approaches to work
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organization contribute to superior organizational performance in terms of meas-
ures such as labor productivity and turnover (Huselid 1995). Thus, if we wish to
assess the strength of LPT as a means to interrogate key claims of HRM, we should
look to existing empirical studies and ask what they tell us about these claims.

Most labor process literature in this area has sought to assess the impact of work
organization, and particularly work teams, on employees utilizing qualitative data
(see for example: Danford 1998; Parker and Slaughter 1995; Sewell 1998). Detailed
case studies that access employee voice have tended to emphasize the ‘dark side of
flexibility’ and added ‘mean’ to lean production. In particular, this research
indicates that new forms of work organization not only fail to enhance employee
discretion, but lead to enhanced, though modified managerial control through
peer- and self-monitoring, thereby contributing to work intensification (e.g.
Findlay et al. 2000). As we have discussed this body of research in the previous
section, albeit briefly, we will not dwell on it here (see also Thompson and News-
ome 2004 for more detail). However, implicitly or explicitly, most of these studies
assume that new forms of work organization do indeed lead to performance gains,
albeit through negative impacts on employees.

If LPT has questioned the assumptions of a new ‘high road’ in the workplace
through qualitative studies, there is broader support for a skeptical view. The
evidence concerning the diffusion of participative work practices is limited and
fragmentary, but it is possible to piece together evidence and assess their preva-
lence. In the United States, a number of nationally based studies have reported
substantial take-up of such practices (Appelbaum et al. 2000: 11; Osterman 2000).
Analysis of data from the British 1998 Workplace Employee Relations Survey
(WERS98) shows that use of individual practices is widespread, but varies consid-
erably across industry (Harley et al. 1999). Geary’s (1999) research in Ireland shows
a high take-up of teamwork. Edwards et al. review the evidence in France, Italy,
Germany, and Sweden and report that the level of participative work practices is
significant, limitations of the data notwithstanding (2002: 88—92). Evidence from
the 1995 Australian Workplace Industrial Relations Survey suggests that participa-
tive practices tend to be taken up unevenly across workplaces, industries, and
sectors (Harley et al. 1999). It is clear that Taylorist or neo-Taylorist approaches
to work remain widespread and that new forms of work organization have not
necessarily displaced traditional approaches. Just as there has been hybridization of
control strategies, there may well have been hybridization in work organization.

Given the volume of evidence it seems difficult to dispute the proposition that
new forms of work organization are associated with superior performance (see for
example Appelbaum et al. 2000). Indeed, one of the few British studies which
explicitly adopts a LPT perspective found such positive associations (Ramsay et al.
2000). As we indicated above, the central concern of LPT is not whether such
associations exist. Rather, the concern of LPT is primarily with why, and it is here
that LPT and HRM part company in theoretical terms.
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As noted earlier, it is common in HRM literature to assume that performance
gains from new forms of work organization accrue by virtue of their positive
impact on employees. It is noteworthy that, unlike LPT, there have been few
HRM studies which have sought to test this assumption (for an exception see
Guest 2002). A small body of work explicitly draws on LPT and has utilized survey
data to test associations between work organization and employee outcomes. A
series of papers by Harley (1999, 2001), utilizing the Australian Workplace Indus-
trial Relations Survey (AWIRS) and the British WERS98 survey, examines links
between work organization and employee outcomes including discretion, satisfac-
tion, commitment, stress, and work intensity. These analyses, which seek to assess
both LPT and HRM claims, consistently fail to find associations between ‘empow-
ering’ forms of work and team-based work on one hand and employee outcomes,
either positive or negative, on the other. Ramsay et al. (2000) also explicitly adopt a
LPT perspective and seek to test both LPT-inspired and HRM-inspired models of
the impact of work organization on employees. This study, utilizing the WERS98
dataset, found that while some progressive labor management practices were
associated with positive employee outcomes (supporting the conventional HRM
view), some were also associated with negative employee outcomes (supporting the
LPT view).

8.4.2.1 Insights from Labor Process Theory

To summarize LPT-informed research on work organization—the qualitative
studies have generally found negative impacts on employees, while the quantitative
studies have found either no effect or mixed effects. From a methodological
perspective, the differences between the results of qualitative and quantitative
studies are not difficult to square. In terms of making generalizations about the
impact of work organization, we must fall back on the large-scale quantitative
studies. The fact that the quantitative studies show that there are sometimes
positive outcomes as well as negative outcomes, and sometimes none at all,
suggests that the impact of new forms of work organization varies. The strength
of qualitative studies is that they allow us to understand how work organization has
an impact on employees. We cannot generalize as far from the results, but these
studies provide us with a way of understanding the potential for and nature of
negative outcomes. There is nothing in LPT which says that there will necessarily be
a simple logic of opposition in which anything management does will necessarily
have a negative impact on employees, although it does suggest that while produc-
tion takes place within capitalism, there are constraints on the extent to which
work organization can lead to ‘win-win’ outcomes. The concept of ‘structured
antagonism’ (Edwards 1990), discussed earlier, recognizes that in the employment
relationship there will always be (actual or potential) conflict, but simultaneously
there may be shared interests. If we accept this, then there is no inconsistency
between the findings of quantitative and qualitative studies—the latter simply
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illustrate causal processes in some of the instances which have been identified by
the former.

It may also be the case that in some instances there are simultaneously positive
and negative impacts on employees. Work reform may, for example, increase
employee discretion while simultaneously increasing stress by shifting responsibil-
ity for decisions to employees. How does LPT account for these patterns? In the
case of ‘no impact, a plausible argument is that new forms of work organization
simply do not replace existing hierarchical management structures and thus do not
challenge managerial prerogative (see Harley 1999). For example, a ‘foreman’ may
become a ‘team leader’ and a shift in a plant be redesignated a ‘team’, without any
change to actual practice. From an LPT perspective, in many cases management
will be unwilling to undertake genuine changes to management structures, pre-
cisely because this would be seen as compromising managerial prerogative. In
other instances, new forms of work organization are likely to have negative impacts
because they are used as new control mechanisms, in which peer- and self-mon-
itoring intensify work (Sewell 1998). In such cases, it may also be that employees
experience a mixture of positive and negative impacts. For example, an increase in
employee discretion may also involve an increase in responsibility for meeting
production targets, thereby contributing to work intensification and heightened
levels of stress.

LPT has sought to challenge a naive optimism which expects new forms of work
always or mainly to have positive outcomes. Nevertheless, it recognizes that within
the constraints of capitalist production, there is room for struggle and negotiation
over the organization of work and its outcomes. The extent to which new forms of
work organization lead to win—lose or win—win, or some combination, will depend
largely on struggles between management and employees or their trade unions,
within broader market constraints.

8.4.3 Skill Formation and Human Capital

The formation of skills occupies a central role in HRM and LPT. As we argued
earlier, the latter does not claim that deskilling is an inherent law of capitalism.
However, if skill is ‘knowledgeable practice within elements of (job) control’
(Thompson 1989: 92), LPT sees cost and control imperatives as placing constraints
on the development of workforce skills and is inherently skeptical of claims for
long-term upskilling. HRM tends to be sympathetic to, but not dependent on, such
claims. Human Capital theory had already shifted the terms of debate about
competitive advantage by emphasizing that the quality and skills of the workforce
can have a significant effect on productivity (Becker 1964). HRM theorists empha-
size a more contingent argument that changes in the external environment have
made the internal assets of the firm more significant and strategic. In particular,



158 PAUL THOMPSON AND BILL HARLEY

human assets—the skills, knowledge, and attitudes of employees—become the
crucial competitive advantage.

In this context, the dominant HRM model is a human capital/high-involvement
one (Kaufman 2004: 324-5). We would expect a strategic approach to HRM to be
marked, above all, by investment in the workforce and this would be associated with
enhanced skills, training, career structures, and skill- and knowledge-based reward
systems. Indeed, such an approach was the underlying basis of the ‘bargain’ for
employees to buy into high-performance work systems or new transactional psycho-
logical contracts (Herriot and Pemberton 1995). As one of the most authoritative
studies supporting HPWSs argued, workers need incentives to acquire new skills and
engage in discretionary effort, whilst for employers, ‘increasing training, employment
security, and pay incentives for non-managerial employees has the greatest effect on
plant performance’ (Appelbaum et al. 2000: 8).

Such arguments have been augmented by claims from two other sources.
Resource-based views of the firm see human capital as a key invisible asset that is
increasingly valuable and hard to imitate (Barney 1991). At a more popular level,
academic and policy discourse is now dominated by reference to the growth of a
knowledge economy in which the (thinking) skills and knowledge of the employee
are displacing the traditional factors of production as the key asset for firms.

Research undertaken within LPT and related perspectives, however, demon-
strates that this is a hugely flawed account of the dynamics of skill formation.
First, there is the inconvenient fact that the largest actual and projected job growth
in the USA and UK is at the lower end of the labor market. Most are in routine jobs
in hospitality and retail, or in personal services in the private and public sectors,
and few have any relation to high-tech employment (Brown et al. 2001, Thompson
2004). Where does that leave high-skill or knowledge work? Despite repeated
optimistic claims that the majority of jobs fall into this category, more rigorous
analysis of official occupational data indicates that those that could be classified as
knowledge workers with substantial ‘thinking skills’ are a relatively small minority
in the USA and UK (Brown and Hesketh 2004), and Australia (Fleming et al. 2004).

Second, there is limited evidence that employers, at least in Anglo-Saxon econ-
omies, are delivering on the commitment to invest in other aspects of human
capital. Even the mainstream business literature frequently bemoans the violation
of the traditional psychological contract as employees are exhorted to take over
responsibility for skill and career development and abandon any hope of stable,
long-term employment (Deal and Kennedy 1999). Whilst the outcomes of studies
are sometimes contradictory, there is evidence of long-term decline in traditional
career structures and internal labor markets, and falling investment in training
(Cappelli 2001). Some of this is a result of fear that such investment will be
lost through redundancy or exit from their firm, or lack of incentives to invest
due to greater permeability in organizational boundaries as a result of perpetual
restructuring and outsourcing (Rubery et al. 2000). The outcome, however, is,
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contrary to HRM forecasts, an emergent ‘de-knowledging’ of the firm (Littler and
Innes 2003).

8.4.3.1 Alternative Propositions

Though the above critique has been produced by writers of varying perspectives,
contemporary LPT has made a distinctive contribution to explaining what has
happened to skill formation and why. The most common conclusion of critics of
human capital and knowledge economy arguments is to return to the concept of a
polarization of high-skill ‘knowledge work’ and low-skill ‘routine’ jobs—perhaps
an ‘hourglass economy’ (Fleming et al. 2004: 733). Whilst this is useful, it doesn’t
adequately address the dynamics in the content of skills. Three key trends can be
identified from recent LPT research. First, that a partial break with Taylorism and
Fordism from the mid—1980s onwards relied primarily on a qualitative intensifica-
tion of labor (Thompson 2003: 362—4). Initially, LPT developed a critique of
flexibility models by highlighting employer moves to multi-tasking rather than
multi-skilling. This was linked to work intensification through lean production
(Parker and Slaughter 1995) and teamworking (Danford 1998; Findlay et al. 2000).
There is now a considerable body of wider evidence supporting a work intensifica-
tion thesis (e.g. Green 2001). But this intensification required the mobilization of
something new, whether described as ‘knowledgeability’ (Thompson et al. 2000),
knowledge worked (Brown and Hesketh 2004), or the ‘extra-functional skills’
of the ‘new model worker’ (Flecker and Hofbauer 1998). It can be seen that
these arguments do not lead back to a simple notion of deskilling. In fact, such
observations critically recast the HRM insight that contemporary work systems are
dependent on the ‘full utilization of labor.

Second, that there has been a decisive shift in the skill requirements of employ-
ers, but one that rests more on ‘capitalizing on humanity’ than investing in human
capital (Thompson et al. 2000). As the introduction to a recent volume from the
labor process book series sets out, paralleling the shift from explicit to tacit
knowledge has been one from technical to social skills (Warhurst et al. 2004). Whilst
employers may have in the past thought ‘positive attitudes’ were desirable, they
were not regarded as skills integral to the job. Today, in much service and other
work, ‘person-to-person’ social competencies are prized above all. This has been
confirmed in wider research in France and the USA which has found that attitudes,
dispositions, and appearance are frequently more important than level of educa-
tion and training (Mounier 2001). With respect to appearance, LPT has been at the
forefront of developing the concept of ‘aesthetic labor’ to describe how more
employers are drawing on the embodied capacities of employees in the service
encounter. Such trends are reflected in the language of social policy and vocational
training such as ‘transferable skills, ‘generic skills, and ‘employability. The
latter marks the transfer of responsibility for investment in human capital from
employers to employees.
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It might be argued that these trends confirm an upskilling trajectory, albeit by a
different, non-technological route. But an expanded conception of skill is not the
same as a deepening. The palette of skills has been widening, but it has not been
accompanied for most workers by the two other crucial ingredients—task auton-
omy and knowledgeable practice. More and more jobs depend on IT-driven expert
systems and scripted encounters. And whilst the cognitive, emotional, and cultural
demands of the ‘new’ soft skill currencies will differ across the range of jobs,
competencies such as positive attitudes, ability to work as a team, and communi-
cation are generic and therefore hard to connect to any notion of high skills/
knowledge (Brown et al. 2001: 40).

Third, we have to reconsider the locus of the ‘investment’ made through HRM
practices. Increasingly managerial practice is to identify the social and personal
capital held by the actual or potential employee. As a result, employers may be
choosing to invest more in recruitment and selection processes that can identify
workers with the appropriate personal characteristics, than in skill development
and learning (Brown and Hesketh 2004; Callaghan and Thompson 2001).

Overall, the message of this section has been that whilst investment in human
capital is important, it is not as important as and is more different in character than
one would expect from the core HRM assumptions outlined earlier. No existing
society has attained the modest target of at least 50 percent of occupations
categorized as technical, managerial, and professional. Moreover, an increasingly
attractive alternative to investment in training as a means of raising productivity is
to increase the use of immigrant labor (Brown et al. 2001: 50). The continued
dominance of a ‘low-skills equilibrium’ can partly be explained through a contin-
gency or comparative capitalisms approach. In other words, that either the wrong
strategic choices are being made by employers in low-road Anglo-Saxon econ-
omies—or that large parts of the service sector do not require a human capital/
high-involvement approach in any type of economy. Whilst there is some truth in
both of these observations, an attention to political economy directs us to the
significance of other contextual changes that we discuss in our final section.

8.5 TAKING STOCK AND MoviNnGg ON

When the evidence is examined for the core optimistic claims on control, work
organization, and skills, it is patchy at best and absent at worst. It is commonly held
that, particularly at the populist end, HRM scholars have tended to mix up their
predictions and their prescriptions. Our concern, however, is with another kind of
confusion. Of particular note is that the core claims are largely contingent on
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particular changes in economic and social context. These consist of either the
general argument of a paradigm break from some species of Fordist capitalism or a
more diffuse idea that market expansion, volatility, and speed of technical change
have decisively altered the rules of the game.

Whilst mainstream perspectives have never exactly been realistic about the
nature of capitalism, it seems to us that, if anything, recent years have seen global
political economy shift away from, rather than towards, the configuration pre-
dicted by HRM theorists. There is a growing body of evidence that in financialized
economies capital markets rather than product or labor markets are the dominant
drivers of firm behavior (Thompson 2003). In circumstances where downsizing
and perpetual restructuring are the norm in many sectors, progressive objectives in
work and employment spheres are difficult to sustain and increasingly discon-
nected from wider trends in corporate governance. Crucially, those firms that have
achieved gains in productivity and market share through the appropriate HPWS
measures are not immune from destructive effects of enhanced demands for
shareholder value.

HR managers may want to pursue higher performance and high-commitment
policies, at least in some sectors, but the levers they are pulling are often out-
weighed or countermanded by corporate decision makers in thrall to financial
markets. As Kunda and Ailon-Souday (2005) demonstrate, the dominant form of
market rationalism has little time for culture and is more interested in reducing
than transforming the workforce. One crucial conclusion to be drawn from these
observations is that the 1990s are a more significant decade for transformative
change than the 1980s that shaped the assumptions of HRM. In this context, whilst
many of the prescriptions of HRM are laudable, they are increasingly out of step
with reality.

HRM not only needs to reconsider some of its core concepts, it needs to address
some methodological limitations. To date, research has been characterized by a
narrow focus on the individual firm, largely separate from analysis of any bigger
picture (Thompson 2003: 372). At the same time as ignoring the ‘big picture;, HRM
can also be criticized for overlooking the experiences of employees within work-
places. Whilst LPT has been guilty of too many qualitative case studies, it is
theoretically predisposed to locate work relations within the broader political
economy. We are not for a moment suggesting that if such an approach were
adopted HRM and LPT would converge—clearly the theoretical differences remain
significant—but there would be much greater scope for fruitful engagement
between the two approaches.

The final question which our chapter raises is why, in the face of compelling
counter-evidence, core propositions of HRM continue to hold sway in significant
sections of the academic community, as well as among practitioners. As Harley and
Hardy (2004: 393) argue, mainstream HRM scholarship is characterized by an
increasing convergence of meaning among researchers as to what HRM is and
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how it should be researched, while at the same time the practice of HRM remains
ambiguous and variable. This means that managers can use the language of HRM
to establish the legitimacy of their practices, even if the latter bear little resemblance
to the former. Less cynically, perhaps the key appeal of HRM lies in its optimism
about the capacity of capitalism to become more humanistic. We share many of the
goals, but part company on analysis and agency. Gramsci’s nostrum—pessimism of
the intellect, optimism of the will—remains the best starting point for confronting
the possibilities of workplace reform.
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CHAPTER 9

HRM AND SOCIETAL
EMBEDDEDNESS

JAAP PAAUWE
PAUL BOSELIE

9.1 INTRODUCTION

ONE of the more fundamental aspects of the ongoing debate about the added
value of HRM relates to ‘best practice’ versus ‘best fit. ‘Best practice’ argues for
the universal success of certain HR practices while ‘best fit’ acknowledges the
relevance of contextual factors. We argue that differences in institutional settings
(for example, across countries) affect the nature of HRM. To understand this
phenomenon, HRM needs additional theory. In this chapter, we use ‘new institu-
tionalism’ (DiMaggio and Powell 1983) and the theoretical notions of organiza-
tional justice (Greenberg 1990) and organizational legitimacy (Suchman 1995) as a
better way to understand the shaping of HR policies and practices in different
settings.

Strategic HRM has gained both credibility and popularity over the last decade,
especially with respect to the impact of HRM on organizational performance (see
Paauwe 2004 and Boselie et al. 2005 for overviews). More than 100 papers have been
published in the last decade on this topic. However, these papers have often
neglected the importance of the societal embeddedness of HRM. In contrast, in
the 1980s, a much greater emphasis on social context in explaining HR practices
was evident.
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The starting point for most HRM approaches in the 1980s was the external
environment: models typically had an ‘outside-in’ character (see, for example,
the work of Beer et al. 1984 and Schuler and Jackson 1987). These works appeared
to have been heavily influenced by industrial relations (IR) perspectives (e.g.
Dunlop 1958; Kochan et al. 1984) or by ‘strategic contingency’ models
(e.g. Woodward 1965; Lawrence and Lorsch 1967). A radical change from outside-
in approaches to ‘inside-out’ models was introduced during the late 1980s and
early 1990s as a result of the increased popularity of the resource-based view of
the firm (e.g. Wernerfelt 1984; Barney 1991). This radical change resulted in less
attention to the organizational context and the external environment, simply
because the implicit assumption was made that the context mattered less than valu-
able, scarce, inimitable, and difficult-to-substitute internal resources (e.g. unique
human resources) for creating sustained competitive advantage (Paauwe and
Boselie 2003).

Moreover, in the 1980s, the academic disciplines of HRM and industrial relations
were more closely aligned with many academics being active in both fields (for
example, authors like Kochan, Katz, Boudreau, Keenoy, Guest, Poole, Sisson, and
Purcell). Nowadays, consideration of context is mainly limited to ‘control vari-
ables’ like age, sector, technology, and rate of unionization.

This chapter aims to restore the balance by offering a more explicit account of
the importance of societal embeddedness in HRM. As an independent variable,
societal embeddedness can have an important influence on the shaping of HR
policies and practices and their subsequent effect on performance. As Karen Legge
remarks: ‘Just at the time when the key ideas of resource-based value theory
penetrate the thinking (if not necessarily, the practice) of practitioners, I would
predict that the academic debates, while not abandoning the RBV perspective, will
tend to refocus outward to explore more fully the institutionalist approaches’
(Legge 2005: 40).

The chapter starts with a short overview of the different institutional settings in
which the shaping of HR policies and practices takes place (section 9.2). We next
take a closer look at the field of HRM itself (section 9.3), especially focusing on
strategic contingency approaches in HRM. Do different HRM models take
the importance of the societal context into account? In section 9.4, we explain
how researchers in the field of IR have much to offer the contextual analysis of
HRM. This motivates us to use institutional theory (section 9.5) to build
a theoretical base that can encompass context in the study of HRM. Finally,
in section 9.6, we pay attention to the need to achieve a balance between
market and institutional pressures if firms are to simultaneously pursue
competitive advantage, legitimacy, and long-term viability (Boxall and Purcell
2003; Paauwe 2004).
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9.2 DIFFERENT INSTITUTIONAL SETTINGS

Organizations worldwide are confronted with different environmental con-
straints. These may be the result of fundamental differences between countries
(Gospel and Pendleton 2003) or between regions. ‘Anglo-Saxon’ countries such as
the USA are less institutionalized with respect to employment relationships,
including industrial relations and HR issues, than ‘Rhineland’ countries such as
Germany, France, and the Netherlands. For example, in the Netherlands, institu-
tional mechanisms include the influence of the ‘social partners’ (including the
trade unions and works councils) and of labor legislation relating to works
councils, conditions of employment, collective bargaining, flexible employment,
and security. At national level, the social partners and government reach agree-
ments on how to fight unemployment, how to reduce the number of people
entitled to disability benefits, and so on (e.g. Paauwe and Boselie 2003). Several
items in Pfeffer’s (1994) well-known list of ‘best practices’ are institutionalized in
Rhineland settings. For example, employee benefits—one can think of health care
insurance, pension schemes, and security with respect to unemployment and
disability—are almost completely collectively determined in the Netherlands
(Visser and Hemerijck 1997). Differences between the environmental constraints
that companies face can also be a consequence of sectoral differences (Peccei
et al. 2005): for example, differences between traditional manufacturing and
knowledge-intensive services.

Within Europe, there are differences between regional groupings (for example
the ‘Nordic cluster’ of Norway, Denmark, Sweden, and Finland, the ‘Germanic
cluster’ of Germany, Switzerland, and Austria, and the ‘Latin European cluster’
of Italy, Spain, Portugal, France, and Belgium) as well as differences among
nations (Brewster 2004: 365). This has led a number of European academics to
make a plea for a more contextual perspective on HRM models in order to
correct for, and counteract, the wuniversalistic nature of US-based HRM
approaches (e.g. Brewster 2004). Those subscribing to this stream of analysis
assume that US approaches cannot be applied in European settings and that,
therefore, each institutional setting requires its own unique HRM model (Brew-
ster 2004: 367). However, we strongly believe it is more useful to develop an
approach, as in the field of comparative IR (e.g. Kochan et al. 1984; Poole 1986),
that suits, and can be adapted to, different institutional settings. This approach
implies that we need to refine the analysis of HRM in order to take account of
the shaping of HR practices in different institutional settings. This refinement
can be built on new institutionalism (DiMaggio and Powell 1983; Scott and
Meyer 1994). But before we elaborate this point, we will discuss traditional
strategic HRM approaches.



HRM AND SOCIETAL EMBEDDEDNESS 169

9.3 HRM AND STRATEGIC CONTINGENCY
APPROACHES

Looking back at the classic HRM models of Beer et al. (1984) and Fombrun et al.
(1984), we see that they paid attention to how context has an impact on HRM
policies and practices. Fombrun’s model (the so-called ‘Michigan approach’) refers
to context in terms of economic, political, and cultural forces. Beer et al’s model
(the so-called ‘Harvard model’) is more explicit in that it recognizes a wide range
of contextual factors ranging from stakeholder interests to situational factors. Next
to shareholders and management, Beer et al. (1984) take stakeholders such as
employees, government, community, and unions into account. Situational factors
that have an impact on the stakeholders include the labor market, task technology,
laws, and societal values. Since Fombrun et al. (1984) and Beer et al. (1984), research
has moved forward to testing the added value of human resource management: the
HRM and performance debate. Empirical studies on the added value of HRM
include contextual features such as the degree of unionization and industry or
sector as control variables but little or no attention is actually paid to how these
factors affect HRM or how they interact (Boselie et al. 2005).

In terms of the HRM theories of the last two decades, Delery and Doty (1996)
distinguish between universalistic, configurational, and contingent approaches.
The last one is especially interesting for our purposes. Contingency theory' states
that the relationship between relevant independent variables (like HRM practices)
and the dependent variable (performance) will vary according to influences such
as company size, age, and technology, strategy, capital intensity, the degree of
unionization, industry/sector, ownership, and location. Strategic contingency
approaches were the most popular theoretical approaches used in empirical
HRM-performance research in the period 1994—2003, exceeding the number of
studies which used either the RBV or high-performance/high-commitment HRM
approaches (Boselie et al. 2005).

Strategic contingency approaches gained popularity in HRM in the 1980s
through the work of a number of authors. Miles and Snow (1984) developed a
model for linking HR strategy to competitive strategy using three basic types of

! The Essex studies (Woodward 1965), the famous work by Lawrence and Lorsch (1967), the Aston
Programme (e.g. Pugh and Hickson 1976), and the work of Mintzberg (1979) represent a stream in
organization theory known as strategic contingency approaches. Their empirical research findings
suggest that contingencies (e.g. firm size, branch of industry, firm age, capital intensity, trade union
influence, technology) affect strategic decision making, organizational goals, organizational structure,
systems, and culture. Contingency approaches stress the relevance of the ‘organization environment
interface’ (Lawrence and Lorsch 1967) and the notion of situation determined problems. The con
tingency school covers a range of models, which advocate fitting business strategy to its surrounding
(external) context.
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strategic behavior (defenders, prospectors, and analyzers). Schuler and Jackson
(1987) connected Porter’s (1985) competitive strategies to desired employee behav-
iors and HR practices. Baird and Meshoulam (1988) aligned HR activities and the
organization’s stage of development. These early approaches provided clear and
understandable frameworks for linking the external environment or context to
supportive HR practices. In Schuler and Jackson’s (1987) model, Porter’s generic
strategies were the point of departure for a repertoire of role behaviors in each case.
HR practices were to be used to stimulate, or even enforce, the role behaviors seen
as relevant to different competitive strategies. However, this model did not take
into account societal embeddedness. It dealt with the competitive marketplace and
with how different strategies in combination with different employee role behav-
iors could help to realize competitive advantage.

Boxall and Purcell (2003) provide an extensive overview of critiques of this
kind of contingency theory in HRM research. First, these models tend to overlook
employee interests in their attempts to align strategy and HRM. ‘They generally fail
to recognize the need to align employee interests with the firm or comply with
prevailing social norms and legal requirements’ (Boxall and Purcell 2003: 54).
Second, making a distinction between, for example, only three competitive
strategies (see Porter’s (1985) typology) lacks sophistication and does not reflect
the more varied nature of organizational strategies in practice. Large firms (e.g.
MNCs) apply a whole range of different strategies in order to create performance
outcomes, varying from cost reduction strategies in, for example, product storage
and logistics through to high-quality differentiation strategies (for example, seeking
to satisfy customers through excellent services). A third criticism by Boxall and
Purcell (2003) concerns the problem that these models do not pay much attention to
dynamics. In other words, contingency approaches rarely consider change processes
and pressures, in terms of both contextual and organizational changes.

On the one hand, we conclude that strategic contingency approaches provide
understandable and insightful frameworks on strategy, HRM, and context. On the
other, these models are oversimplified, lacking sufficient depth to capture the
complexity and dynamics necessary for understanding the relationship between
HRM and its environment.

We need further theory to assess the relationships within a set of HRM practices
and explore how these relate to, interact with, and are influenced by context. How
are HRM practices embedded in society at large? Moreover, how do we define
‘context’? How can we develop a theory that will make it possible to generate
hypotheses about the relationships within the enormous variety of HRM practices
as well as the various contextual factors involved (Paauwe and Boselie 2003)? Poole
(1990) criticizes a number of HRM models, Beer et al.’s among others, and suggests
the need to include globalization, power, and strategic choice. Hendry and
Pettigrew (1990) want to broaden HRM models by including economic, technical
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and socio-political topics, which incorporate a range of factors that influence
strategic decision-making in HRM. Of course, these authors emphasize that they
do not want to fall into the trap of contingent determinism. There is always leeway
for the actors involved to make strategic choices. The importance of context is
recognized in the field of IR, which has a tradition and a well-developed range of
theoretical models for carrying out internationally oriented research. Much can be
learnt from these approaches.

9.4 HRM AND INDUSTRIAL RELATIONS:
SoCIETAL EMBEDDEDNESS, STRATEGIC
CHOICE, AND DIFFERENT RATIONALITIES

The relationship between IR and HRM received a lot of attention as HRM emerged
as an area of study (e.g. Guest 1987; Storey 1989; Poole 1986; Storey and Sisson 1993;
de Nijs 1996). We are especially interested in what we can learn from IR theory, and
IR modeling in particular, in order to shed light on the societal embeddedness of
HRM. The early models of IR theory (e.g. Dunlop 1958) focused on the process of
rule-making in the employment relationship (Clegg 1979) and emphasized the
adaptive nature of IR systems and their actors to the economic, technological
and political context. They were, however, rather deterministic. Walker (1969),
Poole (1986) and Kochan et al. (1984) were among the first to recognize that
variations in IR institutions and practices had their roots in the strategic choices
(Child 1972) of the parties to the employment relationship.

Kochan et al. (1986) extensively adapted and added to Dunlop’s original frame-
work. They saw a more active, as opposed to a merely adaptive, role for manage-
ment, emphasizing the idea of strategic choice. Of course, all parties involved can
make strategic decisions but Kochan et al. (1984: 17) considered management to be
the dominant party in this respect. They also included interrelated levels of
industrial relations. Next to the functional level of collective bargaining, they
included strategic and workplace levels in their analysis. The strategic level, by
definition, concerns long-term, high-level planning and encompasses, from a
management point of view, the strategic role of human resources. Kochan et al.
(1984: 21) stress that theory should allow an exploration of both the content and the
process of strategy formation. The concept of strategy in industrial relations is only
useful if actors have some discretion over decisions.

Poole (1986: 13) suggests that the concept of strategy encapsulates, at a more
abstract level, the idea of overall design within social action, which is based upon
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various forms of rationality. He associates the concept of strategy with the
following general categories of social action:

o Instrumental-rational, which refers to the means needed to achieve utilitarian
ends (reflecting material interests and the will to power). Weber (1946) labels
this ‘Zweckrationalitat’

o Value-rational, which refers to ethical, aesthetic, religious, political, or other
ideals (involving identification and commitment). Weber (1946) labels this
‘Wertrationalitat’.

o Affectual/emotional, which refers to the actor’s specific affects and feelings
(sentiments and emotions can enhance value-rational commitments).

o Traditional, which refers to ingrained habits (the institutionalization of pre-
vious strategic decisions of either a utilitarian or idealistic character).

In the field of HRM, these four kinds of social action are particularly relevant
in shaping HR practices. From an economic and managerial perspective, it is usual
for only the instrumental-rational perspective to be taken into account. However,
especially when decisions relate to the shaping of employment relationships,
other categories of social action, based on values, emotions, and traditions, are
at stake. Kochan et al. (1986) also attach importance to the role of values, which stem
from different rationalities, the role of history, and processes of institutionalization.
The framework presented in Fig. 9.1 summarizes their approach.

This brings us into the realm of new institutionalism, a strand of theorizing
which gives us a sound basis for the inclusion of context in the study of HRM and a
way to explore the societal embeddedness of HR practices.

Business

Values strategies Instiutional structure

of firm-level industrial

External environment relations Performance
Labor markets Strategic activities outcomes
Workforce ‘} Employers
characteristics Collective bargaining/ Workers
and values personnel functional Labor unions
Product markets T activities Society
Technology .

Public policies History and Workplace activities A
current H

f structures f i

I e :

Fig. 9.1. General framework for analyzing industrial relations issues
Source: Kochan et al. 1986.
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9.5 HRM AND NEW INSTITUTIONALISM

The idea that organizations are deeply embedded in wider institutional environ-
ments suggests, according to Powell (1998: 301), that organizational practices are
often either direct reflections of, or responses to, rules and structures existing in the
wider environment (Meyer and Rowan 1977). Jaffee (2001: 227) states that:

viewing organisations as institutions means that organisations have a history, a culture, a
set of values, traditions, habits, routines and interests. This contrasts with the economic or
bureaucratic view of organisations that views organisations as formally rational instru

ments for the realization of clearly defined objectives. Calling organisations ‘institutions’
means that they are not simply black boxes that produce goods and services, but human
organisations driven by emotion and tradition.

Thus, institutional theory combines a rejection of the optimization assumptions of
the rational actor models popular in economics with an interest in institutions as
independent variables (Powell 1998: 301). Processes of institutionalization can be
defined as those ‘by which societal expectations of appropriate organizational
action influence the structuring and behaviour of organizations in given ways’
(Dacin 1997: 48). Selznick (1957), one of the founders of institutional theory, used
the term institutionalization, to refer to the organizational policies and practices
that become ‘infused with value beyond the technical requirements of the task at
hand’ (Jaffee 2001: 227). In general, institutional theory shows how the behavior of
organizations is not solely a response to market pressures, but also to institutional
pressures. These include those emanating from regulatory agencies such as the state
and the professions, from general social expectations, and from the actions of
leading organizations (Greenwood and Hinings 1996).

At the beginning of the 1980s, a group of US-based sociologists presented
themselves as new institutionalists. Academics such as Selznick, Meyer, Rowan,
Scott, DiMaggio, Powell, and Zucker can be considered as the founding fathers
(and in Lynne Zucker’s case, founding mother) of the new institutionalism.
According to Greenwood and Hinings (1996), the new institutionalism assumes
that organizations conform to contextual expectations in order to gain legitimacy
and to increase their probability of survival. (For an extensive treatment of the
differences between old and new institutionalism, we refer readers to DiMaggio
and Powell 1991).

In respect of the societal embeddedness of HRM, the contribution made by
DiMaggio and Powell (1983, 1991) is particularly important. They state that organ-
izations become more similar with respect to practices and systems within an
organizational field, not only because of market mechanisms, but also as a result
of institutionalization or ‘structuration.’ The concept that best captures the
process of homogenization is isomorphism. DiMaggio and Powell (1983) define
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isomorphism as a constraining process that forces one unit in a population
(or organizational field) to resemble other units that are exposed to the same set of
environmental conditions. There are two types of isomorphism: competitive and
institutional. Competitive isomorphism assumes a system of rationality emphasizing
market competition, niche change, and ‘fit, and is most relevant where free and open
competition exists. However, for a more complete understanding of organizational
change, DiMaggio and Powell (1983) focus more on an alternative perspective, that of
institutional isomorphism. Three institutional mechanisms are said to influence
decision-making in organizations: coercive mechanisms, which stem from political
influence and the problem of legitimacy; mimetic mechanisms, which result
from standard responses to uncertainty; and normative mechanisms, which are
associated with professionalization. Coercive influence refers to the formal and
informal pressures exerted by organizations on which a firm is dependent, as well as
to the cultural expectations held in wider society.

According to Lammers et al. (2000), new institutionalism criticizes the ‘functio-
nalistic contingency approaches’ of the 1960s, which assume that actors are
rational. In contrast, new institutionalists believe in the ‘non-rationality’ of
processes at all levels in society—the micro (individual and organizational),
meso (branch or industry), and macro levels (national or international). The
central theme in new institutionalist approaches is the study of processes of
cognitive and normative institutionalism, whereby people and organizations con-
form without thinking to social and cultural influences (Lammers et al. 2000).
These normative influences are taken-for-granted assumptions (Zucker 1977) that
actors perceive as being part of their objective reality.

Coercive mechanisms in HRM include, amongst others, the influence of labor
legislation and government and, in some societies, the ‘social partners’ (including
trade unions and works councils). Mimetic mechanisms refer to imitations of the
strategies and practices of competitors as a result of uncertainty or fashion in the
field of management. The current interest in developing and implementing HR
scorecards (e.g. Becker et al. 2001) is an example. Normative mechanisms include
the impact of professional networks on management policies. According to
DiMaggio and Powell (1991), these networks, in particular, encourage isomorph-
ism. Professional networks are influenced by the way universities and professional
training institutes develop and reproduce taken-for-granted organizational norms
among professional managers and staff specialists in the different functional areas
of finance, marketing, accounting, and HRM. To give an example, it is now very
common to assert that HRM should be business oriented and must add value.
Other aims are subservient to this dominant goal. Thirty years ago, in the Nether-
lands at least, one of the central purposes of HRM was the support of industrial or
organizational democracy. In Fig. 9.2, we give an overview of the way in which the
three mechanisms identified by DiMaggio and Powell (1991) have impacts on
HRM.
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Fig. 9.2. Impacts of DiMaggio and Powell's three mechanisms on HRM

9.5.1 Institutional Theory and Change

Institutional theory has been criticized for only being able to explain the persist-
ence and homogeneity of phenomena and being unable to deal with the role of
interests and agency in shaping action (e.g. Dacin et al. 2002: 45—7). The work
of DiMaggio and Powell (1991), just discussed, shows how organizations change
due to the influence of coercive mechanisms, mimetic forces, and normative
pressures. However, these processes imply that organizations, in a specific organ-
izational field, such as a sector or industry, will become more alike. Although
DiMaggio and Powell are able to account for change, it is change in the same
direction within an organizational field. Their approach does not take into account
the possibility of uniqueness due to specific interests and human agency. Green-
wood and Hinings (1996) tackle this problem by starting from the premiss that a
major source of organizational resistance to change derives from the normative
embeddedness of an organization within its institutional context. In order to be
able to account for change, they explore the interaction between context and
strategic choice, arguing that unique change can occur if an organization decouples
itself from the institutional context and reformulates its internal ‘interpretative
scheme. An organization’s interpretative scheme consists of assumptions about the
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appropriate domain in which the organization should operate, beliefs and values
about the principles of organizing, and defined performance criteria to assess
success.

The extent to which an organization can be decoupled from the institutional
context depends on its internal dynamics, which include the kind and degree of
commitment to change, the power structures and coalitions favoring or opposing
organizational change, and the capacity to implement change. Greenwood and
Hinings (1996) define this capacity as the ability to manage the transition process
from one template to another.

Oliver (1991) complements this dynamic perspective and makes it possible to
account for change in the institutional framework by showing how organizations
can respond to institutional processes. Organizations use different strategies
(options) to respond to institutional processes, ranging from acquiescence to
manipulation. Oliver’s (1991) framework is shown in Table 9.1.

A problem with this framework is that the responses are formulated either in a
conforming way (‘acquiesce’ and ‘compromise’) or in a negative way (‘avoid, ‘defy;
‘manipulate’). If Oliver had also formulated positive and more constructive
strategic responses such as ‘lead, ‘initiate, ‘develop, the scheme would provide a
more complete overview of strategic responses (Paauwe 2004: 45).

Oliver (1992: 564) went on to introduce the idea of deinstitutionalization and
defined it as the process by which the legitimacy of an established or institutionalized

Table 9.1 Strategic responses to institutional processes

Strategies Tactics Examples
Habit Following invisible, taken-for-granted norms
Acquiesce Imitate Mimicking institutional models
Comply Obeying rules and accepting norms
Balance Balancing the expectations of multiple constituents
Compromise Pacify Placating and accommodating institutional elements
Bargain Negotiating with institutional stakeholders
Conceal Disguising nonconformity
Avoid Buffer Loosening institutional attachments
Escape Changing goals, activities, or domains
Dismiss Ignoring explicit norms and values
Defy Challenge Contesting rules and requirements
Attack Assaulting the sources of institutional pressure
Co-opt Importing influential constituents
Manipulate Influence Shaping values and criteria
Control Dominating institutional constituents and process

Source: Oliver 1991.
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practice erodes or discontinues. In identifying the various factors that contribute to
this process, and thus to change, she distinguishes intra-organizational determinants
from external environmental forces:

Intra-organizational determinants. ‘Pressures may arise within the organization as
new members are recruited, performance declines, power alignments shift, goals
are more clearly defined or the organizational structure is transformed owing to
diversification or mergers. These rather common events can conceivably threaten,
or at least call into question, institutionalised patterns of organization and
behaviour and stimulate change’ (Jaffee 2001: 235 based on Oliver 1992: 579).

External environmental forces. ‘These might include increasing competition or
environmental turbulence, changes in government regulations, shifts in public
opinion, dramatic events or crises and changes in task environment relationships’
(Jaffee 2001: 235 based on Oliver 1992: 579). In principle, these forces will cause
change in the same direction for all organizations involved in the same organiza-
tional field. However, due to human agency and strategic choice, organizations can
and will differ in their response to these kinds of forces.

In a similar way to Oliver, Colomy (1998) draws attention to the role of human
agency in transforming the normative, cognitive, and regulative aspects of institu-
tions (see also Jaffee 2001: 236). Moreover, Dacin et al. (2002) summarize a range of
studies (for example Kraatz and Moore 2002; Sherer and Lee 2002; Townley 2002;
Zilber 2002) that explicitly pay attention to the role of power, interests, and agency
in determining how organizations interpret and respond to institutions: actors are
not passive, they make choices as they interpret their environments (Dacin et al.
2002: 47). In summary, then, a range of authors have worked on building a new
institutionalist approach which recognizes both forces for sameness and forces
which stimulate idiosyncratic change.

9.6 HRM AND STRATEGIC BALANCING

In the previous section, we outlined how institutional theory can help us account
for the societal embeddedness of HR practices. New institutionalism enables us to
identify the underlying reasons why organizations in the same sector or industry
become increasingly alike, while still allowing for change on the basis of human
agency and strategic choice. Environmental determinism is thus avoided. However,
we have only dealt with one side of the coin of social embeddedness. Organizations
find themselves amidst two forces in the environment. On the one hand, there are
competitive forces, based on economic rationality, which lead to decisions to
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differentiate from competitors in an effort to achieve or maintain sustained
competitive advantage. On the other hand, there are isomorphic pressures based
on normative rationality, which lead organizations to become increasingly alike in
order to achieve legitimacy in their organizational field. Legitimacy is needed
in order to acquire resources from potential exchange partners such as customers,
suppliers, and regulators. A legitimate firm will manage to obtain resources of
higher quality and at more favorable terms than a firm whose legitimacy is
challenged (Deephouse 1999: 152).

These two forces are examined in research undertaken by Deephouse (1999). In
alongitudinal study of commercial banks, he finds empirical support for his strategic
balance theory. This states that moderately differentiated firms, which achieve
a balance between a focus on legitimacy and a market focus, tend to have higher
performance than either highly conforming firms, which emphasize meeting
legitimacy requirements, or highly differentiated firms maximizing the economic/
market dimension.

Within the field of HRM, Paauwe (2004) uses the theory of strategic balance in
his contextually based human resource theory. Here, long-term viability can only
be achieved if a balance is realized between economic and relational rationalities.
Organizations need to pursue economic rationality with an emphasis on creating
added value, but they are also confronted with the challenge of relational or
normative rationality. This implies establishing sustainable and trustworthy rela-
tionships with all relevant stakeholders (not just customers and shareholders)
based on criteria of legitimacy and fairness as moral values (Paauwe 2004: 67).

The strategic tension in achieving a balance between sometimes competing or
conflicting forces is recognized by Boxall and Purcell (2003: 7). They distinguish
goals of labor productivity, organizational flexibility, and social legitimacy that
need to be met, to some degree, in order to achieve organizational viability. They
emphasize the ‘harsh’ reality of strategic tensions among these three critical goals:
seen, for example, when companies transfer activities to low-cost countries to
achieve productivity/efficiency goals at the expense of societal legitimacy in the
high-wage countries where mass lay-offs occur.

Relatively little attention has been paid to the challenge of simultaneously
achieving the goals of productivity/flexibility and social legitimacy despite the
fact that reconciling opposing goals is extremely important for the long-term
survival of organizations. With increasing international competition, organizations
are forced to implement work systems that place increasing demands on employees
to work smarter, better, or faster. This may require the implementation of lean
manufacturing work systems or, more generally, high-performance or high-
involvement work systems. In a growing number of cases, the need is to achieve
an agile work system, which emphasizes fast and efficient learning, encouraging
multi-skilling, empowerment, and reconfigurable teams and work designs (Dyer
and Shafer 1999; Sharp et al. 1999). If these forms of work reorganization are not
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paralleled or balanced by a sufficient degree of trust, legitimacy, and fairness, the
enforced changes will be likely in the long run to result in dissatisfaction, burn-out,
and stress. Hence, a single-minded pursuit of economic rationality to the exclusion
of other factors carries the seeds of its own destruction. Recognition of relational
rationality means that social goals have to be considered, especially those concern-
ing organizational justice and social legitimacy.

9.6.1 Organizational Justice/Fairness

Failing to meet objectives of legitimacy and fairness will lead to perceived injustice
by those involved (e.g. employees, managers, works council representatives, trade
union officers) and affects employee behavior and social relations within an
organization (Greenberg 1990). A meta-analysis of organizational justice by
Colquitt et al. (2001) shows positive effects of perceived justice (both procedural
and distributive) on job satisfaction, organizational commitment, employee trust,
and organizational citizenship behavior (OCB), underlining the relevance of
fairness and legitimacy in organizations. Meeting the criterion of relational
rationality means that managers need to ‘treat their people well’

The term justice’ is generally used to connote ‘oughtness” and is focused on the
way people evaluate the fairness of a decision (Boxall and Purcell 2003). Baron and
Kreps (1999) present two implicit assumptions that represent the starting point for
organizational justice approaches. First, they make the assumption that individual
employees evaluate their personal position relative to others in a process of
social comparison (encompassing upward comparison, downward comparison,
and horizontal comparison). Second, individual employees not only attend to the
absolute rewards they receive, but also to the fairness of the allocation decisions.

There are two basic forms of organizational justice: distributive and procedural.
Distributive justice concerns people’s perception of outcomes or rewards and the
way they are allocated (Baron and Kreps 1999: 107). This form of justice is relevant
for workers’ satisfaction with decisions concerning their jobs and pay. Typical
issues related to distributive justice are: ‘How am I being paid in comparison to
my colleagues?” and ‘How much effort do I have to put into my job in comparison
to colleagues with similar responsibilities?” Procedural justice, on the other hand,
deals with the fairness of the procedures used to determine outcome distributions
or allocations (Colquitt et al. 2001). Procedural justice is often related to workers’
perception of the supervisor, their attachment to the organization, and their
willingness to engage in various kinds of ‘organizational citizenship behavior’
Colquitt et al. (2001) show that perceptions of distributive justice tend to be
correlated with perceptions of procedural justice. They add two other forms of
organizational justice based on interactions: interpersonal justice and informa-
tional justice. Interpersonal justice is concerned with whether people are treated in
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a polite, dignified, and respectful way by authorities (Colquitt et al. 2001: 427).
Informational justice points to the role of information flows and the way people
perceive these flows: in particular, information about why certain procedures are
used and why certain outcomes are distributed (Colquitt et al. 2001: 427). All four
forms of justice affect employee motivation.

9.6.2 Organizational Legitimacy

Organizational legitimacy relates to the organization as a whole. It can be defined as
‘a generalized perception or assumption that the actions of an entity are desirable,
proper, or appropriate within some socially constructed system of norms, values,
beliefs, and definitions’ (Suchman 1995: 574). Suchman (1995) provides an excellent
overview of organizational legitimacy and distinguishes two overall traditions. The
first tradition, seen in the work of Pfeffer and Salancik (1978), among others, adopts
a managerial view and stresses the instrumental ways in which an organization can
manifest itself: for example, by using evocative symbols to gain societal support
(Suchman 1995: 572). This approach can be characterized as organizational man-
agers ‘looking out. The second comes from studies in the institutional tradition like
that of DiMaggio and Powell (1983). These emphasize the sector-wide structuration
dynamics that put pressures on organizations to meet or adopt legitimacy expect-
ations set at sectoral or societal levels. These pressures can limit the organization’s
room to maneuver in decision-making (Suchman 1995). This viewpoint reflects
society ‘looking in.” Each tradition is further subdivided among researchers who
focus on legitimacy grounded in pragmatic assessments of stakeholder relations (a
superficial way of looking at legitimacy), legitimacy grounded in normative evalu-
ations of moral propriety, and legitimacy grounded in cognitive definitions of
appropriateness and interpretability (Suchman 1995). Pragmatic legitimacy mainly
rests on the self-interested calculations of an organization’s most immediate audi-
ences. Moral legitimacy builds on the question of whether a given activity is the
right thing to do and not on judgements about whether a given activity benefits the
evaluator. Cognitive legitimacy is based on acceptance of the organization as
necessary or inevitable based on some taken-for-granted cultural account. It does
not involve evaluation on moral grounds.

In summary, strategic balancing involves taking into account both market
principles (economic value) and institutional principles (moral values). In our
view, the viability of an organization can only be secured by meeting contextual
economic demands (e.g. for efficiency, flexibility, innovativeness) and institutional
demands both at the societal level (reflected in the concept of organizational
legitimacy) and at the individual employee level (reflected in the concept of
organizational justice).
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9.7 CONCLUSIONS

The starting point of this chapter was to explore HRM in its societal embeddedness.
Our first key aim was to emphasize the value of new institutionalism as an additional
theoretical perspective explaining the shaping of HRM in different environments.
Our second key aim was to develop the idea of ‘strategic balance’ theory concerned
with economic and relational rationalities—with the latter involving organizational
justice at the individual level and organizational legitimacy at the organization level.

Institutional theory has been criticized for putting too much emphasis on
stability, for being deterministic, and for placing too much emphasis on the
conservative and conserving nature of institutions. In response to these criticisms,
we showed how institutional theory is able to encompass change, the role of
agency, and processes of deinstitutionalization. The interplay between, on the
one hand, institutional factors which force an organization to comply with rules
and regulations in order to bring about legitimacy and, on the other, the competi-
tive market place, where strategic choice and leeway will allow an organization to
position itself differently (in order to achieve a competitive advantage), led us
finally to the importance of strategic balancing (Deephouse 1999). Not only is fit
between HR and competitive strategy a necessary condition for organizational
success, but so too is institutional fit.

The advantage of our approach is that we can complement the present academic
interest in the linkage between HRM and performance with wider institutional
factors influencing the choice of HR practices. The theoretical concepts used in this
chapter shift the attention from internal organizational resources to a more
interactive level, relating the organization to its environment, and making us
more conscious of the role of taken-for-granted assumptions and mimetic, nor-
mative, and regulatory mechanisms in the wider context. Our approach can be
used in different institutional settings, including regions, countries, and sectors
(see, for example, Paauwe 2004). The approach offers a fruitful perspective for
cross-national and cross-sectoral comparative research into the effects of various
institutional mechanisms on the shaping of HR practices and their possible
relationship with performance. HR practices should meet the demands of the
market place (e.g. for efficiency and agility) and the institutional setting (for social
legitimacy), while at the same time being perceived as fair and just by employees.
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CHAPTER 10

WORK
ORGANIZATION

JOHN CORDERY
SHARON K. PARKER

10.1 INTRODUCTION

THE greatest improvement in the productive powers of labour, and the
greater part of the skill, dexterity and judgement with which it is any
where directed, or applied, seem to have been the effects of the division
of labour.

(Adam Smith 1776, quoted in Davis and Taylor 1972: 25)

Perhaps the most prominent single element in modern scientific man
agement is the task idea. The work of every workman is fully planned out
by the management at least one day in advance, and each man receives in
most cases complete written instructions, describing in detail the task
which he is to accomplish, as well as the means to be used in doing the
work ... the average workman will work with the greatest satisfaction,
both to himself and his employer, when he is given each day a definite
task which he is to perform in a given time.

(Taylor 1947: 297, 300)

... 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 responsibilities, encouraged to contribute, and helped to
take satisfaction in their work.

(Walton 1985: 77)
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...organizations are beginning to make the more radical move of aban

doning the concept of the job altogether. One factor contributing to the
demise of traditional jobs is the growing use of self managing teams ...
Although management typically plays a key role in deciding which skills
the team requires and selecting the individuals who have these competen

cies, it is usually left to the team to decide how the work should be divided
among its members. As the team evolves and team members become more
multiskilled, the work that each individual performs often shifts to ac

commodate personal as well as work requirements.

(Lawler and Finegold 2000: 7 8)

As the above quotations suggest, opinions as to the best ways to organize and
manage work activities within the operating core of an organization have varied
widely over the past 250 years. The past three decades, in particular, have witnessed
major changes to organizations and the work that is performed by their members,
brought about in the main by technological changes and global competition. Terms
such as lean production, manufacturing business process re-engineering, outsour-
cing, team-based working, kaizen, just-in-time production, empowerment, call
centers, contingent workers, virtual teams, tele-work and the learning organization
are just some of the words that have entered the lingua franca of management,
denoting ways in which organizations have attempted to respond to such changes.

This chapter outlines a systems framework for describing the ways in which work
activities are structured and coordinated by organizations in response to techno-
logical, economic, and social imperatives. In doing so, we are particularly mindful
of the impact that evolving work configurations have upon an organization, its
members, and the broader environment within which that organization operates.

10.2 A SYSTEMS PERSPECTIVE ON WORK
ORGANIZATION

The frequency with which such terms as task design, job design, work organization,
and work system are used synonymously suggests that some conceptual clarifica-
tion might be fruitful. According to Wall and Clegg (1998: 337), job design refers
to ‘the specification of the content and methods of jobs, while work organization
‘usually signifies a broader perspective linking jobs more explicitly to their organ-
izational context. Accordingly, we define work organization as the way tasks are
organized and coordinated within the context of an overarching work system. A work
system, in turn, may be viewed as a particular configuration of interacting subsys-
tems, including work content, technology, employee capabilities, leadership style,
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Fig. 10.1. The organization of a work system
Source: After Beer et al. 1985: 570.

and management policies and practices (Beer et al. 1985; Sinha and Van de Ven
2005). This conceptual framework is presented in Fig. 10.1.

Adopting a systems perspective on work organization has a number of advan-
tages. First, it provides a common framework for describing the myriad ways of
organizing and coordinating work processes that have evolved over time and in
different contexts and which attract different labels or terminologies. For example,
it can be used to differentiate, say, between different approaches to teamworking
that might evolve in two different call centers. It can also be used to describe the
working arrangements involved in practices as apparently diverse as lean produc-
tion and empowerment.

Second, the work systems perspective recognizes that the productive work of an
enterprise arises as a result of a complex interplay between a number of work
subsystems. For example, increases in the complexity of tasks performed by
employees or in their role responsibilities are likely to be either facilitated or
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inhibited by the existing knowledge, skills, and abilities they already possess, their
attitudes towards such changes, and/or by the organization’s capacity to deliver
education and training. Such changes are also likely to necessitate changes to
remuneration practices, as well as requiring first-line managers to delegate some
of their tasks.

Finally, as is the case with open systems perspectives on organizations generally
(e.g. Katz and Kahn 1966), the work systems approach recognizes that such a system
interacts with (imports from, exports to) an environment that is defined, in large
part, by such factors as the organization’s overarching corporate strategy, its culture,
and the broader operating environment of the organization, one that is defined by
societal, economic, political, and legal considerations. While work systems can have
an impact on such environments, for example by exporting skill, products, or
services, it is more likely that the effectiveness of a given work system configuration
will depend on the degree to which it is compatible with its operating environment.

In the sections that follow, we describe the main components (subsystems) of a
work system and their interrelationship. We then go on to discuss different criteria
used to judge the effectiveness of work systems, and to review three generic work
system configurations.

10.2.1 Work Content

At the core of any work system’s configuration are the tasks and roles performed by
employees in their jobs—‘the set of activities that are undertaken to develop, produce
and deliver a product—that is, a physical and/or information good and service’
(Sinha and Van de Ven 2005). The content of that work/those jobs may be described
in terms of a number of design parameters or characteristics, the range of which is
considerable and reflects the predominant interests of those analysing or designing
the work (e.g. Campion 1988). We choose here to focus on a limited set of core features
of work content, commonly identified in the work design literature, which are not
encapsulated by other aspects of the work system (e.g. rewards), and which are
important from the perspective of both organizations and job incumbents
(Baron and Kreps 1999; Hackman and Oldham 1976, 1980; Parker and Wall 1998;
Parker et al. 2001; Sinha and Van de Ven 2005). These characteristics include the scope,
control, variability, demands, and feedback directly associated with tasks and duties.
Scope. The breadth and level of tasks and responsibilities exercised by an
incumbent represents a major work design parameter. Some jobs are highly
specialized horizontally, that is to say, the range of tasks they contain is very
small. This is frequently reflected in low cycle times for completion of units of
work. Jobs can also be ‘vertically’ specialized, to the extent that more complex tasks,
such as those involving planning, scheduling, and decision-making, and high-level
skills, are separated out. This is sometimes referred to as work simplification.
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Discretion. In some work systems, employees have a high degree of control over
operational aspects of work performance, such as the pace and timing of tasks or
the performance strategies adopted, whereas in others no such discretion is per-
mitted. The level of autonomy or discretion a job affords is generally regarded as
being of considerable psychological significance to job incumbents, in respect of
their motivation and satisfaction.

Variability. This aspect of job content relates to the degree of stability that exists
in tasks and roles over time. In some work systems, for example, employees rotate
between jobs or functional task groupings, whereas in others the content of the
work remains fairly constant. Job rotation provides the employer with some
benefits, in terms of flexibility of labor allocation, and potentially enables employ-
ees to utilize a greater proportion of their skills and talents. However, rotation may
also interfere with the development of task proficiency and performance-relevant
mental models (Hackman 2002).

Demands. Workload is also a key factor associated with jobs. Workloads can take
the form of physical demands, though the growing prevalence of knowledge-based
work means that increasingly such demands are intellectual (or cognitive) in char-
acter. In the case of service jobs, there has been increasing recognition that work
can involve emotional labor, and that the emotional demands this creates can be
extremely stressful (Brief and Weiss 2002; Grandey 2000)—particularly in jobs that
are also cognitively demanding (Glomb et al. 2004). Demands can also arise as a
consequence of role conflict, where job incumbents are required to perform multiple
roles with conflicting objectives (e.g. Frenkel et al. 1999). Demand is also experienced
as a consequence of conflict between job and non-job roles (Raghuram and
Weisenfeld 2004), particularly where work involves long hours (MacInnes 2005).

Feedback. Some jobs and tasks automatically generate information that enables
the person performing them to judge how well he or she is performing. Perform-
ance feedback is an important determinant of the capacity to self-regulate within a
job (Locke and Latham 2002), though the performance-monitoring capabilities
provided by modern information technologies can generate both positive and
negative consequences for organizations and employees alike (Frenkel et al. 1999;
Stanton 2000).

Interdependence. Finally, work content varies according to whether tasks/roles
are performed individually or are assigned to a group (or team) of employees. It
has become increasingly common for organizations to formulate and manage work
content at the level of a team of employees, such as through the creation of self-
managing work teams (Cordery et al. 1991), creating strong behavioral and out-
come interdependencies between employees in the process (Wageman 1995).

While the content of tasks, activities, and roles is at the core of the work system,
it is critically dependent on other four other work subsystems: technology, leader-
ship, workforce capabilities, and management policies and practices. Each of these
subsystems, and their relationship to work content, is now briefly discussed.
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10.2.2 Technology

The content of work activities and responsibilities is strongly influenced by the
technical subsystem. In the first instance, task technology may directly influence
the ‘locus of control’ in respect of work activities (Mintzberg 1979). In highly
regulated or automated technical systems, such as provided by some assembly
line and call center technologies, the opportunities for people to exercise discretion
in respect of the way they perform the work (e.g. pace, order) is virtually non-
existent.

Furthermore, some technologies have a degree of sophistication and complex-
ity that automatically generates cognitive demands within an operator’s work
role, and the inherent unreliability of many complex technologies may also
generate variability and uncertainty in work tasks and role requirements (Wall
et al. 2002). Varying levels of technologically derived uncertainty means that, for
some jobs, it is possible to prescribe in great detail the manner of task execution
using rules and standard operating procedures, while in others, the nature of task
requirements and demands is not able to be specified in advance of their
execution.

Technical systems also affect interdependence. Continuous process technologies,
for example, generate complex levels of interdependence between tasks that favor
the allocation of some coordination and control responsibilities to a group of
employees. In other situations (e.g. some customer service roles), an employee is
able to perform all required tasks independently of others, and the requirement to
define collective work content is less acute.

10.2.3 Leadership

The leadership behaviors of managers and supervisors are also likely to help shape
the content of work activities and to interact with other elements of the work
system. For example, high levels of job discretion may act as a substitute for, or
neutralize, the effects of some aspects of transactional and transformational leader
behaviors (Whittington et al. 2004). Conversely, the direct involvement of a
manager or supervisor in the process of allocating tasks to employees, setting the
pace of work, and in decisions over the choice of work methods will invariably
reduce the level of scope and discretion experienced by job incumbents (Cordery
and Wall 1985).

Where jobs and tasks are highly specialized, there is likely to be a need for first-
level management to act as the linking mechanism, coordinating activities across
individuals. However, where interdependent tasks are grouped within the one job,
or within a responsible work team, then such coordinative behaviors on the part of
first-level management are likely to be less necessary.



WORK ORGANIZATION 193

10.2.4 People

The successful performance of any set of work activities is clearly dependent on
the level of commitment and capability demonstrated by the extant workforce
(Ulrich et al. 1999). The knowledge, skills, and abilities the workforce possess, are
capable of attaining, or are willing to engage create both opportunities and
constraints in respect of the specialization or enlargement of job content. Work
roles frequently fail to capitalize fully on the existing knowledge, skills, and talents
of employees (Morrison et al. 2005), employees can also differ in the confidence
with which they approach expanded or enriched work roles (Burr and Cordery
2001; Parker 1998), and cultural values and beliefs may also shape attitudes about
(and acceptance of) different forms of work organization (Kirkman and Shapiro

1997).

10.2.5 Management Policies and Practices

Ultimately, any set of work roles and responsibilities must be supported by a set of
sympathetic and appropriate management policies and practices. It has long been
recognized that different approaches to work organization are frequently associated
with different ‘bundles’ of human resource management practices (e.g. Pil and
MacDuffie 1996). Models of team effectiveness generally specify elements of a
supportive organizational context (training, information, and reward systems) as
being a key input to the effectiveness of teamworking (e.g. Hackman 2002).
Elsewhere in the human resource management literature, the value of rigorous
selection techniques, pay contingent on collective output, intensive training and
development, job security guarantees, low status differentials, and widespread
information sharing in supporting ‘high-involvement’ work designs has been
strongly advocated (e.g. Pfeffer 1998; O’Reilly and Pfeffer 2000).

10.3 ARCHETYPAL WORK SYSTEM
CONFIGURATIONS

The effectiveness of any given work system design needs to be assessed against
multiple criteria, given the potentially divergent interests of those associated with
it (e.g. employees, employers, customers). The following six main criteria have
been identified from the literature (Beer et al. 1985; Campion and Thayer 1987;
Baron and Kreps 1999; Parker et al. 2001):
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o the work system’s capacity to generate high levels of work performance and
goal attainment on the part of those working within it;

o the degree to which the work system develops, produces, and delivers its
designated product or service in an efficient and cost-effective manner;

o the extent that work system is able to sustain and build on human capital and
performance capabilities;

o the work system’s capability of effective adaptation to changes in the organiza-
tion’s strategic direction (e.g. cost leadership vs. innovation) and in operating
environment (e.g. economic and labor market changes);

o the degree to which the work system generates rewards (intrinsic and extrinsic)
for those who operate it; and

« its sustainability, in terms of its impact on the physical and psychological
health of employees, the degree to which it builds positive social relationships,
and effects a healthy work-life balance.

With these criteria in mind, we now compare and contrast three archetypal work
systems. These are archetypes, in the sense that they represent idealized configura-
tions of work subsystems that may be found in organizational settings. Table 10.1
summarizes the work content characteristics associated with different work system
archetypes.

10.3.1 ‘Mechanistic’ Work Systems

The configuration of work subsystems we label ‘mechanistic’ represents a long-
established tradition in work organization, and has arguably provided the domin-
ant model for the organization of work over the past century. Its development may
be traced forward from the writings of Adam Smith (1776) and Charles Babbage
(1835) on the advantages associated with the division of labor, to the work of

Table 10.1 A taxonomy of work content characteristics associated with
different work system archetypes

Work system Scope Discretion Variability Demands Interdependence Feedback

Mechanistic Low Low Low Physical Low Low
demands

Motivational High High Moderate  Cognitive Moderate High

Concertive  High High High Cognitive High High

and affective
demands
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Frank Gilbreth (1911) and, more famously, Frederick Taylor (1911)’s scientific
management treatise (Locke 1982).

The content of work activities within the mechanistic work system is typically
characterized by high levels of horizontal and vertical job specialization (low
scope), tight constraints on the manner in which work is performed (low discre-
tion), and little variation in the tasks performed (low variability). For these
reasons, jobs that arise within such configurations are frequently described using
adjectives such as ‘simplified, ‘narrow, ‘deskilled, ‘fragmented, or ‘standardized.
Furthermore, work activities are invariably organised with an individual (rather
than a group) as the focus of task performance and accountability (low interde-
pendence).

In terms of the other elements of the work system identified in Fig. 10.1, work
activities within mechanistic work systems are typically controlled and coordinated
by close and direct task supervision, supported by the use of formal rules and
standard operating procedures. Technology tends to be highly routinized, designed
to deliver high predictability and low variability in task requirements. The sim-
plified work content tends to generate (and attract) an operating workforce whose
skill levels are highly specialized and who have limited flexibility. Human resource
policies and practices tend to manage performance at the individual level, with pay
based on individual job evaluation and/or performance output. Training is limited
to creating proficiency in those tasks contained within a fixed job definition.

A contemporary illustration of the operation of mechanistic work systems can
be found in Holman’s (2005) description of call centers that adopt a ‘mass service’
model of service management. One way for such a call center to cut costs is to
employ cheaper, low-skilled customer service representatives (CSRs). To do this, it
becomes necessary to simplify the tasks they perform, and to ‘embed’ these tasks in
the technology by means of preordained scripts and/or standard procedures
governing customer—employee interaction. The work content in these systems
can be characterized as low scope (CSRs mostly answer calls, usually of a similar
type, whilst supervisors deal with any problems), low discretion (tightly defined
scripts specify what should be said throughout the call), low variability (CSRs
usually do not rotate jobs), low interdependence (CSRs usually work on their
own), and sometimes high demand (e.g. pressure to complete calls within certain
times).

Mechanistic work systems clearly have the primary objective of delivering
efficiency-related outcomes (Morgeson and Campion 2002). Amongst the benefits
that they have been seen as generating (especially in the operating core of the
organization) are reductions in training costs, improvements in productivity
associated with reductions in the time taken to switch between different tasks,
and increased task proficiency as job complexity is reduced. Job simplification may
also mean that it becomes easier to find employees with the requisite base levels of
skills in the labor market, and make it more feasible to automate some tasks.
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On the debit side, however, it seems clear that the low discretion combined with
high demands and low skill utilization frequently associated with job content in
such work systems may generate negative psychological and behavioral outcomes,
such as anxiety, depression, lower performance motivation, job dissatisfaction,
absenteeism, and turnover (Holman 2002; Marchand et al. 2005). For example,
Parker (2003) found that mechanistic forms of work organization associated with
lean production practices generated reduced commitment, less willingness to
accept broadened role responsibilities, and increased job depression.

10.3.2 ‘Motivational’ Work Systems

In contrast to the mechanistic archetype, ‘motivational” work system configura-
tions are founded upon prescriptions for work content that are seen as being
intrinsically motivating or psychologically empowering for those performing the
work—that is, the work involved satisfies innate psychological needs such as those
for autonomy, competence, and relatedness (Ryan and Deci 2000). The origins of
‘motivational’ work system configurations can be found in the writings of mid-
twentieth-century management theorists such as Douglas McGregor and Frederick
Herzberg. McGregor, for example, argued that mechanistic work systems invari-
ably underutilized employee capabilities, particularly in respect of the exercise of
‘imagination, ingenuity, and creativity in the solution of organizational problems’
(1960: 48), as well as their capacity to find work enjoyable and satisfying in and of
itself.

McGregor’s theorizing finds practical application in the ‘vertical job loading’
practices advocated by Herzberg (1968), in the subsequent development of the Job
Characteristics Model of motivation (Hackman and Oldham 1976), and in the
more recent concept of employee psychological empowerment (Spreitzer 1995;
Seibert et al. 2004; Thomas and Velthouse 1990).

Over time, a set of prescriptions for enhancing the motivational properties of
jobs have been developed (see Table 10.2). Of central importance is the perceived
need to create individual work roles that contain a reasonable breadth and depth of
job tasks, as well as a fair degree of autonomy. Frequently, this approach is
described as job enrichment or empowerment (Parker and Wall 1998). To continue
our earlier illustration with respect to customer service call centers, Holman (2005:
116) described an ‘empowered’ CSR job in which, for example, CSRs have higher
scope (e.g. carry out a variety of calls, solve problems themselves, and use a range of
high-level skills), higher discretion (e.g. calls are usually unscripted), and greater
interdependence (CSRs need to share information and draw on others’ know-
ledge). Such empowered CSR jobs are more prevalent in high-value-added market
segments because customers demand professional attention, which is facilitated by
a motivational work design. Interestingly, however, it is in the low-value-added and
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Table 10.2 Recommended job design strategies

‘Motivational' strategies

1. Arrange work in a way that allows the individual employee to influence his or her own working
situation, work methods, and pace. Devise methods to eliminate or minimize pacing.

2. Where possible, combine interdependent tasks into a job.

3. Aim to group tasks into a meaningful job that allows for an overview and understanding of the
work process as a whole. Employees should be able to perceive the end product or service as
contributing to some part of the organization's objectives.

4. Provide a sufficient variety of tasks within the job, and include tasks that offer some degree of
employee responsibility and make use of the skills and knowledge valued by the individual.

5. Arrange work in a way that makes it possible for the individual employee to satisfy time claims
from roles and obligations outside work (e.g. family commitments).

6. Provide opportunities for an employee to achieve outcomes that he or she perceives as
desirable (e.g. personal advancement in the form of increased salary, scope for development of
expertise, improved status within a work group, and a more challenging job).

7. Ensure that employees get feedback on their performance, ideally from the task as well as from
the supervisor. Provide internal and external customer feedback directly to employees.

8. Provide employees with the information they need to make decisions.

Source: Parker and Wall 1998: 20.

more cost-conscious market segments where high-involvement work practices
appear to have most impact on sales growth: they not only add value, but they
are also rarer and therefore confer competitive advantage (Batt 2002).

In terms of the four other elements of the work system, the motivational
configuration typically seems to work best when the associated technology is
non-regulatory, providing reasonable scope and opportunity for operator discre-
tion, and moderately complex, so that there exist meaningful opportunities for
problem-solving and a variety of tasks to be performed. In other words, there needs
to be a degree of non-routineness associated with the technical system if real
empowerment is to exist, and for motivational advantages to accrue (Wall et al.
2002). Wright and Cordery (1999) found that performance motivation and
job satisfaction were higher for wastewater treatment plant operators in high-
discretion job roles where the complexity and unpredictability (operational
uncertainty) of the technical system was high, but not where the technology was
relatively simple and predictable. In the latter situations, ‘empowered’ jobs proved
less satisfying and motivating than those designed according to more mechanistic
principles.

The sort of leadership practices that are typically advocated in association with
empowered work content are those that involve less direct supervision of task
performance, employee involvement in decision-making and ‘transformational’
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leadership (Avolio et al. 2004; Cordery and Wall 1985; Whittington et al. 2004).
Transformational leaders motivate employees to perform at the highest levels
through a range of supportive practices, such as inspirational communication,
role modeling, and coaching.

Workforce characteristics also play a role in supporting empowered work con-
tent. For example, individual differences in knowledge and ability, growth need
strength, and extrinsic satisfaction of individual employees can moderate the
strength of the relationship between empowered/enriched job content and motiv-
ational, affective, and performance outcomes (Oldham 1996). Cultural values can
also influence responses to empowerment. For instance, Eylon and Au (1999)
found that individuals from a high power distance culture did not perform as
well in a simulation exercise when they were empowered relative to when they were
not empowered. High-power distance cultures are those in which inequalities
amongst people are seen as appropriate and acceptable, such as in the form of
centralized or paternal leadership. Such findings suggest cultural factors can shape
the relative benefits of empowered work systems.

Finally, empowered work content is frequently ‘bundled’ with other supporting
management and human resource management practices, including flexible or
‘fuzzy’ role descriptions, information systems that have the job holder as the
focal point for the delivery of performance information, increased investment in
training to support expanded role content, an emphasis on career development,
and skill-based pay (Oldham and Hackman 1980).

Studies of the impact of motivational work systems on a range of effectiveness
criteria have generated mixed results. Evidence is consistently supportive that the
work content produced by such configurations (relative to more mechanistic
systems) generates a sustained willingness to expend effort, positive work attitudes
(e.g. job satisfaction, commitment), and lower levels of absenteeism and turnover
on the part of employees (Parker and Wall 1998). Where such work designs afford
the incumbent the opportunity to self-regulate in response to exposure to the
demands (physical, cognitive, emotional) associated with work, they may also
reduce the stressful effects of demanding jobs (Terry and Jimmieson 1999).
Empowered work designs have also been associated with increased knowledge
and perspective-taking (Parker and Axtell 2001; Wall et al. 1992), the development
of greater role breadth self-efficacy, or employees’ confidence in their ability to
carry out proactive, interpersonal, and integrative tasks (Parker 1998), and a more
flexible and proactive role orientation on the part of job incumbents (Parker et al.
1997; Morgeson, et al. 2005).

To the extent that task performance is potentially directly affected by motivated
effort, self-efficacy, and positive work orientations, such work design configura-
tions appear likely to generate high levels of both task and contextual performance
(Langfred and Moye 2004). For example, Griffin (1991) showed that a motivational
work redesign increased, over the longer term, the performance (assessed via
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supervisory ratings) of over 500 bank tellers. Workman and Bomber (2004)
similarly found that increasing employee involvement in work process decision-
making within a call center led to significant improvements in customer satisfac-
tion, fewer repeat calls, and better problem resolution, along with improvements in
job satisfaction and organizational commitment. Overall, however, the evidence in
respect of the impact on productivity is equivocal (Wall et al. 2002), leading to calls
for various methodological improvements in this research area (e.g. Parker and
Turner 2002), as well as the suggestion that there may be some degree of trade-off
between work systems that are motivating and satisfying, versus ‘mechanistic’ work
systems that are productive and efficient (Morgeson and Campion 2002).

Common criticisms of motivational work systems include the observation that
they frequently fail to deliver any real increase in autonomy to employees (Argyris
1998; Forrester 2000), and that the expanded work roles may simply translate into
more demanding work and longer hours (Yates et al. 2001). As we discuss later,
these criticisms reflect more on the implementation of motivational work systems,
rather than the effects of work content per se.

10.3.3 ‘Concertive’ Work Systems

Concertive work systems are sometimes referred to as team-based or commitment
models of work organization, and represent a substantial component of what has
come to be known a high-commitment human resource management approach
(Boxall and Purcell 2003). The aim of the ‘concertive’ work system is to put in place
a pattern of working arrangements that maximizes the likelihood of employees
working in concert with each other, whilst expending high levels of effort in the
effective pursuit of organizational goals. The first full and coherent expression of
the characteristics of this work system configuration, which evolved from the work
of socio-technical systems theorists at the Tavistock Institute of Human Relations
(e.g. Trist and Bamforth 1951; Pasmore 1988), was provided by scholars at the
Harvard Business School (Beer et al. 1985; Walton 1985) and has since received
strong advocacy through the writings of Pfeffer and colleagues at Stanford Uni-
versity (e.g. Pfeffer 1998; O’Reilly and Pfeffer 2000).

At the core of the concertive work system, work activities are assigned to self-
managed work teams rather than individuals. This involves a group of employees
being allocated a relatively whole task to perform, where group members are (at
least partially) multi-skilled in respect of the overall set of group tasks, have
substantial discretion over decisions relating to the performance of the work, and
where performance is managed at the level of the group, rather than the individual
(Cordery 2005). The increased discretion/responsibility is extended beyond the
immediate production/service task, to aspects of the management of the broader
work role. Thus, for example, the work team as a whole might also exercise
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responsibility for developing performance goals and standards, allocating tasks and
workloads, performance monitoring, initiating and/or conducting training and
development activities, liaising directly with customers, and hiring new team
members (Cohen and Bailey 1997; Kirkman and Rosen 2000).

With the self-managed work team defining the characteristic work content, the
concertive system accommodates such arrangements by virtue of a supportive
configuration of technical, leadership, workforce, and human resource manage-
ment subsystems. In the first place, it has been argued that the variability and
unpredictability associated with the technology are a desirable, if not essential,
precondition for the creation of self-managing work teams (Wall et al. 2002).
Furthermore, research has shown that moderate to high levels of technological
interdependence are key determinants of the desirability both of the decision to
allocate work to teams in the first place and of the level of self-management they are
afforded (Hackman 2002; Langfred and Moye 2004). The viability of team-based
work is also affected by leadership style. Some have argued that the key to the
maintenance of effective self-management within teams is the absence of a formal
external leadership role (Beekun 1989), pointing out that managers often struggle
to adapt to their introduction (Douglas and Gardner 2004; Vallas 2003), while
others have advocated various forms of leader coaching (Hackman and Wageman
2005; Morgeson 2005).

Models of team effectiveness routinely identify management practices in respect
of rewards, training, and information-sharing as being necessary to support team-
based tasks and roles (e.g. Hackman 1987). Both team-based pay and skill-based
pay are strongly advocated (Bartol and Srivastava 2002; Kirkman and Rosen 2000;
Walton 1985). Training systems need to help teams develop the depth, breadth, and
flexibility of skills needed for effective self-managed team performance (Ellis et al.
2005; Marks et al. 2002). In addition, adequate, directed, and shared information
and feedback are critically important to a team’s capacity to exercise effective self-
determination (DeShon et al. 2004). Other management policies that have been
identified as supportive of the concertive model of work organization include job
security guarantees, the reduction of status differentials, and team-level work role
descriptions (Pfeffer 1998; Kirkman and Rosen 2000).

Finally, it has long been recognized that the composition of work teams is a
determinant of their effectiveness, and that the level of knowledge, skill, and ability
available within the team is critical (Hackman 2002). It appears that some indi-
viduals are better suited to working in self-managed work teams than others,
by virtue of possessing knowledge, skills, and abilities (KSAs) related to conflict
resolution, collaborative problem-solving, communication, goal-setting and
performance management, and planning and task coordination (Stevens and
Campion 1999; Leach et al. 2005; Morgeson et al. 2005).

The apparent popularity of concertive team-based work systems over recent
decades has been well documented (Lawler et al. 1995; Staw and Epstein 2000), with
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several potential benefits having been identified (Cordery 2004, 2005). First, the use
of self-managed work teams may enable more direct forms of control to be
exercised over critical interdependencies within the work process. Second, teams
increase the range of knowledge and expertise potentially available for problem-
solving. Third, they may generate administrative efficiencies and greater flexibility
in labor allocation. Finally, to the extent that they incorporate elements of the
motivational configuration described earlier, team-based work systems are also
seen as generating a range of socio-psychological outcomes, such as improved
opportunities for meaningful social interaction, and improvements in job charac-
teristics (variety, autonomy, etc.). This may act as an important attractant for talent
in the external labor market (Pfeffer 1998).

As with motivational work systems, research findings as to the effects and success
of concertive team-based work systems are mixed. In general, as with empowered
work, the evidence seems stronger and more consistent that they generate positive
motivational and affective outcomes (e.g. Batt 2004; Cordery et al. 1991; Hunter
et al. 2002) than that they enhance performance and productivity (Allen and Hecht
2004). This is not to say that significant performance benefits haven’t been
obtained via the introduction of such systems (e.g. Banker et al. 1996; Macy and
Izumi 1993); it’s just that the findings are inconsistent (e.g. Spreitzer et al. 1999).
Even when it comes to employee reactions to work within concertive systems, not
all employees are seen to react favorably, and workloads may be intensified leading
to increased stress (Hutchinson et al. 2000) and increased conflict between work
and non-work roles (Knights and McCabe 2003). Furthermore, the particular
nature and strength of behavioral norms developed by highly cohesive self-
managed work teams may impact negatively on both performance and the
well-being of individual team members (Barker 1993).

In the next section, we conclude with some of the possible reasons for the
inconsistent findings in respect of this and other work system configurations.

10.4 CONSISTENCY, F1T, AND TRADE-OFFS
IN WORK SYSTEM EFFECTIVENESS

Several questions arise out of our review of the mechanistic, motivational, and
concertive configurations. First, why is it that there are such divergent findings in
relation to the predicted outcomes for each work organization archetype and,
second, do these models represent points on an evolutionary scale of improvement
in the design of work systems? In other words, are concertive models better suited
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to contemporary organizational settings than mechanistic (and motivational)
approaches?

In answering the first question, we have suggested that the effectiveness of any
particular work system will be determined by the degree of consistency amongst its
constituent elements. If team working or empowerment is not supported by
appropriate changes to supervisory leadership, or the reward system continues to
only reward individual performance, or if the technology either overdetermines the
manner of task performance or generates few real opportunities for collective
decision and action, then concertive configurations are obviously less likely to
flourish (see, for example, Sprigg et al. 2000, who showed negative effects of
teamwork when introduced in an incompatible setting). That such internal con-
sistency is hard to achieve and maintain may help to explain the sometimes weak
and inconsistent effects we have noted for several work configurations, and is one
reason why it has been suggested that the operation of a work system, along with its
supporting human resource management architecture, can act as a source of
competitive advantage for some firms (Baron and Kreps 1999; Pfeffer 1998).

In respect of the relative merits of the various approaches, this point is still a
matter of considerable discussion and debate. One position is that the mechanistic,
motivational, and concertive work systems are effective to the extent that they
provide a well-integrated match with what the organization is trying to achieve, its
culture, and the broader societal context within which the organization is located.
This is analogous to the ‘best fit’ perspective that has been advanced elsewhere in
respect of strategic human resource management (Boxall and Purcell 2003; Wright
and Snell 1998; Youndt et al. 1996). Baron and Kreps (1999), for example, question
whether or not a high-commitment model (with its embedded ‘concertive’ work
system) is likely to be as effective in situations where the corporate strategy is
competing on cost, where process improvements are unlikely to be found, where
there are high levels of mobility in the labor market, where there is a declining
market, where the level of skill in the current workforce is very low, and where
competition exists in the form of another employer operating a similar work design
configuration. Implicit in this view is the notion of a trade-off between criteria
such as cost effectiveness and efficiency on the one hand, and others such as
innovation, flexibility, and employee motivation and commitment on the other
(Morgeson and Campion 2002).

A contrasting view to that of Baron and Kreps (1999) is that any corporate
strategy, including cost leadership, is best effected by a motivated and committed
workforce (Pfeffer 1998; O’Reilly and Pfeffer 2000), and that concertive systems are
best suited to attracting and retaining talent, meeting contemporary societal
expectations in respect of the rewards work should offer, and sustaining the high
levels of organizational performance required for success in today’s highly com-
petitive global business environment. These contrasting views partly reflect differ-
ent meanings of effectiveness (e.g. Pfeffer and colleagues’ perspective incorporates
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broader societal criteria). Nevertheless, they do diverge in their vision of how work
systems affect organizational performance; an issue which is perhaps best served by
further empirical inquiry.

10.5 SUMMARY AND CONCLUSIONS

In this chapter, we outlined a systems framework that captures the essential
characteristics of the myriad ways in which work activities can be organized. The
three major ways that work has been organized map onto the quotations that we
introduced at the outset. Both Smith and Taylor advocated as the most efficient and
motivating the mechanistic work system, characterized by ‘simplified’ jobs that
are low in scope, discretion, variability, feedback, and interdependence. Walton
described the value of the motivational work system, characterized by enriched
jobs with high scope and discretion. The final quotation by Lawler and Finegold
(2000) recommended the concertive work system, which particularly emphasizes
high levels of interdependence between jobs, or teamworking. All of these three
archetype work systems can be seen within today’s workplace, each offering
advantages and disadvantages for individuals and organizations. The mechanistic
work system can offer efficiency gains (at least in some contexts) but few motiv-
ational or humanistic benefits. Both the motivational and concertive approach
offer the latter, as well as potential benefits for flexibility, innovation, and other
such performance outcomes, but their overall effect on organizational effectiveness
has been less consistently demonstrated.

In large part, the inconsistent demonstration of positive organizational effects of
motivational and concertive work systems reflects the interdependence between
work organization and other organizational subsystems. As our systems perspec-
tive suggests, work content affects, and is affected by, technology, leadership,
people’s skills and attributes, and management policies and practices. Aligning
these subsystems to be coherent and internally consistent is difficult, especially
when implementing motivational and concertive work systems that often require a
quite radical departure from traditional mechanistic practices.

The systems approach to work design means that, although choices often exist in
how to organize work, one must consider and manage those choices in conjunction
with other organizational subsystems. The systems approach also has implications
for research, suggesting the need for more explicit consideration of the interrela-
tionships between subsystems when evaluating alternative work configurations, as
well as the need to further assess the impact on effectiveness of fit between the
internal work system and the broader organizational and strategic environment.
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CHAPTERT11

EMPLOYMENT

SUBSYSTEMS

AND THE ‘HR
ARCHITECTURE’

DAVID LEPAK
SCOTT A. SNELL

11.1 INTRODUCTION

THERE is an interesting tension that exists within the HRM literature with regard to
employment subsystems. On the one hand, a clear pattern is emerging in strategic
HRM research that suggests that HR systems geared toward increased commitment
and employee involvement can have a dramatic impact on organizational out-
comes (Becker and Gerhart 1996). Terms such as commitment-oriented HR systems
(Arthur 1992; Lepak and Snell 2002), high-performance work systems (Huselid
1995), high-involvement HRM (Guthrie 2001), and the like exude a connotation of
extensive investment in, and reliance on, employees. In fact, many researchers
have suggested that people (human capital), more so that other organizational
resources, may be a strong potential source for achieving a sustainable competitive
advantage (Pfeffer 1994).
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At the same time, many firms are increasing their use of externalized employ-
ment (e.g. temporary employees, independent contractors) as well as implementing
employment subsystems within their organizations. Proponents of externalization
suggest that relying on different forms of external labor may enable firms to be
responsive to changes in labor demands, lower labor costs, and increase access to
skills their employees do not possess (Matusik and Hill 1998). And arguments for
establishing subsystems within organizations are based on the logic that not all
employees make equivalent strategic contributions to competitive success. As a
result, the nature of the employment arrangement and associated HR system
designs should differentiate core versus non-core employees (Delery and Shaw
2001) or between A players, B players, and C players (Huselid et al. 2005).

At first glance, the trend of increased outsourcing of human capital and em-
ployment subsystems, and their implied economic benefits, may be viewed as
standing in direct contrast to a high-commitment approach towards managing
people (cf. Boxall 1998; Rubery et al. 2004). If people are one of a company’s key
sources of competitive advantage, how can companies simultaneously be commit-
ted to employees and use contingent labor?

In some ways, this tension runs in parallel to—or is indicative of—the distinc-
tion between managing people and managing jobs. Organizations do both, and the
crux of this issue depends upon where critical knowledge resides. In some cases, say
extreme instances of Taylorism (Fordism), core knowledge is embedded in the
design of tasks and standard operating procedures/routines. In these situations,
discretion is neither required nor desired from employees, and the key managerial
objective would likely be finding suitable labor that can (reliably) perform these
tasks at the lowest possible cost. In other cases, where critical knowledge cannot be
codified or standardized, creativity and innovation are perhaps required. As a
consequence, the key knowledge asset shifts toward employee human capital
(rather than the job). In these instances, effective performance requires discretion-
ary and/or proactive behavior on the part of employees. Accordingly, the key
managerial objective would likely be fully engaging employee involvement and
commitment to organizational goals and performance.

Historically, HRM practices have been based on the management of jobs. As
much as anything, this derives from the fact that the profession matured under an
era of large-scale manufacturing. But the increasing reality is that the knowledge
that companies rely on for competitive success not only resides in the minds of
their employees but also in the minds of contractors, consultants, and other
external workers with whom they collaborate. In many ways, the trend toward a
differentiated workforce is a response to the increasing importance of knowledge
management. Certain employees are hired to perform a relatively standardized job
while others are sought for what they know and their potential.

In addition, the use of employment subsystems continues to evolve based on
factors related to globalization, strategic considerations, and managing both the
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stocks and flow of knowledge. First, companies are increasingly turning to
employment options on a global level. The trends toward offshoring (Reich
2005) and 24/7 or ‘follow the sun’ employment strategies (Solomon 2001) exemplify
the growing trend toward a global approach to managing human capital. While
global employment subsystems may certainly be driven by cost considerations, on
the one hand, they are also driven by knowledge-based motivations on the other.
How does globalization influence the use of employment subsystems? Second, a
typical argument is that companies (should) internalize their core employees and
outsource peripheral work. While this general approach has received some support
(Delery and Shaw 2001; Lepak and Snell 1999), the reality is that what is peripheral
to one firm may be core to another (and vice versa). Companies vary in how they
compete, and variations in strategic priorities are likely to influence choices among
employment systems for different groups of employees. Finally, a central challenge
for companies that compete based on knowledge is not only to have a clear sense of
what knowledge its employees presently hold and need in order to achieve its
business goals, it is equally important to promote exchange of knowledge, innov-
ation, and learning to maintain competitive distinction. That is, it is not knowledge
per se that make a competitive edge possible, but rather the extent to which the
company can effectively manage knowledge to create value over time. This distinc-
tion reflects the difference between managing knowledge stocks and managing the
flow of knowledge among employees within as well as across employment subsys-
tems (cf. Boxall 1998; Dierickx and Cool 1989; Kang et al. in press).

The rest of this chapter is structured as follows. First, we review the ‘HR
architecture’ to provide a backdrop for our discussion of employment subsystems
and changing forms of employment. Second, we examine the implications of
globalization, strategy, and managing knowledge flows for how companies struc-
ture their portfolio of employment subsystems. Throughout our discussion we
offer suggestions for future research.

11.2 THE HR ARCHITECTURE

Researchers such as Boxall (1998), Osterman (1987), and Purcell (1999) note that
different employment systems exist within firms. For instance, Osterman (1987)
argued that firms choose among different HR practices when triggered by events
such as technological change, reduced labor supply, and rising wages. These forces
contribute to the creation of different employment subsystems within firms. Boxall
(1998: 268) suggested that firms differentiate between an inner core of employees
who are ‘responsible for valuable innovations or for successful imitations’ and an
outer core of employees who are instrumental in maintaining process efficiencies
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and capacity. While the terms may differ, a common theme is that firms may
heavily invest in a core group of employees while also maintaining a peripheral
group of employees from whom they prefer to remain relatively detached. Going
beyond internal subsystems, many organizations have increased their use of exter-
nalized employment arrangements as well. Long-term partnerships, consultancy
arrangements, and contract work represent employment subsystems that exist on
the periphery of, or completely external to, an organization’s workforce.

From a strategic HRM perspective, a key point for understanding employment
subsystems is that these work arrangements have direct implications for how
companies structure their HR systems to manage them. For example, Rousseau
(1995) as well as Tsui et al. (1995) argued not only that employment subsystems
differ, but also that the employment relationships or psychological contracts may
differ as well. In general, firms might emphasize either a long-term, relational
approach or a short-term, transactional approach for internal and external work-
ers. These choices directly impact how employees are managed.

Lepak and Snell (1999) suggested that by juxtaposing two dimensions—strategic
value and uniqueness—it is possible to derive a matrix of four groups of human
capital (and associated types of knowledge) that differ in terms of employment
subsystems, employment relationships, and the HR systems used to manage
employee groups. Strategic value is determined by the skill sets of employees that
enable a firm to enact strategies that improve efficiency and effectiveness, exploit
market opportunities, and/or neutralize potential threats (Barney 1991; Wright and
McMahan 1992). Accordingly, value is derived from the ability of these skills to
increase the ratio of benefits to customers relative to their associated costs (i.e.
value = benefits/costs). Uniqueness refers to the extent to which knowledge and
skills are specialized or firm specific (e.g. Williamson 1975). Unique human capital
may consist of tacit knowledge or deep experience that cannot be found in an open
labor market, thereby reducing the extent to which it may be transferred to other
firms. Figure 11.1 summarizes the HR architecture.

11.2.1 Core Knowledge (Knowledge-Based Employment)

Given their high strategic value and uniqueness, core knowledge workers are most
likely to contribute directly to a firm’s core competencies on the basis of what they
know and how they use their knowledge (Snell et al. 1999; Purcell 1999). As a result,
firms have financial and strategic incentives to internally develop and invest in
these employees. To do so, companies tend to implement a commitment-based HR
system (e.g. Lepak and Snell 2002) that invests in the development of employee
competencies, empowers employees, and encourages participation in decision-
making and discretion on the job. Likewise, long-term incentives (e.g. stock
ownership, extensive benefits, or knowledge-based pay systems) may be offered
to ensure that core employees receive continued and useful feedback and adopt
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a long-term orientation (Snell and Dean 1992). Such practices are designed to help
firms maintain unique knowledge that leads to strategic advantage.

11.2.2 Compulsory Knowledge (Job-Based Employment)

Similar to core knowledge, compulsory knowledge is important for value creation
and strategic advantage. Given strategic value, employment for these individuals
tends to be internalized, provided there is sufficient supply of labor. However,
because this form of human capital is not unique, it is mobile and firms may suffer
a capital loss if their investments transfer to a competitor. As a result, organizations
tend to de-emphasize development, and the employment relationship tends to
adhere to a more traditional job-based orientation focused on immediate perform-
ance (Lepak and Snell 2002). Managers are likely to rely more on a productivity-
based HR configuration that focuses on standardized jobs and selecting people from
the external labor market who can contribute immediately (cf. Tsui et al. 1995).
Incentives for these employees tend to focus on efficiency and productivity through
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a results-based approach and performance appraisals are likely to emphasize a
short-term, results-oriented component (Snell 1992; Snell and Youndt 1995).

11.2.3 Ancillary Knowledge (Contract Work Arrangements)

Lepak and Snell (1999) suggested that firms are most likely to establish short-term
contractual arrangements for tasks that are of limited strategic value and uniqueness.
When the requisite knowledge is of limited strategic value, thereis no strong incentive
to internalize employment. And because the knowledge is of limited uniqueness,
companies tend to adopt a more transactional rather than a relational employment
relationship. Similar to compulsory knowledge, managing ancillary knowledge tends
to focus on short-term productivity and efficiency for tasks of limited scope, purpose,
or duration (Lepak and Snell 2002). This is done by focusing on compliance with
preset rules, regulations, and/or procedures. For example, job descriptions are likely
to be standardized and training and performance management, if conducted, is
likely to be limited to ensuring that company policies, systems, and procedures are
carried out. In addition, compensation for these employees is likely to be based on an
hourly wage and the accomplishment of specific tasks or goals.

11.2.4 Idiosyncratic Knowledge (Alliances/Partnerships)

Employees with idiosyncratic knowledge possess unique know-how but their
know-how is of limited strategic value. Because their knowledge is not as central
to value creation and strategy, employees with this type of human capital may be
externalized. However, these external partners have specialized knowledge that is
not easy to find in the market. As a consequence, long-term partnerships are likely
to be fostered that preserve continuity over time, ensure trust among partners, and
engender reciprocity and collaboration (Lepak and Snell 2002). While there tends
not to be investment in the human capital itself, there is substantial investment in
the relationship with these individuals. Given the need for ongoing exchange,
alliance partners are more likely to be managed by a collaborative HR configura-
tion characterized by group incentives, cross-functional teams, and the like. Such
practices may ensure greater integration and stronger relationships with the firm
and the partner employees.

Though still in its infancy, an architectural perspective of employment subsys-
tems has received some empirical support. For example, Lepak and Snell (2002)
demonstrated that companies use different HR systems to manage different
employee groups, depending on their strategic value and uniqueness. Similarly, in
a study of 375 companies in Spain, Gonzales and Tacorante (2004) showed that over
70 percent of the companies in their sample relied on all four modes of employment,
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27 percent used three of the four employment modes, and 2 percent used only two
employment modes. Like Lepak and Snell (2002), Gonzales and Tacorante (2004)
also found consistent differences in the HRM practices used among each employee
group. Looking beyond the extent of their use, Lepak et al. (2003) found that a more
extensive reliance on core knowledge employees and/or short-term contract work-
ers was positively associated with firm performance (ROA and market-to-book
value) while an increased reliance on non-core, job-based employees and external
alliance partners was associated with diminished firm performance.

Interestingly, while research indicates that companies do adopt a differentiated
approach to their employment portfolio and there are performance implications
for how the portfolio is structured, there are potentially additional implications
(both positive and negative) related to adopting a mixed approach to employment.
For example, while a differentiated approach may result in improved performance
by targeting high investments in critical skills sets, it is also possible that such an
approach may trigger equity concerns among different groups, depending on the
spillover of the HR systems used across employee groups. Groups that receive lower
levels of investment, though possibly justified in terms of their potential strategic
contributions, may experience inequity and display less than desired attitudes and
behaviors as a result. At the same time, treating all employees equally might involve
over-investing in non-critical employees and under-investing in critical employees.
While such an approach may alleviate equity concerns among non-core employees,
it may not be cost effective for the firm and might actually result in expending
unnecessary costs without reaping the benefits. These tensions may be magnified
in situations where employees in different employee groups (and exposed to
different HR systems) perform tasks and activities that are highly interdependent
(Boxall 1998; Rubery et al. 2004).

To complicate matters further, researchers examining employment subsystems
in general, and the HR architecture in particular, have not focused on the three
emerging issues noted above—the globalization of employment, the importance
of strategy, and balancing both knowledge stocks and flows within and across
employment groups—for both the use and effectiveness of implementing alterna-
tive employment options for their workforce. In the remainder of this chapter, we
extend the HR architecture to examine these issues.

11.3 GLOBALIZATION AND THE HR
ARCHITECTURE

One of the most pervasive trends regarding employment subsystems is directly
related to the globalization of companies. In particular, offshoring—sending work
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to other countries—has received considerable attention and raised a number of
issues for how companies structure their HR architecture. In many ways, the
increased use of international employment subsystems is a natural extension of
the HR architecture. Pressures for the continued pursuit of lower costs, increased
expertise, and flexibility have encouraged many managers to think beyond country
boundaries for the most efficient and/or effective source of labor.

In the context of the HR architecture, one could imagine an extension of employ-
ment subsystems to include short-term outsourcing arrangements as well as more
long-term offshoring arrangements and alliance partnerships. If a task or service that
is of low strategic value and limited uniqueness may be performed at a lower cost in
another country, and there is a viable organization in that country to deliver that task
or service, there is a strong incentive for companies to consider outsourcing this
work. By doing so, the company may be able to recoup those costs, access greater
efficiencies and/or expertise in the performance of the tasks by the outsourcing
provider, and divert their investments to more value-added core employees. In these
scenarios, international outsourcing is a logical extension of more traditional
domestic-based outsourcing or contractual arrangements.

Investments in offshoring are intended to gain cost advantages from maintain-
ing operations in another country with internal employees (rather than another
company’s employees) as part of a broader global sourcing strategy. On the one
hand, offshoring may be pursued to achieve similar benefits to those derived from
outsourcing; namely cost advantages. Ultimately, however, the costs advantages
may go away as wages inevitably increase in developing countries such as China,
India, and Hungary that are frequent centers of offshoring activities (Aron and
Singh 2005). So the challenge is to offshore initially for cost and flexibility, but then
focus on increasing productivity/expertise faster than wages increase. On the other
hand, offshoring is a logical extension of more long-term partnerships, although
for perhaps different reasons. In China, for example, companies typically enter via
joint ventures that involve alliances (rather than, say, subsidiaries). The govern-
ment requires it. And while costs may certainly be a consideration, it may also be
the case that the labor force in another country excels in certain areas of expertise
such as science or medicine or simply has a greater supply of labor for a particular
expertise (Purcell et al. 2004).

Although international partnerships present a challenge in terms of distance,
they present an opportunity for 24/7” or ‘follow the sun’ workforce arrangements
that allow for work to be continuously performed around the world without any
downtime. A partner of a US firm in India, for example, may conceivably start their
work day just as the employees in the USA are completing their work day. By doing
s0, companies may be able to decrease the time to completion of new products or
services while dramatically increasing their labor pool. Given the continual pres-
sures for innovation and/or cost considerations, it is logical that companies are
exploring these work arrangements. However, the long-term performance benefits
(or costs) are not well known.
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11.3.1 Research Implications

Most of the literature focusing on international HRM has focused on managing
employees within a specific country or on expatriate management. Yet, managing
the portfolio of global sourcing options, including offshoring, outsourcing, alli-
ances, and the like, on a global level is likely to be equally challenging. The picture is
further complicated when researchers consider the implications of global markets.
Much of the controversy about outsourcing and offshoring manufacturing jobs, for
example, needs to be couched within the context of where the work is done relative
to where the products and services are sold. Many firms argue that their inter-
national employees are producing for international markets. Critics charge that the
international work is too often devised to exploit low-cost labor, and then the
goods/services are shipped back to the host country. These issues have political as
well as competitive implications and much more research is needed to understand
them fully.

Relatedly, while these different arrangements are typically argued to facilitate
cost savings and company flexibility, the question remains as to how these arrange-
ments relate to other facets of value creation. For example, faced with customer
concerns stemming from dealing with customer service representatives in India,
Dell reconsidered its sourcing strategy for its call centers. Though simplistic, this
example highlights the fact that organizations must balance tensions for cost
savings with achieving strategic objectives such as quality enhancements, oper-
ational performance, market access, innovation, customer service, and the like
(Aron and Singh 2005). Saving costs at the expense of other performance outcomes
is unlikely to prove a sustainable strategy over time. A related issue focuses directly
on which jobs or tasks and activities are most appropriate candidates for these
global sourcing options. If we shift our focus away from solely cost considerations,
the key question becomes which employee talent pools drive value creation within
organizations and how should those talent pools be employed to maximize value
creation while capitalizing on cost-saving options?

Viewing the HR architecture from a global perspective also requires greater
attention to environmental factors. Countries vary in the quality of their human
capital, the relative supply and demand of different occupational skill sets, labor
costs as well as labor laws, unionization, and worker preferences. It may be the case
that the use of temporary employees, for example, reflects country regulatory and
environmental factors as much as consideration of strategic value and uniqueness.
Companies operating in countries with restrictive labor laws regarding employee
terminations may be more willing to choose externalized employment options,
rather than commit to long-term employment, even for critical or core employee
groups, compared to companies operating in environments that are more employer
friendly. Relatedly, the supply of labor in different occupational groups may
influence which employment options are most beneficial to pursue in different
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regions or countries. In some countries, occupational specialists may be in such
short supply or high demand that they have considerable leverage or bargaining
power in determining which type of employment option they are willing to work
within (Purcell et al. 2004).

Finally, how does a global HR architecture impact the composition of the HR
systems used to manage these subsystems? While outsourcing or offshoring
arrangements may be managed sufficiently with a compliance-oriented HR system,
long-term alliance partners must be coordinated. Given cultural differences, and in
many cases considerable distance, what should be the composition of the HR
systems for these global partners? How should companies design HR systems for
these different countries that simultaneously meet a company’s strategic needs
while addressing the local country’s requirements? Researchers have struggled
with the distinction between global efficiency and local responsiveness at the
strategy level. The unique challenge here is that these are often not completely
independent entities that may be managed differently. From an architectural
perspective, these employment subsystems must be integrated and coordinated
to prove effective.

11.4 STRATEGY AND THE HR ARCHITECTURE

Although our discussion so far has focused on the relationships among human
capital, employment, and HR systems, it is important to explore how a company’s
strategic direction may impact how they structure their HR architecture. Much of
the strategic HRM research has focused on the direct linkage between a firm’s
strategy and its dominant orientation toward HR (e.g. Arthur 1992; Miles and
Snow 1984). The underlying logic for this focus is that different organizational
strategies have certain behavioral requirements for their successful implementation
(Jackson et al. 1989; Miles and Snow 1984). To elicit these behaviors, organizations
design and deploy HR practices that motivate certain employee attitudes and
behaviors while discouraging others.

Building on this behavioral perspective, one might anticipate that firms pursu-
ing different strategic orientations would be likely to utilize different HR con-
figurations for their employee groups. For example, in the case of firms pursuing
innovation, it may be that the entire workforce needs to be more oriented toward
knowledge creation and transfer (Leonard-Barton 1995; Schuler and Jackson 1987).
As noted by Jackson and colleagues (1989), firms that compete in the market place
by being more innovative than their competitors must have employees that are
willing to take risks and experiment with new ideas. Achieving this requires that
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firms implement HR practices that encourage employees to engage in creative
behavior, cooperate and share ideas with others, and retain a long-term focus
(Wright and McMahan 1992). Based on this, we might expect to see more pervasive
use of the commitment-based and collaborative HR systems for all employees as
these HR configurations focus on creating and transferring knowledge whereas
productivity-based and compliance-based HR systems do not.

In contrast, a low-cost strategy is likely to involve firms orienting their workforce
more toward productivity and efficiency concerns (Miles and Snow 1984; Porter
1985; Schuler 1992). As noted by Wright and McMahan (1992: 304), a cost strategy
‘requires such things as repetitive behaviors, a short-term focus, autonomous
activity, high concern for quantity, moderate concern for quality, and low risk
taking.’ If managers are focused on efficiency and productivity maximization for all
employees, they might establish more short-term performance horizons for indi-
viduals in the top two quadrants of the matrix than is normally anticipated (i.e.
managing them more like employees in the bottom quadrants). Further, managers
focused on low costs may not be willing to expend the resources necessary for
training and knowledge development (an expense that might diminish profit
margins in the short run). In this case, we might expect to see more reliance on
productivity-based and compliance-based HR configurations for all employee
groups than commitment and collaborative HRM.

While organizations may adopt an overarching orientation toward managing all
employees via higher levels of commitment and collaboration or productivity and
compliance, we anticipate that adopting an HR architecture perspective adds
additional complexity to the influence of strategy. Rather than focusing solely on
which overarching HR orientation to adopt, an architectural perspective also
directly raises the issue of how different employee groups add value. In the HR
architecture, there are two key issues that emerge that complicate this discussion.
First, different strategies emphasize different internal business processes for com-
petitive advantage. Second, not all skill sets groups are equally critical for value
creation among different internal business processes and, ultimately, competitive
differentiation.

Differences in the strategic objectives firms pursue directly influence the relative
role and value of different business processes in the value chain. For example, firms
focused on product leadership (and innovation) are likely to depend most critically
on different processes from firms focused on operational excellence (cost). And
firms focused on customer intimacy compete on a different set of processes as well.
While there certainly may be many more strategic objectives firms may pursue, the
key point is that the pursuit of different strategic objectives influences which
processes within the value chain are most critical for a competitive advantage
based on the strategic objective.

By extension, the relative employee groups oriented toward various business
processes are likely to vary in their potential contributions toward critical value



EMPLOYMENT SUBSYSTEMS AND HR ARCHITECTURE 221

creation activities. As a result, an employee group possessing certain skill sets may
be particularly critical in one company but may be less critical in another company
pursuing a different source of competitive advantage, even when performing the
same job. And if the nature of the contribution varies, the HR systems that are most
effective in leveraging their potential are likely to vary as well. For example, pursuit
of innovation does not mean everyone has to be managed with a high-commit-
ment HR system. What it does is increase the importance of product development
and marketing skills as a core skill set for competitive advantage. Similarly, low cost
does not require that everyone be managed for efficiency and cost savings. Rather,
it requires continuous improvement to drive productivity that may potentially be
realized through more commitment-oriented or high-performance work systems
rather than solely through productivity and compliance-oriented HR systems. At
the same time, however, at the margins, low-cost firms probably emphasize stand-
ardized processes more than innovative firms.

11.4.1 Research Implications

Conceptually, an architectural perspective may provide some insights into the
mixed findings in the literature regarding the notion of external fit or alignment
between strategy and HR systems. It may be the case that the external fit hypothesis
only holds for specific skill sets within organizations; that is, companies may vary
their HR systems for core skill sets to realize alignment with strategic priorities but
adopt a more general or efficiency-oriented approach for other, non-critical skill
sets. As suggested by Delery and Shaw (2001), using high-performance HR systems
may be most important for an organization’s strategic core workforce. If this
reflects organizational reality, research that fails to differentiate the alignment
between strategy and HR systems for core employees versus the alignment between
strategy and the management of an entire workforce may provide an inappropriate
assessment of how external fit operates.

If companies rely on different skills sets for various strategic objectives, this
certainly has implications for how we conceptualize the effectiveness of employ-
ment options and HR systems. Rather than focusing on the overall performance
benefits related to the use of a single HR system across an entire workforce, it may
be more appropriate to more narrowly examine the use of HR systems for specific
employees that are instrumental for a company’s source of competitive advantage.
Moreover, if different business processes are more important than others for
various sources of competitive advantage, and different skill sets are emphasized
for different processes, the metrics we choose to assess HR system effectiveness
might have to be more fine grained as well. For example, focusing on ROA or ROE
or market-based performance may fail to truly reflect how the management of sales
employees relates to sales growth or customer satisfaction. There may be a strong
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relationship between HR system use for critical employees with more narrow
performance metrics than with organization-wide metrics that are influenced by
a variety of factors, many of which may have nothing to do with how employees are
managed.

A related issue emerges when we consider that different skills sets within
organizations must often be combined to realize strategic priorities (Boxall 1996,
1998; Purcell et al. 2004) and these interactions may extend to employee groups
outside of organizations as well (Lepak and Snell 2003; Rubery et al. 2004). While
different employee groups are likely to vary in how they add value, or the extent of
their value added, we have to also consider the technical and social interdepend-
encies that exist between employee groups (Baron and Kreps 1999). While the
independent contributions of some employee groups toward value-creating activ-
ities may admittedly be fairly low, it is conceivable that they serve an important
supportive role that facilitates valuable and unique contributions of other
employee groups or organizational processes that are vital to a company’s strategic
objectives. This possibility highlights the importance of managing both each
individual employment subsystem as well as the coordination of employee efforts
across employee subsystems.

One of the underlying arguments for an architectural perspective is that com-
panies may adjust their level of investment in different employee groups based on
their potential contribution toward competitive advantage. Conceptually, this
suggests that understanding the impact of HR on firm performance requires
examination of appropriate performance metrics to reflect how employee groups
add value as well as how multiple employee groups are managed simultaneously—
rather than focusing on the use of a particular HR system across employees or
focusing solely on one employee group.

11.5 KNOWLEDGE FLOWS AND
THE HR ARCHITECTURE

According to the resource-based view of the firm, a sustained competitive advan-
tage is created ‘when implementing a value creating strategy not simultaneously
implemented by any current or potential competitor and when these other firms
are unable to duplicate the benefits of this strategy’ (Barney 1991: 102). This is
achieved by basing competition on internal resources that are valuable, rare,
inimitable, and non-substitutable. While there are many different resources that
may serve as a source of competitive advantage, a frequently cited source is the
knowledge embedded in their people (Jackson et al. 2003). Such knowledge
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(knowledge stocks) helps firms create competitive advantage through the effective
use, manipulation, and transformation of various organizational resources
required to perform a task (Nonaka 1994; Kogut and Zander 1992; Grant 1996).

In addition to knowledge stocks, Dierickx and Cool (1989) noted that knowledge
flows are vital for the creation of new knowledge, as well as recombination of
existing knowledge. While a company’s knowledge stocks provides a foundation
for competitive advantage (Grant 1996), what differentiates successful companies
from others may very well be how companies manage knowledge flows; that is, how
companies effectively leverage, integrate, and create knowledge among individuals
within and across different employment modes.

Recently, several researchers have directly addressed this issue and have shifted
our attention to the broader domain of intellectual capital with a key focus on the
importance of social capital. As noted by Youndt et al. (2004: 337), intellectual
capital can be broadly conceptualized as ‘the sum of all knowledge an organization
is able to leverage in the process of conducting business to gain competitive
advantage’ and consists of human, social, and organizational capital. Human
capital refers to individual employee capabilities—their knowledge, skills, and
abilities. Nahapiet and Ghoshal (1998) define social capital as the aggregate of
resources embedded within, available through, and derived from the network
of relationships possessed by an individual or organization (Brass et al. 2004).
Finally, organizational capital refers to ‘institutionalized knowledge and codified
experience stored in databases, routines, patents, manuals, structures, and the like’
(Youndt et al. 2004: 338).

Subramanian and Youndt (2005) examined the relationships between these three
types of intellectual capital and innovation, and found that organizational capital
was positively associated with incremental innovative capability and social capital
was related to both incremental and radical capabilities. Interestingly, they also
found that human and social capital interacted positively to influence radical
innovative capability. One direct implication of this is that it suggests that
human capital provides the most value for innovative capabilities when employee
knowledge is shared among employees. Relatedly, Collins and Clark (2003) explored
the relationships among network-building HRM practices, internal and external
social networks of top management teams, and firm sales growth and stock growth.
Their results provide support for a mediating effect of top managers’ social
networks. As these findings suggest, knowledge stocks (human capital) are most
valuable when paired with appropriate knowledge flow (social capital).

The importance of social capital and managing knowledge flow highlights a
limitation of the HR architecture. While an architectural perspective helps to create
an overall picture of how an organization’s portfolio of knowledge stocks is
managed, differentiating employees based on their uniqueness and strategic value
does not account for how to promote knowledge flow within and across different
employment modes. Put simply, it does not take into account interactions and
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interdependencies across employment systems. In an attempt to overcome this
limitation, Kang et al. (in press) focus directly on the implications of managing
both knowledge stocks and flows in the HR architecture. According to Kang et al.
(in press), success in creating customer value requires that firms are successful in
both exploitative and exploratory innovation based on employee knowledge.
Recognizing that different employee groups within the HR architecture possess
different levels and types of knowledge, leveraging that knowledge requires that
organizations design HR systems in a way to encourage entrepreneurial activity
among employees for exploratory innovation as well as cooperative activity among
employees to exploit and extend existing knowledge for competitive advantage.
Two relational HR archetypes are proposed to accomplish these goals.
A cooperative relational archetype is characterized by a dense social network
with strong ties among members, generalized trust based on shared norms of
reciprocity, and a common architectural knowledge that provides the basis for
coordination and integration among different sources of employee knowledge.
This tightly coordinated network structure is anticipated to allow employees to
exchange, combine, and integrate in-depth knowledge with all members of the
network to exploit and extend existing knowledge to create customer value.
The primary HR activities that support a cooperative relational archetype are
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interdependent work structures, clan-fostering initiatives, and broader skill
development initiatives. An entrepreneurial archetype is characterized by more
sparse and non-redundant networks, relatively weak and intermittent ties among
employees, based on dyadic trust among some members of the network. This
looser and more fluid network structure is anticipated to allow employees to
pursue more novel and diverse knowledge exchanges necessary for exploratory
learning and innovation. The primary HR activities that support an entrepreneur-
ial archetype are flexible work structures, results-based incentives, and trans-
specialist development.

11.5.1 Research Implications

One of the underlying rationales for using different employment subsystems is that
they afford firms different types of flexibility (Lepak et al. 2003; Wright and Snell
1998). Core knowledge workers provide organizations with a greater degree of
resource flexibility—the ability to perform a wide assortment of tasks—compared
to traditional employees. With regard to external or contingent workers, contract
arrangements provide organizations with more coordination flexibility—the ability
to adjust the number and types of skills in use—as compared to more long-term
alliances. In contrast, while short-term contractual arrangement and many
offshoring arrangements provide companies with coordination flexibility, long-
term partnerships may provide an additional benefit—knowledge access flexibility.

The increasing reality is that the knowledge that companies rely on for com-
petitive success not only resides in the minds of their employees but also in the
minds of contractors, consultants, and other external workers with whom they
collaborate. Of course, realizing these benefits requires a concerted effort by
organizations for managing the flow of knowledge across these subsystems, both
within and outside of the organization.

A key challenge is that employment subsystems directly impact the opportun-
ities and patterns of interactions among internal and external employees as well as
the knowledge foundation that each group possesses (cf. Boxall 1996, 1998). By
influencing how different employment groups interact, the structure of the HR
architecture influences the nature of the network structure. Some HR architectures,
with a greater reliance on internal employment and possibly long-term partner-
ships, may be characterized by dense network connections. In contrast, HR archi-
tectures with a greater use of external employee groups and more fluid alliance
partnerships may be characterized by sparse networks with relative weak ties. An
important research question is if, and how, the overarching structure of employ-
ment subsystems impacts the flow of knowledge within the HR architecture. Are
there certain structural patterns that are more appropriate for exploration of new
sources of value creation versus exploitation of current knowledge bases to leverage
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and extend existing sources of value creation? Are there other architectural struc-
tures that are ideal for less innovative outcomes such as organizational efficiency or
customer service? If different structural patterns of employment subsystems offer
different organizational benefits, research is needed to examine which architectural
patterns are ideal to achieve these disparate objectives.

Relatedly, research is needed that examines the importance of the direction of
knowledge flows. For example, is it more important to have knowledge flow
equally in all directions or flow toward critical or core employees? It is conceivable
that companies may be able to realize knowledge advantages to the extent to which
they are able to increase the flow of knowledge from external employment arrange-
ments across their organizational boundaries while decreasing the flow of know-
ledge in the other direction (cf. Matusik and Hill 1998). Focusing on the direction
and flow of knowledge also raises the issue of willingness to share knowledge
(Lepak and Snell 2003). Companies are only able to realize benefits of knowledge
flow to the extent that employees are willing to cooperate (Coff 1997). If certain
employees perceive a personal benefit in hoarding their knowledge, or a perceived
risk of sharing what they know, what HR practices are able to encourage employees
to share their knowledge with the appropriate people?

An additional important research question focuses on relationships between
HR systems for employees within each employment system and the higher-level
relational archetypes that are expected to facilitate knowledge exchange across
employment subsystems. While implementing HR practices across employee
groups to facilitate greater knowledge flow is viable, does it diminish the unique-
ness, and perhaps the effectiveness, of the HR systems used for managing the
knowledge stocks within each employment mode? Do some of the relational
archetype HR practices send conflicting messages to employees on their role within
the company? Also, what are the relative costs, benefits, and challenges for imple-
menting multiple HR practices within a company? Research that investigates the
impact of implementing higher-level relational archetypes on the effectiveness of
HR systems for employment subsystems would provide insights into the viability
and effectiveness of the potential value of relational archetypes for facilitating
knowledge flow across employee groups.

11.6 CONCLUSION

As the outset of this chapter we raised an apparent tension within organizations.
On the one hand, researchers and practitioners continue to claim that employees
are a key source of a company’s competitive advantage. At the same time, however,
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many firms are increasing their use of both internal and external employment
subsystems among their workforce. The key question is: if people matter so much
for competitive success, how can companies continue to turn to contingent labor,
outsourcing arrangements, as well as selectively invest in subgroups of employees.
Our view on this tension is that it is a natural outgrowth of some significant
changes that companies are dealing with that stem from an increasing need to
distinguish managing jobs and managing knowledge. Adopting an architectural
perspective recognizes that companies must do both. Some employees add value by
efficiently performing well-defined tasks while others add value for their unique
role or critical contributions toward competitive advantage.

While the ultimate decision as to whether or not companies pursue one or more
of these employment subsystems is influenced by numerous factors, we focused on
several factors that are likely to be particularly important. First, while globalization
certainly increases the options that companies have at their disposal for employing
their workforce to pursue lower costs, increased expertise, and workforce flexibil-
ity, countries vary significantly in the quality of their human capital, the relative
supply and demand of different occupational skill sets, labor costs, as well as legal
and logistical considerations that influence the potential benefits of relying on
alternative employment options. Second, we considered the notion that companies
differentiate their employees, not based on job titles, but on the value added of
their knowledge and skill sets for internal business processes necessary to realize a
competitive advantage. By focusing on knowledge and skill sets rather than jobs,
firms may be in a position to focus their investments on those employees that are
most critical to their competitive success while leveraging the capabilities of
external providers, domestically or internationally, for other tasks or services
wherever they may be located around the globe. Of course, a central challenge
that companies face is to have a clear sense of what knowledge employees presently
hold and need in order to achieve business goals as well as the need to understand
how to promote the exchange of knowledge, innovation, and learning to maintain
competitive distinction; a task that is increasingly difficult with a globalized
sourcing strategy and further differentiated workforce.

Clearly, there are many research questions that remain to be addressed regarding
the implications for the use of various forms of employment by organizations.
Boxall and Purcell (2003) suggested that firms’ choices among employment options
are not based solely on economic rationality. Echoing this sentiment, we encourage
research that explores factors such as the role of the legal, social, and institutional
environments in employment decisions. Relatedly, we still do not have a firm grasp
on the performance implications of differentiating employment systems. In par-
ticular, research is needed that examines individual reactions to working within a
company simultaneously using multiple employment subsystems as well as the role
of social and technical interdependencies between employee groups for knowledge
flow and competitive success (Purcell et al. 2004).
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Moving forward, a key challenge for strategic HRM research is to better under-
stand the nature of knowledge work, the trade-offs among employment options,
and how to develop HR systems that are appropriate for managing employees with
specific skills sets as well as to identify mechanisms to facilitate knowledge-sharing,
transfer, and exchange across employee groups. And while we have probably raised
more questions than we have answered, we hope this chapter has provided some
ideas to stimulate additional research in this area.
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CHAPTER 12

EMPLOYEE VOICE
SYSTEMS

MICK MARCHINGTON

12.1 INTRODUCTION

EMPLOYEE voice appears to be the latest in a long line of terms used to describe
employment practices designed to allow workers some ‘say’ in how their
organizations are run; previous variants include worker participation, industrial
democracy, employee involvement, and empowerment. The term is rarely defined
precisely, and voice tends to incorporate HR practices of both a direct and
an indirect form, in unionized and non-union settings, and in task-related and
off-line teams (Millward et al. 2000; Bryson 2004). Others have used the term to
refer to grievance processes and employee complaints about management (Boroff
and Lewin 1997; Luchak 2003), and even so-called ‘silent’ forms of voice such as
sabotage, absence from work, or shirking (Benson 2000; Hyman 2005). This wide
range of uses makes it difficult to assess whether ‘voice’ actually marks a departure
from the initiatives that have gone before or whether it is nothing more than ‘old
wine in new bottles’

Traditionally, voice has been used primarily in relation to union-based and
broader forms of participation, rather than direct employee involvement,
because this was seen as the principal way in which workers could gain influence
at work (Freeman and Medoff 1984; Millward et al. 2000). More recently, analysis
has shifted to examine non-union models of indirect voice, such as through joint
consultative committees and works councils (Dundon et al. 2004; Haynes et al.
2005). Given space limitations, rather than provide yet another review of
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indirect voice, this chapter focuses primarily on direct voice for several reasons.
First, union and non-union collective voice has been analyzed at length in many
other publications (for example, Osterman et al. 2001; Gospel and Wood 2003), and
it was felt impossible to develop this material without a proper analysis of different
national legal systems or cultures. Second, the decline in union density in most
developed countries has meant that direct forms of voice—both through upward
problem-solving and through new forms of work organization—are likely to offer
workers greater opportunities for influence than they did in the past. Indeed there
is evidence that direct forms of voice are associated, by workers, with more positive
perceptions of managerial responsiveness than either union or non-union forms of
indirect representation (Bryson 2004). Third, as direct voice mechanisms impact
more immediately on workers than indirect representation, they are seen as
more relevant to worker needs (Freeman and Rogers 1999; Osterman et al. 2001).
Changes at work group level can make a major difference to people’s daily lives,
and direct, personal involvement can seem more meaningful than higher-level
discussions about long-term plans (Purcell and Georgiadis 2006). Of course, it is
recognized that direct voice may offer opportunities for change only at the margins
of managerial decision-making (Ramsay et al. 2000) because key strategic
choices are made way beyond the confines of the participative process (Strauss
1998). Finally, concentrating on direct voice allows a sharper focus on the processes
accompanying informal participation at the workplace, and it is acknowledged
that few surveys have captured workers’ views. If we are to understand better
how HRM impacts on workers, the so-called ‘black box’ needs to be opened up
in order to discern how workers interpret managerial practices (Wright and
Boswell 2002; Benson and Lawler 2003). This is especially important when examin-
ing the interaction effects of a number of different voice mechanisms, both direct
and indirect, and the extent to which they are embedded within the workplace
(Marchington 2005).

The focus on direct voice should not be interpreted as a sign that indirect and
union voice is unimportant for the achievement of worker influence in organiza-
tions; far from it. Evidence from Purcell and Georgiadis (2006) indicates that
combinations of direct and indirect voice have the strongest relationship with
worker commitment, satisfaction, and discretion. In a later section of this chapter
we return to the question of how indirect voice systems can shape the development
of direct voice, particularly in societies where strong institutional pressures or
influential trade unions create frameworks at national and organizational levels
within which voice can flourish.

Three broad versions of direct voice are considered in this chapter. These are
task-based participation, such as redesigned work operations, teamworking, and
self-managed teams; upward problem-solving techniques such as off-line teams,
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quality circles, suggestion schemes, and worker input into briefing groups; and
complaints about fair treatment, such as grievance procedures, speak-up programs,
and whistle-blowing. The first two of these typically appear within discussions of
HRM as they are explicitly aimed at ‘adding value’ within the context of organ-
izational goals. They are designed to give workers a chance to contribute to
managerial decision-making, either in their day-to-day work or through formal
and managerially instigated processes that tap into employees’ skills and ideas.
However, this overlooks the role that voice plays in articulating employee concerns
about management style and practice beyond the relatively limited confines of how
their own work is organized. Whilst it may not be immediately apparent how this
contributes to organizational goals, voice can be seen as an alternative to exit and
thus, amongst other things, to reduced levels of labor turnover (Hirschmann 1970).
It may also help to weed out supervisors who treat workers badly or are poor at
communications, and so help to improve productivity through the provision of
a fairer deal at work.

This chapter does not presuppose the dominance of any single style of people
management—such as high commitment—nor does it assume that voice is likely
to operate in precisely the same way in different countries or sectors. The
interplay of forces between nation states, large multinational corporations, and
product and labor markets means that forms of voice vary depending on insti-
tutional, organizational, and workplace contexts (Katz and Darbyshire 2000;
Rubery and Grimshaw 2003). Even forms of voice sharing the same title may
differ because of the rationale for their introduction, how they have been
implemented, and the influence of broader social systems. Workers’ expectations
from voice also differ depending on the legal and vocational education systems,
the state of the product and labor markets, and the type of work on which they
are employed (Marchington et al. 1994; Kessler et al. 2004). Voice is probably
the area of HRM where tensions between organizational and worker goals,
and between shareholder and stakeholder views, are most apparent because it
connects with the question of managerial prerogative and social legitimacy.
This becomes even more complex when voice operates across organizational
boundaries as workers effectively operate under the direction of two or more
sets of employers within a culture of contracting relations (Marchington et al.
2004).

The remainder of the chapter is structured as follows. First we develop
a framework within which different forms of voice can be considered. Second,
we discuss links between embedded voice and worker perceptions, focusing on
the use of multiple and ‘deep’ techniques. Third, we analyze a number of factors
promoting or impeding voice at national, organizational, and workplace levels, in
so doing noting the tensions surrounding the concept. Finally, some conclusions
are drawn.
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12.2 A FRAMEWORK FOR ANALYZING DIRECT
VOICE SYSTEMS

Having outlined the contrasting ways in which worker voice has been used in
previous literature, in this section we construct a threefold framework for analyzing
direct voice which draws upon earlier work by the author and colleagues. The three
elements are task-based participation, upward problem-solving, and complaints
about fair treatment; the framework is presented in Table 12.1.

Interest in task-based participation has grown enormously over the last decade,
along with the emergence of the high-commitment model and high-performance
work systems (HPWS). Voice through mechanisms such as team working, self-
managed teams, and autonomous work groups is now seen as a major component
of the HPWS model, largely because these forms of work organization provide
workers with an opportunity to use their discretion at work rather than be subject
to close supervision by managers (Appelbaum et al. 2000). Task-based participa-
tion has a long history, especially under the guise of Quality of Work Life Programs
in the USA and Sweden in the 1960s and 1970s (Heller et al. 1998).

Employee voice through task-based participation is where workers have a direct
say in how work is organized. As such it is integral to the job, forming a part of
everyday working life, rather than being bolted on in the shape of off-line teams or
only experienced through union representatives or managers who choose to involve
workers. It can occur both horizontally and vertically. The former refers to the
number and variety of tasks which workers perform at the same skill level in an
organization. Provided workers are given greater opportunities to exercise discretion
at work and gain some control over their working lives, this enhances voice. In some
cases task-based participation may offer little more than a way in which to alleviate
the boredom associated with repetitive routines, and at least offer the opportunity to
do something different, if only for a short period of time. In terms of voice, however,
the improvements may be minimal. Vertical task-based participation comprises two
different forms. Employees may be trained to undertake tasks at a higher skill level or
they may be given some managerial and supervisory responsibilities, such as taking
over the planning and design of work as well as its execution. Teamworking combines
both horizontal and vertical task-based participation, and may even offer workers
the chance to manage their own teams (Benders 2005). Again, these forms of work
redesign can give workers greater influence and control over their daily working lives,
and in the case of self-managed teams the opportunity to organize their own
activities in line with broader departmental targets.

Managers are interested in this form of voice to improve levels of quality,
productivity, and customer service through the more effective deployment of
front-line workers. Under the high-commitment model, managements hope
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that these forms of work organization will add value over and above more
traditional methods where workers merely responded to management instructions
(Appelbaum et al. 2000). Whilst there is substantial evidence that task-based
participation provides organizational benefits, there are also claims that even if
workers feel they are working harder under a teamworking regime they are also more
satisfied with their jobs (Wilkinson et al. 1997; Osterman 2000). Although much
depends on the organizational and managerial context, teamwork does have the
potential to deliver autonomy and responsibility, satisfaction and control. It can also
provide more interesting work if managements are serious about making jobs larger
and more meaningful. However, some tasks offer little opportunity for job enlarge-
ment because strict safety rules have to be followed or there are difficulties in finding
ways of redesigning jobs without major technical change.

Although some commentators would regard task-based participation, and
especially teamworking, as the ultimate in direct voice, others see it merely as
increasing pressure on workers to perform. For example, Barker (1993: 408)
suggests that self-managing teams produce ‘a form of control more powerful, less
apparent and more difficult to resist than that of the former bureaucracy. Under
a teamworking regime, pressure for performance comes from peers rather than
from managers, and whilst some would see this as liberating and genuinely
positive, others view it as management control at its most subversive and unethical
as team members take over responsibility for peer surveillance (Sewell 2005).

Upward Problem-Solving incorporates a range of voice mechanisms which tap
into employee knowledge and ideas, typically through individual suggestions or
through ad hoc or semi-permanent groups brought together for the specific
purpose of resolving problems or generating ideas. These off-line schemes tend
to be ‘bolted on’ rather than integral to the work process (Batt 2004) but they have
become much more extensive over the last decade in most developed economies
(Benson and Lawler 2003; Kessler et al. 2004). They are central to notions of high-
commitment HRM because upward problem-solving is predicated on assumptions
that employees are a major source of competitive advantage. Not only are these
practices designed to increase the stock of ideas, they are also expected to increase
cooperation at work and evidence suggests that workers like being involved
(Freeman and Rogers 1999). Despite offering a greater degree of active voice than
communications cascaded down the management hierarchy, critics view these
practices as problematic precisely because they encourage employees to collaborate
with management in helping resolve work-related problems.

There are two types of upward problem-solving scheme. First, there are sugges-
tion schemes whereby employees receive financial rewards for suggestions that are
outside the domain of their own specific job. These schemes have the potential to
create bad feelings as well as good, especially if the workers making suggestions feel
that their idea merits higher rewards. There is a danger, moreover, that paying for
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suggestions encourages an instrumental approach to work (Marchington and
Wilkinson 2005).

Problem-solving groups/quality circles and two-way briefings constitute the
second and much more extensive type of upward communications. Typically the
former comprise small groups of workers who meet on a regular basis to identify,
analyze, and solve quality and work-related problems. Members may be drawn
either from the same team or from a range of different work areas, meeting under
the guidance of a leader, sometimes with assistance from one or more facilitators.
Upward problem-solving groups are designed to achieve explicit production,
quality, or service goals through the appropriation of workers’ ideas but they can
also enhance employee morale and commitment if it is felt their views have been
taken seriously. However, there are problems in sustaining problem-solving groups
beyond the initial phase of active involvement as groups question whether or not
gains will be maintained (Handel and Levine 2004). Briefing groups which are
designed to encourage feedback from workers can also fall within this category;
evidence from the UK indicates this is now a regular feature of schemes initially
designed to foster downward communications.

Workers and trade unions have questioned managements’ motives for introdu-
cing upward problem-solving groups, fearing that they will be used merely to
achieve improvements in productivity that will result in job losses (Osterman
2000). Even if employers agree not to cut jobs, workers are criticized for acting
as management stooges, helping organizations to improve performance without
any commensurate increase in rewards. Tensions are particularly inherent with this
form of direct worker voice because upward problem-solving operates at the
interface between management and non-managerial workers, and some would
advise workers not to take part in such groups, arguing that employers should be
forced to pay for any ideas offered by workers that are beyond their ‘normal’ job.
Similarly, employers that are subject to extensive product market pressures might
disapprove of any activity allowing workers productive time away from their work
station due to cost implications (Cappelli and Neumark 2001).

The final category of direct voice is where workers complain, either directly or
through formal grievance procedures, to management about its behavior and
performance at work. This category is quite different from those that have just
been discussed, but it is also the one that is most commonly associated with the
term ‘voice’ itself, largely through the work of Hirschmann (1970). He defined
voice as ‘any attempt at all to change, rather than escape from, an objectionable
state of affairs, whether through individual or collective petition to management’
(Hirschmann 1970: 30). It was assumed that workers would only stay to fight for
improvements in their working lives (voice) if they were loyal enough to the
organization, otherwise they would leave (exit). From management’s perspective
therefore, voice can be seen as a useful way of letting off steam, a safety valve, as well
as a desire to improve the situation. Workers, on the other hand, value the chance
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to articulate their concerns directly to managers or through union representatives
with the hope this will lead to changes in behavior. Freeman and Medoff (1984) in
following up this idea argued that the voice option made sense for both parties,
rather than allowing things to degenerate to the point where workers decided to
leave. They felt unions offered the best opportunity for workers to exercise their
voice because of their independence from management.

Some recent literature has examined the voice-loyalty-exit concept in relation to
grievance-raising by workers in the USA. Boroff and Lewin (1997) found that,
contrary to Hirschmann’s thesis, it was the workers who expressed lower levels of
loyalty to the organization that were more likely to complain—that is, use voice—
whilst loyal workers were more prone to ‘suffer in silence. Workers who com-
plained to management were more likely to suffer adverse consequences subse-
quent to raising their grievance. Indeed, Lewin and Peterson (1999) found that
workers who filed grievances had significantly lower promotion rates, and there
was some evidence they had higher rates of labor turnover and lower performance
ratings. In societies where grievance-raising does not have legal backing, workers
may be anxious that raising grievances will lead to future retribution, but where
this is buttressed by legal regulations and societal support voice may offer a more
viable option (Malos et al. 2003).

Luchak (2003) suggests we need to differentiate between direct and representative
voice. Whilst the latter tends to lead to more hostile reactions from management,
the former tends to be seen in a more preventive light. Accordingly, loyal employees
with a strong affective bond with the organization are more prone to use direct and
more flexible channels to make their complaints, with the consequence that they are
willing to ‘go the extra distance to ensure that problems are settled before they have
achance to escalate’ (Luchak 2003:128). However, he acknowledges the success of this
route depends largely on management’s willingness to act on employee suggestions,
as well as on the seriousness of the grievance and the extent to which it challenges
managerial prerogative. This shows the importance of locating voice within the
context of wider HR policies and industrial relations systems because some employ-
ers would probably prefer anyone with a grievance to quit the organization
rather than stay and be an irritant in the future. Alternatively, employers adopting
a pluralist perspective might be inclined to see the potential value of complaints as a
source of feedback that complements well-developed representative arrangements.

12.3 EMBEDDING VOICE AT WORK

One problem with existing studies of voice is that they focus on the first two
elements in this framework, broadly under the heading of employee involvement,
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but they also tend to draw on management respondents to assess the extensiveness
of voice. Accordingly, these measure ‘intended’ practices (Wright and Boswell
2002) rather than those experienced by workers themselves. These studies lack
sensitivity to the complexities of voice, and it is apparent from case studies that
managerial claims to have implemented particular practices do not necessarily
square with organizational reality (Van den Berg et al. 1999). For example, ideas
generated by problem-solving groups may not be implemented or managers may
fail to respond to concerns raised by workers, perhaps due to pressure of work, lack
of interest, or cost. Data on coverage of voice provided by senior managers
probably overestimates the impact on workers because of failures to implement
practice effectively at the workplace (Paauwe and Boselie 2005).

Fortunately, some studies have considered the type, quality, and combinations of
voice in evaluating its impact, and assess the opportunities workers are given to
exercise influence at work. For example, Batt (2004:189) argues that workers find
participation in self-managed teams much more significant than inv